COUNCIL - CONFIDENTIAL
12 March 2024

POTENTIAL SALE

Department: Legal Services and Finance

REASONS FOR CONFIDENTIALITY

Grounds: S48(1)(a) - The public conduct of the part of the meeting would be likely to result
in the disclosure of information for which good reason for withholding exists under
section 7.

Reason: S7(2)(b)(ii) - The withholding of the information is necessary to protect

information where the making available of the information would be likely
unreasonably to prejudice the commercial position of the person who supplied or
who is the subject of the information.

S7(2)(g) - The withholding of the information is necessary to maintain legal
professional privilege.

S7(2)(h) - The withholding of the information is necessary to enable the local
authority to carry out, without prejudice or disadvantage, commercial activities.

EXECUTIVE SUMMARY

1

The purpose of this report is to provide information so that Council can decide:

a) Whether it wants to proceed to public consultation on the potential sale of Aurora Energy
Limited (Aurora); and

b) If so, whether its preferred option for consultation is the divestment of Aurora.

Dunedin City Holdings Limited (DCHL) has prepared a formal recommendation to Council, which
is to divest Aurora, repay Aurora’s debt and reinvest in a diversified investment fund.

Any consultation would be on the basis that Council would use the proceeds to repay Aurora’s
debt and the remainder would be used to generate income through a diversified investment
fund.

Under the Companies Act 1993 and DCHL's Statement of Intent, DCHL can only sell Aurora and
reinvest in a diversified portfolio if it obtains Council’s prior approval.

Based on recent sales of infrastructure companies, DCHL expects that Aurora could sell for

approximately S- billion to S- billion.

Aurora’s debt is forecast to be approximately $576 million around the proposed time of sale.

After paying Aurora’s debt and the transaction costs, the balance of the gross sale proceeds

(expected to be approximately _) would be used to create a
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10

11

diversified investment fund. For the purposes of this report, the diversified investment fund is
called the “Aurora Fund”.

The Aurora Fund would include protections to ensure that it is an intergenerational asset for the
ratepayers of Dunedin. The capital would be protected, and inflation adjusted so that it is not
eroded over time. The income would be available for Council to use as it chooses, including for
example to offset rates or repay debt.

If the Aurora Fund has a long-run total return of 8% per annum and there is a distribution policy
of 5% per annum, then DCHL expects that the Aurora Fund would deliver a cash distribution to
Council of approximately _ in year one. The residual 3% expected return
would be used to protect the capital base (i.e. to offset inflation).

DCHL notes that:
a) Council and Aurora both have significant capital expenditure requirements.
b) A sale of Aurora would:
i) Increase income to Council through a higher and more consistent income stream.

ii) Reduce DCC’s Group debt through the repayment of Aurora’s debt (forecast to be
approximately $576 million as at the middle of next year).

iii)  Reduce risk through having a more diversified portfolio.
c) Given the current market, a sale of Aurora has the potential to realise a price premium.

d) If Aurora is retained, DCC’s Group debt in 2033 is forecast to be S-billion (including
forecast debt in Aurora).

e) If Aurora is sold, DCC’s Group debt in 2033 is forecast to be S- million lower, at S.
billion. This reflects repayment of $576 million of debt following sale and the avoidance
of further forecast increases in Aurora debt. If Council applied the income from the Aurora
Fund towards interest and debt, then DCC’s Group debt would be further reduced.

f) DCHL’s modelling assumes that Council would receive approximately $- million of
distributions from the Aurora Fund over an eight-year period, compared to approximately
S- million of dividends from Aurora over the same period. This is a S- million
difference. Under either scenario, there are inherent uncertainties. However, income
from the Aurora Fund would be cash whereas income from an Aurora dividend would
likely be a result of balance sheet borrowing based on the increased capital value of
Aurora (i.e. it would likely be debt funded).

g) A sale of Aurora would assist compliance with the DCC Group’s Local Government Funding
Agency (LGFA) debt covenants.

h) Lower group debt, following a sale of Aurora, would reduce risk to Council’s future credit
ratings.

Council’s Finance Team has compared Council’s finances with and without the sale of Aurora.
Based on 10-year modelling forecasts, a sale of Aurora would have significant benefits to
Council’s finances, including:
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b) This approach gives Council the opportunity to hear the community’s views on the
proposal.

) The sale of Aurora has a significant effect on Council’s finances through a higher and more
consistent cash return from the Aurora Fund.

d) If Council decides to approve a sale of Aurora, a sale would only proceed if the price was
at or above a price set by Council. If Council decides to proceed with the sale (following
completion of the consultation process), a price would be set ahead of Aurora going on
the market.

RECOMMENDATIONS

That the Council:

a)

b)

Decides:

i) To proceed to public consultation on the potential sale of Aurora Energy Limited;
ii) To use the special consultative procedure for the consulation; and

iii)  Its preferred option for consultation is to divest Aurora Energy Limited.

If Council decides that it wants to proceed to public consultation in accordance with
resolution (a) then Council:

i) Identifies in accordance with section 80 of the Local Government Act 2002 that:

- Asale of Aurora would be inconsistent with the current Long Term Plan 2021-
31 because a proposed sale of Aurora Energy Limited is not contemplated by
the current Long Term Plan 2021-31; and

- The 9 Year Plan would be updated to reflect any Council decisions regarding
Aurora.

ii) Notes that:

— The proceeds of any sale of Aurora Energy Limited would be used to repay
Aurora’s debt, and the remainder would be used to generate income through
a diversified investment portfolio;

- The diversified investment portfolio would have mechanisms to protect the
capital in the portfolio; and

- The decision on how the diversified investment portfolio would be held and by
whom would be made following consultation on Council’s Investment Plan
through the 9 Year Plan process.

iii)  Notes that:

— A statement of proposal and communications plan will be prepared and
brought to Council on 20 March 2024 for Council approval; and

Potential sale

Page 4 of 97

Item C1



COUNCIL - CONFIDENTIAL
12 March 2024

— Council’s decision in relation to the proposed sale of Aurora is to remain
confidential until the Council agenda for the 20 March 2024 meeting is
released. At that time, a media release will be issued by Council.

BACKGROUND

Ownership of Aurora

17  Aurorais 100% owned by DCHL and DCHL is 100% owned by Council.

About Aurora

18  Aurora owns and operates the regulated electricity distribution networks for Dunedin, Central
Otago (including Wanaka) and Queenstown Lakes.

19  Aurora’s electricity network was largely built in the 1950s and 1960s. It now requires significant
capital investment to renew aged assets, build resilience in its network, meet population growth
in Central Otago and meet greater demand for electricity due to decarbonisation.

Potential sale Page 5 of 97

Item C1



COUNCIL - CONFIDENTIAL
12 March 2024

20

21

22

23

Aurora agreed a Customised Price Path (CPP) with the Commerce Commission in 2021 to enable
higher prices to be charged to customers than under the default price path (DPP), allowing
funding of Aurora’s capex programme to improve the network. However, even with that
funding, it is expected that significant capital expenditure requirements will consume operating
cash flows and require more debt.

As shown in the table below, Aurora has not generated any dividends since 2017 (i.e. for 6 years).

DCHL is modelling Aurora to resume dividends from 2027. At that point, Aurora may be able to
deliver dividends in the order of S. million to S. million, but there is high uncertainty around
the quantum of the dividends due to inherent uncertainties in Aurora’s capital reinvestment
requirements, regulatory settings and ordinary business risks.

Any dividends from Aurora over the next 10 years would be funded by debt, placing pressure on
the DCC’s Group debt position.

Request by Council

24

Council’s Letter of Expectation to DCHL in the year ending 30 June 2024 included an expectation
“to provide the DCC with strategic options for consideration (including consideration as to the
future composition and direction of the portfolio) that allows the DCC to consider the implications
for the DCC as shareholder with a particular focus on dividends/return on investment from
DCHL.”

DCHL Recommendation to Sell Aurora, Repay Aurora’s Debt and Reinvest in Diversified Fund.

25

26

27

Council has appointed highly experienced professional directors to the Board of DCHL, including
the appointment on 1 July 2023 of Greg Anderson and Chris Milne who both specialise in
investment and corporate finance.

DCHL has considered Council’s Letter of Expectation and has drawn on analysis and insights from

various advisors to develop strategic options. _

has also (on behalf of the board of Aurora) undertaken a strategic review of
Aurora including an assessment of its forecast capital structure and identification / evaluation
of strategic options, considering a range of issues, including asset management planning and
strategic planning.
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28

29

30

As a result of this work and specialist advice, DCHL has sent a recommendation report to Council,
attached as Attachment A.

DCHL’s recommendation is to sell Aurora, repay Aurora’s debt (estimated to be $576 million
around the time of a sale) and reinvest in a diversified fund.

The DCHL recommendation is discussed more fully later in this report, but elected members
will need to read DCHL's report in full (Attachment A).

Need for Council’s consent

31

DCHL can only sell Aurora and reinvest in a diversified portfolio with Council’s prior approval.
This is because a sale of Aurora would constitute a major transaction for DCHL under the
Companies Act 1993, which requires shareholder approval (by a Special Resolution). The sale
also requires Council’s approval under DCHL's Statement of Intent, which requires DCHL to
obtain Council approval before disposing of any shares exceeding $5 million in value.

Investment Plan

32

33

34

Around the same time as DCHL’s work on the proposed sale of Aurora, Council and DCHL have
been working on an investment plan and considering how to structure the ownership and
structure of Council’s subsidiaries.

Council has not made any decisions on the ownership and structure of Council’s subsidiaries:

a) This is something that would need to be consulted on through the 9 Year Plan; and

b) Council resolved at its meeting of 27 February 2024:
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35

36

DISCUSSION
37  This part of the report is structured as follows:

a) Summary of DCHL's recommendation (i.e., to sell Aurora, repay Aurora’s debt and
reinvest in a diversified fund).

b) Council’s finances- status quo vs divestment of Aurora.

c) Reasons to retain Aurora.

d) Use of sale proceeds.

e) Potential protection mechanisms for a diversified investment fund.
f) Consultation requirements.

g) Consultation document.

h) Staff Recommendation.

i) Proposed process.

Summary of DCHL's Recommendation

38 DCHL’s recommendation to Council is attached as Attachment A. Elected members will need to
read DCHL’s recommendation in full, but this part of the report provides a high-level summary.
Staff have taken some tables from the DCHL recommendation report as they are helpful in
explaining some points.

DCHL Recommendation

39 DCHL recommends a 100% divestment of Aurora, with the proceeds being used to repay
Aurora’s debt and reinvest in a diversified investment portfolio (nominally called the Aurora
Fund).
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40

41

42

43

44

45

DCHL has verbally advised that it recommends putting Aurora on the market as soon as possible,
which could be in the second half of 2024. In that case, the intention would be to complete a
sale on or around 1 July 2025.

Aurora’s debt is forecast to be approximately $576 million if the sale is completed on or around
1 July 2025.

DCHL considers that the case for selling Aurora is compelling. In DCHL's view:

a) Council needs different assets if it is to receive higher and more consistent, sustainable
cash returns from its investments.

b) Aurora is delivering reasonable capital growth but, as an infrastructure business with
growing demand, significant capital expenditure requirements will consume operating
cash flows and require more debt. Divestment of Aurora would reduce DCC’s Group debt
by approximately $576 million, avoid further DCC Group debt and reduce risk to Council’s
future credit ratings, debt covenants and borrowing costs.

c) Transaction evidence indicates that major infrastructure investors are willing to pay
attractive premiums to buy regulated infrastructure businesses. This creates an
opportunity to realise additional value that might not be there in the future.

d) Investing the proceeds in a diversified investment portfolio, with risk diversified across
many different assets, rather than just one, will enable long-run higher cash returns that
are more sustainable.

DCHL has drawn on analysis and insights

to identify strategic options and analyse transaction evidence. They have identified that
there is likely to be strong market interest in Aurora and the transaction evidence indicates
investors are valuing infrastructure businesses at a premium over their Regulated Asset Base
(RAB).

RAB is a standardised measure of the value of infrastructure assets, regulated by the Commerce
Commission. DCHL’s analysis indicates a potential valuation range of. times to. times RAB
if 100% of DCHL's shares in Aurora are sold to a third-party investor.

Using the potential multiples of RAB, this would mean that:

a) The range of the Aurora sale price would likely be between approximately S- billion

and S- billion.

b) After repaying Aurora’s forecast debt of $576 million, net sale proceeds would likely be in
the range of

c) A diversified investment portfolio would deliver a cash return ofS. million to S. million
in year one of the fund, assuming an average long-run total return of 8% per annum with
a distribution policy of 5% per annum.

Potential sale Page 9 of 97

Item C1


















COUNCIL - CONFIDENTIAL
12 March 2024

67

b) A total Council capital expenditure programme of $2 billion delivered over the 10 year
period 2024-34.

) An interest rate of 5%.

Both scenarios include a high level of uncertainty around NZTA Waka Kotahi funding, -

Scenario 1- Council’s finances without a sale of Aurora

68

69

70

71

The ten-year financial model forecasts the following (based on DCC alone and not on a DCC
Group basis):

a)

=

|l

In February 2024, S & P Global Ratings revised Council’s credit rating outlook from ‘stable’ to
‘negative’.

This scenario assumes a dividend of $11.0 million per year from DCHL. At present, DCHL is
reasonably confident that it can achieve this in years one and two, but it cannot provide that
level of certainty from year three onwards. There is a degree of risk around Aurora’s ability to
deliver a forecast dividend stream and DCHL’s modelling assumes that dividends will be funded
by debt.

Scenario 2- Council’s finances based on a divestment of Aurora

72

This scenario assumes that:
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73

74

75

76

77

a) The Aurora sale proceeds are realised by year three and held in a diversified investment
fund. (Note: the repayment of the Aurora debt would take approximately 12-18 months
from the sale date because it would need to match existing debt maturities).

b) The Aurora fund results in increased dividends or income to Council of S- million over
eight years (from year three), being an average of S- million per year.

For the purposes of this scenario, the additional income reduces the amount of debt raised.

The ten-year financial model forecasts the following (based on DCC alone and not on a Group
basis):

a)

b)

c)

d)

e)

f)

g)

h)

This scenario is likely to have a positive effect on S & P Global Ratings. The benefits include
reduced debt, and a significant improvement in liquidity and cashflow.

As a result of the Aurora sale, DCTL forecasts show minor changes in forecast interest rates over
the 10-year period. The greatest change in one year is a 0.4% reduction. All other years, the
change is less than 0.12%.

Although the capital in the Aurora Fund would be protected, the income from the Aurora Fund
would be available for Council to use as it chooses, including for example to offset rates or repay
debt.

Reasons to retain Aurora

Capital Growth in Aurora

78

The main reason to retain Aurora would be to deliver capital growth, noting that Aurora is

forecast to have a RAB as at 2033 of $_
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79

This is discussed earlier in this report under the heading “Status quo vs divestment-total
return”). As noted earlier, if there was a price premium of more than-times RAB as at 2033
then, from a pure investment perspective, there would be a financial advantage in retaining
Aurora. However:

a) There is no certainty that a price premium would be available in the future

b) Retaining Aurora would mean that DCC’s Group debt is likely to increase to approximately
S billion by 2033

c) The risks associated with an undiversified portfolio would remain
d) There would also be significant risk around dividends from Aurora, and it is likely that any
dividends would be funded from additional debt borrowed against the increased value of

Aurora

e) DCHL considers that the above factors more than outweigh any potential capital growth.

Potential concerns from members of the public

80

81

82

83

84

85

86

The proposed sale may raise concerns about the risk of Aurora increasing its electricity lines
charges, or misusing its market power in some other way, if it is no longer Council owned.

Lines charges are regulated by the Commerce Commission. The Commerce Commission ensures
that Aurora only receives revenue that reflects its costs of operating and maintaining the
network, and the Electricity Authority sets guidelines for how Aurora's prices are structured and
what pricing approaches can be used. This price control will continue if Aurora is sold.

Aurora will also remain subject to the general provisions in the Commerce Act which prohibit it
from misusing its market power.

There may be a concern from households, businesses and the wider community who rely on
Aurora's network for electricity supply that a sale could result in network safety issues or
reliability reducing. However, lines companies are subject to specific additional regulation by
the Commerce Commission because they are natural monopolies. That regulation would
continue following a sale.

Electricity lines businesses are required to report to the Commerce Commission annually on a
range of metrics covering asset health, profitability and quality of service. The required
reporting includes information about the number of unplanned outages, the average duration
of each unplanned outage and the cause of each outage. This information allows electricity
providers to be compared with each other and allows changes over time to be tracked.

Lines owners also need to comply with the Electricity Industry Participation Code. The Code sets
of rules to promotes competition, reliable supply and efficient operation in the electricity sector
and is enforced by the Electricity Authority.

The proposal to sell may also raise concerns about the risk of Aurora going into foreign
ownership. The Overseas Investment Office (O10) provides oversight of foreign investment in
New Zealand. Under the Overseas Investment Act 2005, no overseas person or entity will be
able to purchase Aurora unless it first obtains OIO consent. The OIO will only grant consent if it
is satisfied the overseas investment will, or is likely to, benefit New Zealand and that the
proposed purchaser is not unsuitable to own or control Aurora.
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Use of sale proceeds

87

88

89

90

DCHL is recommending that the proceeds from any sale of Aurora be used:

a) To repay the Aurora debt (forecast to be approximately $576 million at the time of sale);
and

b) To use the balance of the funds to establish a diversified investment portfolio (nominally
called the Aurora fund).

Staff support this recommendation and note that the decision on how the Aurora Fund will be
held and by whom will be made following consultation on Council’s Investment Plan through
the 9 Year Plan. The Aurora Fund could for example be held by Council or DCHL or an entity
specifically established to hold the Aurora Fund.

Decisions will also need to be made around the nature of the fund (eg whether it is a growth
fund or a more conservative fund), balancing risk with return, reflecting Council’s investment
objectives. Such decisions would also be made as part of the Investment Plan.

DCHL considers that an average long-run total return of 8% per annum with a cash distribution
policy of 5% per annum is reasonable based on a less conservative profile than the Waipori Fund.
This would deliver cash income to Council of S. million to S. million in year 1. As with any
managed fund, there is the potential for a loss in any year, but if held over the long term then
historically losses have generally been offset by gains in subsequent years. The risk of losses is
mitigated through the diversification of the portfolio so that if one sector has a negative year
then this only affects a portion of the fund.

Potential protection mechanisms for a diversified investment fund

91

92

93

There are already obligations on Council in respect of its financial management of its assets. For
example, Part 6 of the LGA 2002 sets out requirements around financial management (including
a requirement to have funding and financing policies) and a general obligation to manage
Council’s revenues, expenses, assets, liabilities, investments and general financial dealings
prudently and in a manner that promotes the current and future interests of the community.

There are a wide range of additional protection mechanisms that could be used to protect the
capital in the Aurora Fund. Options include:

a) The same protections used for the Waipori Fund, such as Council preparing a Statement
of Investment Policy and Objectives and having Council’s Standing Orders record that
Council may only divest all or any part of the capital of the Aurora Fund by a three quarters
majority of the members present and voting.

b) Adding the Aurora Fund to Council’s list of Strategic Assets.

c) Seeking a local Act of Parliament, although Council staff would caution against raising this
as a possibility this stage as it would need further consideration due to potential
unintended consequences.

A further discussion on the protection mechanisms would be included in the consultation
document for the 9 Year Plan as the protection mechanisms for the Aurora Fund would form
part of Council’s Investment Plan.
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Consultation requirements

94  Anderson Lloyd has provided legal advice

_A copy of Anderson Lloyd’s advice is attached as

Attachment D.

95 In essence, Anderson Lloyd has advised that:

a)

97

Consultation Document

98 If Council decides that it wants to proceed to consultation and its preferred option for
consultation is that DCHL sells Aurora, then a statement of proposal and communications plan
will be prepared and brought to Council on 20 March 2024 for Council approval.

99  Council staff have reviewed consultation documents from other local authorities who have
wanted to sell shares in their CCOs. For example, Auckland Council’s proposed sale of shares in
Auckland Airport and Timaru District Council’s proposed shares in Alpine Energy. Council staff
have used the examples from other local authorities to identify what has worked well and what
has not worked well.
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100 It will

be important to ensure that there is sufficient information in the consultation document

to allow for meaningful consultation. However, it is difficult to provide information on price
without disclosing what Council’s lowest price might be. Council staff therefore propose saying
that the funds will be used:

a)

b)

To repay the Aurora debt (forecast to be approximately $576 million at the time of sale);
and

To use the balance of the funds to establish a diversified investment portfolio containing
hundreds of millions of dollars.

101 In this way, confidential information is not being disclosed, but the public has some assurance
that Council will not be selling as a “fire sale”.

102 Key messages in the consultation document would be:

a)

b)

f)

Council is thinking of selling Aurora because:

i) It would reduce DCC Group debt

ii) Reduce risk by having a diversified investment portfolio (rather than having a lot of
eggs in one basket); and

iiii) Increase income to Council by having more consistent and sustainable cash returns
(noting that, while Aurora has had reasonable capital growth, it has not returned a
dividend to Council since 2017).

Council’s intention is to use the proceeds to pay down Aurora’s debt (forecast to be
approximately $576 million by mid next year) and use the balance of the proceeds to
create a diversified investment portfolio containing hundreds of millions of dollars.

Council wants to consult the public on this proposal.

The Aurora Fund will include protections to ensure that it is an intergenerational asset for
the ratepayers of Dunedin. The capital would be protected, and inflation adjusted so that
the fund is not eroded over time.

Council would receive the income from the Aurora Fund (less the inflation amount
required to protect the base capital), which would potentially limit future rates increases.

There will be further consultation on the Aurora Fund as part of the Investment Plan that
is being developed ahead of the 9 Year Plan. This will include details around management
of the fund, such as who will manage the fund and whether it is held directly by Council
or through DCHL. In any event, the Aurora Fund will be managed in consultation with
specialist investment advisors.

Deloitte Recommendation

103 Staff sought the views of Deloitte because Deloitte has been working with Council and DCHL on
the Investment Plan.

104 Deloitte has provided a letter, attached as Attachment E.
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105 Deloitte has made the following comments:

We agree with DCHL’s proposed recommendation. The sale of Aurora Energy Limited is essential
in order for DCC to be able to achieve its objectives, primarily:

The need to diversify the portfolio and eliminate the concentration of investment risk
(that manifested itself in 2016 in relation to the returns to DCHL

The need to diversify the portfolio across many different assets to enable long-run higher
cash returns that provide a more sustainable return for DCC.

In addition, we make comment on other key aspects of the proposal:

As outlined on page 24, the historical performance has been mixed with weak dividend
flows.

A fund, similar to the Waipori Fund, is a sensible structure for the reinvestment of the
proceeds received from the sale.

The range of sale values used in the analysis is supported by actual sales in recent times.

The assumptions in relation to future long-run returns from a diversified portfolio are
reasonable.

The proposed distributions under the divest option are S- million higher across the 8-
year period modelled. This is material and would have a positive impact on the DCC’s
ability to invest in other initiatives and/or manage future rating increases.

The DCC, as part of the investment plan, will have a policy in place to protect the capital
from the sale of the Aurora Energy Business. This reduces the risk relating to the loss of
capital in the future.

Staff Recommendation

106 Council staff recommend that Council proceed to consultation on the basis that its preferred
option is to sell Aurora. This is for many reasons, including:

a)

b)

The reasons outlined in the DCHL recommendation report and in Deloitte’s letter.

This approach gives Council the opportunity to hear the community’s views on the
proposal.

The sale of Aurora has a significant effect on DCC’s finances through a higher and more
consistent cash return from the Aurora Fund.

Proposed Process

Proposed process if Council decides not to proceed to consultation

107 If Council decides not to proceed to consultation, then no further work would be done regarding
the proposal.
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Proposed process if Council decides to proceed to consultation

108 If Council decides to proceed to consultation, staff note that:

a)

d)

e)

f)

The process has been developed in a way to provide the community with notice to expect
an opportunity to provide feedback.

The intention is to keep this report as a confidential report, particularly given that it
includes commercially sensitive information and legal advice.

Staff propose making the report to Council on 20 March 2024 an open report. That report
would seek Council’s approval to a draft Statement of Proposal (including a draft
consultation document) and a communications plan.

This would mean that the proposed sale of Aurora would become public when the agenda
is released for the 20 March 2024 meeting. This is likely to be 15 March 2024.

When the agenda is released, an appropriate media statement would also be released.

By making the report to Council on 20 March 2024 an open report, this gives Council the
opportunity to discuss reasons in public why Council’s preferred option for consultation
is a sale of Aurora. However, a level of caution will be required to ensure that details
around price are not disclosed.

109 If Council decides to proceed to consultation on the basis that its preferred option is to sell
Aurora, then Council staff expect that the process would be as follows:

a)

b)

d)

OPTIONS

Areport would come back to Council on 20 March 2024 with a draft statement of proposal
(including a draft consultation document) and communications plan for Council approval.

Public submissions and hearings at approximately the same time as the Annual Plan
2024/25 public submissions and hearings.

Deliberations by Council before 30 June 2024, at which time Council would decide
whether it approves a sale, and if so, at what price.

DCHL would then arrange for Aurora to be put on the market. DCHL would not need to
come back to Council before completing the sale if Council’s minimum price is met or
exceeded. If the minimum price is not met then DCHL would need to report back to
Council.

110 The two key options here are:

a)

b)

Proceed to consultation on the basis that Council’s preferred option is to sell Aurora; or

Not proceed to consultation.
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Option One — Recommended Option - Proceed to consultation on the basis that Council’s
preferred option is to sell Aurora

111 Under this option, Council would:

a)

b)

Advantages

Decide:

i)
i)

iv)

To proceed to public consultation on the potential sale of Aurora Energy Limited;

To use the special consultative procedure for the consultation; and

Its preferred option for consultation is to divest Aurora Energy Limited.

If Council decides that it wants to proceed to public consultation in accordance with
resolution (a) then Council would:

i)

i)

Identify in accordance with section 80 of the Local Government Act 2002 that:

A sale of Aurora would be inconsistent with the current Long Term Plan 2021-
31 because a proposed sale of Aurora Energy Limited is not contemplated by
the current Long Term Plan 2021-31; and

The 9 Year Plan would be updated to reflect any Council decisions regarding
Aurora.

Note that:

The proceeds of any sale of Aurora Energy Limited would be used to repay
Aurora’s debt, and the remainder would be used to generate income through
a diversified investment portfolio;

The diversified investment portfolio would have mechanisms to protect the
capital in the portfolio; and

The decision on how the diversified investment portfolio would be held and by
whom would be made following consultation on Council’s Investment Plan
through the 9 Year Plan process.

Note that:

A statement of proposal and communications plan will be prepared and
brought to Council on 20 March 2024 for Council approval; and

Council’s decision in relation to the proposed sale of Aurora is to remain
confidential until the Council agenda for the 20 March 2024 meeting is
released. At that time, a media release will be issued by Council.

By proceeding to consultation, this would give the public an opportunity to consider the
proposal, to make submissions and to be heard.
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A sale of Aurora would be expected to increase income to Council through a higher and
more consistent income stream. DCHL forecasts that, over an eight-year period, Council
would receive S- million more from a diversified fund than from Aurora dividends.

Income from an Aurora Fund would be cash, whereas any dividends from Aurora would
likely be funded from additional debt borrowed against the increased value of Aurora (i.e.
any dividends from Aurora would probably be debt funded).

A sale of Aurora would reduce DCC Group debt through the repayment of Aurora’s debt
(forecast to be approximately $576 million as at the middle of next year). If Aurora is
retained, then forecast DCC Group debt in 2033 is S. billion. If Aurora is sold, then
forecast DCC Group debt in 2033 is S- (and less if Council applies the income
from the Aurora Fund towards interest and debt repayment).

A sale of Aurora would reduce risk through the diversification of assets.

The Aurora Fund would be protected as an intergenerational asset so that the capital of
the fund is protected (including against inflation).

The income from the Aurora Fund would be available for Council to use as it chooses,
including potentially to offset future rates increases.

The establishment of an Aurora Fund is forecast (based on assumptions) to have the
following effects on Council’s finances:

i)

~

=

<.

vii)

viii)

Potential sale

Page 24 of 97

Item C1



COUNCIL - CONFIDENTIAL
12 March 2024

Council will have the opportunity to consider this further following submissions and
hearings. If Council decided to proceed to a sale, Council would need to set a price. A sale
of Aurora would only proceed if the price set by Council was achieved.

Disadvantages

If a sale of Aurora was approved, DCHL would no longer own a regulated asset and get
the capital growth from that asset. Aurora is forecast to have a RAB of 5_ as at
2033. If there was a price premium available of- times RAB in 2033 then, from a purely
financial perspective, there would be a financial advantage in retaining Aurora. However:

- there is no certainty that a price premium would be available in the future

- retaining Aurora would mean that DCC’'s Group debt is likely to increase to
approximately S. billion by 2033

- the risks associated with an undiversified portfolio would remain

- there would be significant risk around income for Council from Aurora dividends
(noting that any dividends from Aurora would likely be debt funded).

There may be public opposition to the proposed sale of Aurora.

The staff at Aurora may be unsettled by the proposal.

Option Two — Status Quo

112 Under this option, Council would decide that it does not want to proceed to consultation on the
proposed sale of Aurora.

Advantages

DCHL would continue to own a regulated asset and to get the capital growth from that
asset. This may mean that Council could, if Council was to achieve a price premium in the
future, potentially get a higher sale price at a later date.

While it is not possible to predict a revenue stream beyond 2033, if Council was to hold
Aurora for the medium to long term, it may receive dividends over that period.

There would not be any risk of public opposition to the proposed sale of Aurora.

The staff at Aurora would not be unsettled by the proposal.

Disadvantages

The public does not get an opportunity to present its views.

None of the advantages under option 1 would be realised.

NEXT STEPS

113 If Council decides to proceed to public consultation on the potential sale of Aurora and its
preferred option for consultation is a sale of Aurora, then:
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a) A statement of proposal (including a draft consultation document) and communications
plan will be prepared and brought to Council on 20 March 2024 for Council approval.

b) The consultation regarding the proposed sale of Aurora would be undertaken alongside
but separate from the Annual Plan for 2024/25. There will be a call for submissions and
public hearings on the proposed decision.

114 If Council decides that it does not presently want DCHL to sell Aurora, then DCHL would be
advised accordingly.
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SUMMARY OF CONSIDERATIONS

Fit with purpose of Local Government

This decision promotes the economic well-being of communities in the present and for the future. This
decision also enables democratic local decision making and action by, and on behalf of communities as
the decision is subject to consultation through the special consultative procedure.

Fit with strategic framework

Contributes Detracts Not applicable
Social Wellbeing Strategy O Ol v
Economic Development Strategy O
Environment Strategy O Ol v
Arts and Culture Strategy O Ol v
3 Waters Strategy O Ol v
Spatial Plan O ] v
Integrated Transport Strategy O Ol v
Parks and Recreation Strategy O O v
Other strategic projects/policies/plans O Ol v

This decision is primarily about the economic well-being of communities, but a sale of Aurora would
generate sufficient funds to allow for the repayment of Aurora’s debt and a substantial diversified
investment portfolio. The principal in the diversified investment portfolio would be protected (like with
the Waipori Fund), but the income could be used by Council to assist in advancing any of its other
strategies.

Maori Impact Statement

There has been no engagement with mana whenua about the proposal, but if Council decides to consult
then staff will advise iwi/Maori that the consultation is being undertaken in case they want to make
submissions on the proposal.

Sustainability

Given the regulated nature of lines companies, sustainability issues are likely to be the same or similar
whether Aurora is retained or sold.

LTP/Annual Plan / Financial Strategy /Infrastructure Strategy

Council has resolved to prepare an Annual Plan for 2024/25 for community consultation, followed by
a 9-year plan 2025-34. Council’s current Long Term Plan is the Long Term Plan 2021-31. A sale of Aurora
is inconsistent with Council’s current Long Term Plan 2021-31. In accordance with section 80 of the
Local Government Act 2002, Council will need to identify that a divestment of Aurora is inconsistent
with the current Long Term Plan 2021-2031, and the next Long Term Plan will need to be updated to
reflect the decision.

The Council will therefore be able to run an Annual Plan process for 2024/25, and a separate
Special Consultative Procedure regarding Aurora. The Annual Plan process and Special Consultative
Procedure would run concurrently.

Financial considerations

The financial considerations are discussed in depth in this report.
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SUMMARY OF CONSIDERATIONS

Significance

This decision is considered high in terms of Council’s Significance and Engagement Policy. A full
discussion is contained in the body of this report, including a discussion on Council’s consultation
requirements.

Engagement — external

There have been discussions with Dunedin City Holdings Limited, who have consulted with various
specialist advisers _ External legal advice has
been sought by Council from Anderson Lloyd. External accounting advice has been sought by Council
from Deloitte.

Engagement - internal

There has been internal engagement with the Executive Leadership Team, Finance Team, Legal Services
Team, Civic Team and the Business and Community Engagement Team.

Risks: Legal / Health and Safety etc.

There are no identified Health and Safety Risks.

Conflict of Interest

There are no known conflicts of interest.

Community Boards

There are no specific implications for Community Boards.
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