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Hi Carys,

Thank you for your email requesting information about council divestment from fossil
fuels in the last three years.

I am attaching two reports, supporting information and the Dunedin City Council’s
decision regarding ethical investment recorded on page 9 of the minutes of the Annual
Plan deliberations last year.

While the information provided is not all that was requested in your email, hopefully this
is sufficient. If it is not, please do not hesitate to get in touch. If you do require further
information, we would ask that you refine your request - as currently worded it would
take in excess of three hours to complete, and we would consider imposing a fee. Our
LGOIMA charging policy states that the first three hours of information are provided

free of charge. DCC Charging-for-LGOIMA

Feel free to give me a ring on my direct dial (03 474 3487) if you would like to refine the
request so that it may be completed within three hours.

Kind regards
Grace Ockwell
Governance Support Officer

Civic and Legal

Dunedin City Council
50 The Octagon, Dunedin; P O Box 5045, Moray Place, Dunedin 9058, New Zealand
Telephone: 03 477 4000

Email: grace.ockwell@dcc.govt.nz

% Please consider the environment before printing this e-mail

From: Carys [mailto:carys.goodwin@parliament.govt.nz]

Sent: Friday, 9 October 2015 3:45 p.m.

To: Grace Ockwell

Subject: Local Government Official Information request - 521660

Carys has submitted a LGOIMA request - 521660.
Below are the details of the request

Request details:


mailto:carys.goodwin@parliament.govt.nz
mailto:Kristy.Rusher@dcc.govt.nz
http://www.dunedin.govt.nz/__data/assets/pdf_file/0010/187606/Charging-for-LGOIMA-_2_.pdf
mailto:grace.ockwell@dcc.govt.nz
http://www.dunedin.govt.nz/
http://www.facebook.com/DunedinCityCouncil
http://twitter.com/DnCityCouncil
http://www.linkedin.com/company/dunedin-city-council

PRESENT:

IN ATTENDANCE:

CHAIR:

OPENING PRAYER:

VISITING EXCHANGE MANAGER:

MINUTES OF A MEETING OF THE DUNEDIN CITY
COUNCIL HELD IN THE COUNCIL CHAMBER,
MUNICIPAL CHAMBERS ON MONDAY,
24 FEBRUARY 2014, COMMENCING AT 2.04 PM

Mayor Dave Cull, Councillors Chris Staynes (Deputy
Mayor), David Benson-Pope, John Bezett, Hilary
Calvert, Doug Hall, Aaron Hawkins, Mike Lord, Jinty
MacTavish, Andrew Noone, Neville Peat, Richard
Thomson, Lee Vandervis and Kate Wilson

Sue Bidrose (Chief Executive Officer), Nicola Pinfold
(Acting General Manager Services and
Development), Tony Avery (General Manager
Infrastructure and Networks), Grant McKenzie
(Group Chief Financial Officer), Sandy Graham
(Group Manager Corporate Services), Graham
McKerracher (Manager, Council Communications and
Marketing), Graham Crombie (Chairman, DCHL),
Cara Paterson (Community Advisor Arts), Rebecca
Williams  (Manager Events and Community
Development), Paula Dickel (Reserves Policy and
Planning Officer), Paulien Leijnse (Reserves and
Recreation Planning Team Leader), Mick Reece
(Group Manager Parks, Recreation and Aquatics),
Michael Harrison (Programme Engineer), Gene
Ollerenshaw (Group Manager Transportation),
Carolyn Howard (Financial Planner), Jane Neuvill
(Corporate Planner), Karen Sannazzaro (Regulation
and Quality Team Leader), Laura McElhone (Group
Manager Water and Waste), Andrea Jones
(Communications Team Leader) and Pam Jordan
(Governance Support Officer)

Mayor Dave Cull

Reverend Greg Hughson, University Chaplain

Jerene Watson, Deputy City Manager, City of Flagstaff, Arizona, a United States

Legislative Process and Governance

Professional Fellow was welcomed and introduced to

the Council and extended greetings from her Mayor and Councillors. She had hosted the
Manager Events and Community Development, Rebecca Williams, the previous year and
was appreciative of being able to return the exchange.

1 APOLOGIES

An apology was received from Councillor Andrew Whiley.

It was moved (The Mayor/Staynes):

"That the apology be accepted.”

Motion carried
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2 CONFIRMATION OF AGENDA
It was moved (Calvert Staynes/):
"That the agenda be confirmed with:
a) the addition of a report 'Local Government New Zealand Special
General Meeting - 13 March 2014', as this meeting will be held

prior to the next Council meeting;

b) the consideration of the non-public part of the agenda prior to the
public part.”

Part a of the motion was put and carried.

Part b of the motion was put and lost.

3 DECLARATION OF INTEREST
Members were reminded of the need to stand aside from decision making when a

conflict arose between their role as an elected representative and any private or
other external interest they might have.

4 CONFIRMATION OF MINUTES
a) Ordinary Meeting — 9 December 2013
It was moved (The Mayor/Staynes):

"That the public part of the minutes of the meeting of the
Dunedin City Council held on 9 December 2013 be confirmed as
a correct record."”

Motion carried
b) Ordinary Meeting — 23-27 January 2014
It was moved (The Mayor/Staynes):

"That the public part of the minutes of the meeting of the
Dunedin City Council held on 23-27 January 2014 be confirmed
as a correct record (incorporating an amendment previously
advised regarding Councillors Hawkins and Hall returning to the
meeting at the conclusion of item 6(k))."

Motion carried
C) Ordinary Meeting — 10 February 2014
It was moved (The Mayor/Staynes):
"That the public part of the minutes of the meeting of the

Dunedin City Council held on 10 February 2014 be confirmed as
a correct record.”

Motion carried
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MINUTES OF COMMITTEES

5 HEARINGS COMMITTEE

a) Hearings Committee - 17 December 2013
(Opposed Special Licence Application — Dollar Brand Ltd)

It was moved (Noone/Wilson):

"That the minutes of the Hearings Committee meeting held on
17 December 2013 be noted.”

Motion carried

6 COMMUNITY AND ENVIRONMENT COMMITTEE - 10 FEBRUARY 2014
It was moved (MacTavish/Peat):

"1 That the public part of the minutes of the Community and
Environment Committee meeting held on 10 February 2014 be
noted."

Motion carried
It was moved (MacTavish/Peat):

"2 That Part C (item 8) of the minutes of the Community and
Environment Committee meeting held on 10 February 2014, be
taken in the non-public part of the meeting."”

Motion carried

7 PLANNING AND REGULATORY COMMITTEE - 11 FEBRUARY 2014

It was moved (Benson-Pope/Hawkins):

"That the minutes of the Planning and Regulatory Committee meeting
held on 11 February 2014 be noted."

Motion carried

8 INFRASTRUCTURE SERVICES COMMITTEE - 11 FEBRUARY 2014

It was moved (Wilson/Lord):

"1 That Part A (items 1-4, 10) of the minutes of the Infrastructure
Services Committee meeting held on 11 February 2014 be
noted."

Motion carried
It was moved (Wilson/Lord):

"2 That the following Part B items of the minutes of the
Infrastructure Services Committee meeting held on 11 February
2014 be approved:
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Item 5: New Road Name - Rotary Park Close

Item 6: Naming of Private Way - Dons Creek, Waitati
Item 7: Temporary Traffic Management

Item 8: Galvanised Pipe Replacement Scheme

Item 9: Green Island Landfill Fees and Charges."

Motion carried

9 ECONOMIC DEVELOPMENT COMMITTEE - 17 FEBRUARY 2014
It was moved (Staynes/Bezett):

"1 That Part A (items 1-4, 7) of the minutes of the Economic
Development Committee meeting held on 17 February 2014 be
noted."

Motion carried
It was moved (Staynes/Bezett):

"2 That the following Part B items of the minutes of the Economic
Development Committee meeting held on 17 February 2014 be

approved:
Item 5: Tourism Dunedin
Item 6: Dunedin's Economic Development Strategic Project

Budget (incorporating an amendment previously
advised relating to Motion 1(b))."

Motion carried

10 FINANCE COMMITTEE - 17 FEBRUARY 2014
It was moved (Thomson/Calvert):

"That the minutes of the Finance Committee meeting held on
17 February 2014 be noted.

Motion carried

MINUTES OF COMMUNITY BOARDS
11 WAIKOUAITI COAST - 29 JANUARY 2014
It was moved (Noone/Peat):

"That the minutes of the meeting of the Waikouaiti Coast Community
Board held on 29 January 2014 be noted."

Motion carried
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12 OTAGO PENINSULA - 30 JANUARY 2014
It was moved (Peat/MacTavish):

"That the minutes of the meeting of the Otago Peninsula Community
Board held on 30 January 2014 be noted."

Motion carried

13 STRATH TAIERI - 30 JANUARY 2014
It was moved (Lord/Wilson):

"That the minutes of the meeting of the Strath Taieri Community
Board held on 30 January 2014 be noted."

Motion carried

14 MOSGIEL TAIERI - 4 FEBRUARY 2014
It was moved (Wilson/Lord):

"That the minutes of the meeting of the Mosgiel Taieri Community
Board held on 4 February 2014 be noted."

Motion carried

15 CHALMERS - 5 FEBRUARY 2014
It was moved (Noone/Hawkins):

"That the minutes of the meeting of the Chalmers Community Board
held on 5 February 2014 be noted.”

Motion carried

16 SADDLE HILL - 5 FEBRUARY 2014
It was moved (MacTavish/Calvert):

"That the minutes of the meeting of the Saddle Hill Community Board
held on 5 February 2014 be noted.”

Motion carried

REPORTS

17 DUNEDIN VENUES LIMITED FINANCIALS FOR THE SIX MONTHS ENDED 31
DECEMBER 2013

A report from the Group Chief Financial Officer (Grant McKenzie) attached the

financials for the six months ended 31 December 2013 from Dunedin Venues
Limited for approval.
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Following questions it was moved (Staynes/Bezett):

"That the Dunedin Venues Limited financials for the six months
ending 31 December 2013, as submitted, be approved.”

Councillor MacTavish left the meeting from 2.33 pm to 2.35 pm.

18

19

20

Following further discussion the motion was put and carried with Councillor
Vandervis recording his vote against.

DUNEDIN VENUES MANAGEMENT LIMITED FINANCIALS FOR THE SIX
MONTHS ENDED 31 DECEMBER 2013

A report from the Group Chief Financial Officer (Grant McKenzie) attached the
financials for the six months ended 31 December 2013 from Dunedin Venues
Management Limited for approval.

Following questions it was moved (Staynes/Bezett):

"That the Dunedin Venues Management Limited financials for the six
months ending 31 December 2013, as submitted, be approved.”

Following further discussion the motion was put and carried with Councillor
Vandervis recording his vote against.

CITY FORESTS LIMITED FINANCIALS FOR THE SIX MONTHS ENDED 31
DECEMBER 2013

A report from the Group Chief Financial Officer (Grant McKenzie) attached the
financials for the six months ended 31 December 2013 from City Forests Limited for
approval.

It was moved (Staynes/Wilson):

"That the City Forests Limited financials for the six months ending 31
December 2013, as submitted, be approved."”

Following comment the motion was put and carried.

DUNEDIN CITY HOLDINGS LIMITED FINANCIALS FOR THE SIX MONTHS
ENDED 31 DECEMBER 2013

A report from the Group Chief Financial Officer (Grant McKenzie) attached the
financials for the six months ended 31 December 2013 from Dunedin City Holdings
Limited for approval.

It was moved (Staynes/Wilson):

"That the Dunedin City Holdings Limited financials for the six months
ending 31 December 2013, as submitted, be approved.”

Motion carried
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21  STATEMENTS OF INTENT - DUNEDIN CITY HOLDINGS LIMITED GROUP
PLUS DUNEDIN VENUES LIMITED AND DUNEDIN VENUES MANAGEMENT
LIMITED

A report from the Group Chief Financial Officer (Grant McKenzie) attached the
following Statements of Intent which were submitted for approval.

a) Dunedin City Holdings Ltd

b) Dunedin City Treasury Ltd

c) Aurora Energy Ltd

d) Delta Utility Services Ltd

e) City Forests Ltd

f) Taieri Gorge Railway Ltd

g) Dunedin International Airport Ltd
h) Dunedin Venues Ltd

i) Dunedin Venues Management Ltd

Following questions it was moved (Staynes/Lord):
"That the Statements of Intent, as submitted, be approved.”

Councillor Noone left the meeting at 2.59 pm and Councillor Calvert at 3.03 pm during
the course of discussion.

The motion was then put and carried.

22 ESTABLISHING AN ADVISORY GROUP FOR THE DEVELOPMENT OF
DUNEDIN'S ARTS AND CULTURE STRATEGY

Councillor Calvert returned to the meeting at 3.03 pm.
A report from the Community Advisor Arts (Cara Paterson) advised that the
Council was developing an Arts and Culture Strategy, one of the eight key
strategies that made up the Strategic Framework for the city. An Advisory Group
was recommended to assist in the early development of the strategy.

Councillor Noone returned to the meeting at 3.04 pm.

Following discussion it was moved (Wilson/Staynes):

"1 That an Advisory Group for the development of the Arts and
Culture Strategy be established.

2 That Council approves the appointment of Councillors Hawkins,
Peat and MacTavish to this Advisory Group."

Following additional discussion the motion was put and carried.

23  BURIAL AND CREMATION REVIEW - SUBMISSION
Councillor Noone left the meeting at 3.19 pm.

A report from the Reserves Policy and Planning Officer (Paula Dickel) noted that the
Law Commission was reviewing the law related to burial and cremation and in
October 2013 sought feedback on matters including: the provision of cemeteries
and crematoria, regulation of the funeral sector; and decision-making about death
and burial. The Council had an interest in this review in its capacity as a provider of
cemetery and crematorium services and as a regulator of resource management
and environmental health.
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On 19 December 2013 a Council submission was made to the Law Commission.
The submission was approved by the Mayor and the Chairs of the Community and
Environment and Planning and Regulatory Committees, as had been agreed at the
Council meeting of 9 December 2013. The Council's retrospective approval of the
submission was now being sought.

Councillor Wilson left the meeting from 3.23 pm to 3.25 pm and Councillor Noone
returned to the meeting during the course of discussion.

24

Councillors expressed their concerns about the timeframes given by government
departments and agencies for submissions such as this.

Following questions it was moved (Peat/MacTavish):

"That the Council agrees to approve retrospectively the submission
appended to the report to the Law Commission on its review of the
law related to burial and cremation.”

Following additional discussion the motion was put and carried with Councillor
Vandervis recording his vote against.

SUBMISSION TO THE NEW ZEALAND TRANSPORT AGENCY ON THE
FUNDING ASSISTANCE RATES REVIEW

A report from the Programme Engineer (Michael Harrison) advised that the Council
was asked to consider a draft submission to the New Zealand Transport Agency
(NZTA) on an options discussion document proposing changes to how roading costs
could be shared between the National Land Transport Fund and local authorities.

The current Funding Assistance Rate (FAR) for Dunedin City Council was made up of
a Base FAR of 56% and a construction FAR of 66%. Indications were made that the
Dunedin City Council's FAR could change to a single rate between 49% and 60%,
though it was more likely to be less than the effective current Base FAR of 56%.

The Council was potentially facing a substantial change to the NZTA revenue. The
impact of a 49% FAR calculated on the 2015/16 forecasts would be:

e NZTA revenue reduction of $2.15 million per annum.

e If the Council opted not to fund the $2.15 million shortfall the reduction in the
total value of work undertaken (expenditure budgets) would be approximately
$4.3 million per annum.

Submissions were being sought on the FAR review proposals detailed in the options
discussion document and highlighted with a range of questions provided for
submitters to address. The closing date for submissions was 28 March 2014.

The Council thanked staff for the work done on this submission to date. A number
of changes and clarifications were suggested during the course of discussion.

Following questions and discussion it was moved (Lord/Noone):
"That the Council authorises the Chair of the Infrastructure Services
Committee and the Chief Executive Officer to finalise the Council’'s
submission (Attachment 1 of the report) on the NZTA FAR Review
options, following any changes made by the Council."

Motion carried
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25

WAIPORI FUND ETHICAL INVESTING

A report from the Financial Planner (Carolyn Howard) advised that as a result of
submissions on the 2013/14 draft Annual Plan the Council requested a report on
approaches the Council could adopt through its Waipori Fund Statement of
Investment Policies and Objectives to give the Fund Manager greater direction in
terms of ethical investment and an assessment of possible financial implications of
those approaches. The work would be carried out over 2014 and 2015. To inform
that, the Council may wish to seek feedback, during the consultation on the
2014/15 draft Annual Plan, on whether the Council should invest directly in shares
of companies involved in certain activities.

Councillor Bezett left the meeting from 3.56 pm to 3.58 pm during the course of
discussion.

The meeting adjourned from 4.09 pm to 4.25 pm.

26

It was moved (Thomson/Vandervis):

"That the following amendments be made to the suggested text for
the 2014 /15 draft Annual Plan:

Paragraph 1, first sentence to be replaced with: 'The Council intends
to formally adopt an ethical investment policy for the Waipori Fund.'

Paragraph 3: ... to invest 'directly’' in armaments or tobacco ...

Last paragraph to be replaced with: 'Council is seeking input to
whether the Council should formalise these exclusions and whether
other categories of investment should be similarly excluded.
Research shows that there may be more volatility in returns in ethical
investing but is inconclusive as to whether there is an impact on long

term returns. Council seeks your views on the acceptability of this'.
Motion carried
Following discussion it was moved (Vandervis/Staynes):

"That the Council include the additional text outlined in the body of
the report (as amended) in the 2014/15 Draft Annual Plan."”

Motion carried

STATEMENT OF PROPOSAL FOR THE 2014/15 DRAFT ANNUAL PLAN

A report from the Acting General Manager Services and Development (Nicola
Pinfold) advised that approval was sought from the Council to release the 2014/15
Draft Annual Plan for public consultation. As part of this process the Council was
required to formally adopt the Statement of Proposal for the 2014/15 Draft Annual
Plan.

The meeting adjourned from 5.00 pm to 5.02 pm.

Following discussion it was moved (Staynes/Bezett):

"1 That the Statement of Proposal for the 2014/15 Draft Annual
Plan be adopted for public consultation and submission
purposes.

2 That Chairs and Deputy Chairs work with staff to make any
changes in the areas of the Plan relating to their portfolios to
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ensure they reflect previous Council decisions, by noon on
Wednesday, 26 February 2014.

3 That in the period prior to the 2014/15 Draft Annual Plan being
submitted for printing, the Chief Executive Officer be authorised,
in consultation with the Mayor, to make any necessary
formatting or editorial changes or other such final changes
required to ensure compliance with the Local Government Act
2002.

4 That the consultation plan for the 2014/15 Draft Annual Plan
and Summary be noted."

Following further discussion the motion was put and carried.

27 COMMITTEE STRUCTURE AND DELEGATIONS CHANGES

A report from the Group Manager Corporate Services (Sandy Graham) noted that
at the inaugural Council meeting of the 2014 triennium the Council adopted a new
committee structure. The report provided the necessary delegations for the newly
constituted Audit and Risk Subcommittee and modified the Conduct Committee
delegation to remedy a possible quorum issue.

Following comment it was moved (Bezett/Staynes):

"That the Council:

1 Adopts the delegation for the Audit and Risk Subcommittee (as
attached to the report).

2 Adopts the changes to the delegations of the Conduct
Committee.”

Motion carried

28 CODE OF CONDUCT MATTER

Mayor Cull and Councillor Vandervis withdrew from the meeting at 5.15 pm and Councillor
Staynes took the Chair.

A report from the Group Manager Corporate Services (Sandy Graham) noted that
at the Council meeting on 23-27 January 2014, Professor Nicola Peart was
appointed to hear a matter relating to a Code of Conduct complaint between the
Mayor and Councillor Vandervis. The hearing had taken place, and the matter had
been concluded.

Following discussion it was moved (Bezett/MacTavish):

"That Council notes that the matter of the Code of Conduct complaint
between the Mayor and Councillor Vandervis has been resolved."

Motion carried

Mayor Cull and Councillor Vandervis returned to the meeting at 5.16 pm and the Mayor
resumed the Chair.
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29 ALTERNATE APPOINTEE TO THE OTAGO REGIONAL TRANSPORT
COMMITTEE

A report from Mayor Dave Cull advised that the Council's current representative on
the Otago Regional Transport Committee (ORTC) was Councillor Kate Wilson, the
Chairperson of the Infrastructure Services Committee. At the last meeting of the
ORTC the issue of alternates for Committee members was raised with the ORTC
requiring a formal appointment from the Council of an alternate. It was
recommended that the alternate for the position should be Councillor Mike Lord,
the Deputy Chairperson of the Infrastructure Services Committee.

It was moved (Noone/MacTavish):

"That Councillor Mike Lord be appointed the alternate for Councillor
Kate Wilson on the Otago Regional Transport Committee."”

Motion carried

30 APPLICATION FOR TWO NEW WATER CONNECTIONS AT 231 SIGNAL HILL
ROAD - ADDITIONAL INFORMATION

Councillor Hall withdrew from the meeting at 5.18 pm.

A report from the Regulation and Policy Team Leader (Karen Sannazzaro) noted
that on 9 December 2013 the Council declined an application for two new water
connections onto a distribution main, to supply proposed residential dwellings on a
two lot rural subdivision at 231 Signal Hill Road.

The applicants were concerned that the circumstances of their subdivision consent
application and water supply options at that time were not clearly articulated to
the Council. They stated that they accepted the need for tank supply only after
they were informed there were no private connections off the distribution main,
and therefore connecting was not an option. There were in fact two existing
connections on the distribution main. Further, they wished to raise an additional
matter to support their claim, that the Council promised their late father a
connection at the time the distribution main and Mt Mera reservoir were
constructed.

Following questions it was moved (Noone/Calvert):
"1 That the resolution of the Council on 9 December 2013 to decline
the application from Ivan, Allan and Kevin Court, and Glenice
Wilson, for new water supply connections to new Lots 1 and 2 at
231 Signal Hill Road, be considered again.
2 That the Council accepts the circumstances of this application to
be exceptional and grants the applications, and that connection
be to the reticulation main and not the distribution main."

Following considerable discussion Motion 1 was put and carried.

Motion 2 was then put and lost on a division 6:7.

For: Councillors Bezett, Calvert, Lord, Noone, Thomson, Vandervis
Against: Councillors Benson-Pope, Hawkins, MacTavish, Peat, Staynes, Wilson,
The Mayor
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It was moved (Staynes/Benson-Pope):

"That due to the verbal agreement when the track was built,
subsequently supported by a 1991 letter on file, the Courts be
granted one connection from the reticulation main."

Motion carried
Councillor Vandervis left the meeting at 6.26 pm.
It was moved (Wilson/Staynes):

"That the connection be subject to the following requirements, over
and above requirements in the Water Bylaw and the Annual Plan:

1. That the connection be made to the reticulation main;

2. That the connection services one residential household only;

3. That a minimum 50,000 litre on-site water storage tank is
provided on site to ensure an adequate supply of water for
household and firefighting purposes.

The applicant is also advised of the following:

4, That a network contribution fee for the connection must be paid
prior to connection, as set in the Annual Plan;

5. The applicant must discuss fire-fighting requirements with the
New Zealand Fire Service and implement any requirements to
ensure the development complies with the New Zealand Fire
Service Code of Practice for Fire Fighting Water Supplies (NZS
PAS 4509: 2008);

6. The application will lapse one year from the date of this approval
if the connection has not been fully actioned.”

Motion carried
Councillor Hall returned to the meeting at 6.28 pm.
31 LOCAL GOVERNMENT NEW ZEALAND SPECIAL GENERAL MEETING -
13 MARCH 2014
A report from the Mayor advised that Local Government New Zealand's Special
General Meeting to consider rule changes was being held on Thursday, 13 March
2014 in Wellington. The Council's presiding delegate and other delegates needed to
be determined, along with other related matters.
Councillor Vandervis returned to the meeting at 6.31 pm.
Following discussion it was moved (The Mayor/Staynes):
"1 That the Mayor attend the LGNZ Special General Meeting in
Wellington on 13 March 2014 and be appointed the Council's

presiding delegate.

2 That the Mayor be authorised to exercise the Council's votes in
relation to the resolutions to be passed at the meeting.

3 That as the rule changes are the only item on the agenda, the
Mayor be the sole delegate (with the Deputy Mayor as
alternate)."”

Motion carried
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RESOLUTION TO EXCLUDE THE PUBLIC
It was moved (The Mayor/Staynes):

"That the public be excluded from the following parts of the proceedings of
this meeting, namely, Items 32 - 38.

The general subject of each matter to be considered while the public is
excluded, the reason for passing this resolution in relation to each matter,
and the specific grounds under Section 48(1) of the Local Government
Official Information and Meetings Act 1987 for the passing of this
resolution are as follows:

General subject of Reason for passing this Ground(s)

each matter to be resolution in relation to each under Section

considered. matter. 48(1) for the
passing of this
resolution.

Previous Meeting Round

32 Council meeting held
on 9 December 2014

Current Meeting Round

33 Council meeting held
on 23-27 January
2014

34 Council meeting held

on 10 February 2014

35 Community and
Environment
Committee meeting
held on 10 February

2014

(8) Toitu Otago Settlers That the public conduct of the Section
Museum Board whole or the relevant part of 48(1)(a)
Minutes - 6 the meeting would be likely to
November 2013 result in the disclosure of

information for which good
reason for withholding exists.

(Enable any local authority
holding the information to
carry out, without prejudice
or disadvantage, negotiations
- Section 7(2)(i))
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36 Supplementary That the public conduct of the Section
Report - Economic whole or the relevant part of 48(1)(a)
Development the meeting would be likely to

result in the disclosure of
information for which good
reason for withholding exists.

(Enable any local authority
holding the information to
carry on, without prejudice or
disadvantage, negotiations
(including commercial and
industrial negotiations) -
Section 7(2)(i))

37 External That the public conduct of the Section
Appointment to whole or the relevant part of 48(1)(a)
Council the meeting would be likely to
Subcommittee result in the disclosure of

information for which good
reason for withholding exists.

(To protect the privacy of
natural persons - Section

7(2)(a))

38 Waterfront Hotel That the public conduct of the Section
whole or the relevant part of 48(1)(a)
the meeting would be likely to
result in the disclosure of
information for which good
reason for withholding exists.

(Enable any local authority
holding the information to
carry on, without prejudice or
disadvantage, negotiations
(including commercial and
industrial negotiations) -
Section 7(2)(i))

This resolution is made in reliance on Section 48(1)(a) of the Local
Government Official Information and Meetings Act 1987, and the particular
interest or interests protected by Section 6 or Section 7 of that Act, or
Section 6 or Section 7 or Section 9 of the Official Information Act 1982, as
the case may require, which would be prejudiced by the holding of the
whole or the relevant part of the proceedings of the meeting in public are
as shown above (in parenthesis) after each item.

That Mr Michael Garbett (Anderson Lloyd Lawyers) be permitted to remain
at this meeting after the public has been excluded because of his
knowledge of Item 38. This knowledge, which will be of assistance in
relation to the matters to be discussed, is relevant because he will be
providing legal advice to the Council on that matter."

Motion carried

The meeting moved into non-public at 6.31 pm.
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DUNEDIN CITY

Kaunthera-a-rohe o Otepott Re p 0 rt

TO: Council

FROM: Group Chief Financial Officer

MEETING DATE: 14-16 May 2014

SUBJECT: SOCIALLY RESPONSIBLE INVESTMENT - WAIPORI FUND
SUMMARY

In May 2013 the Council asked staff to report on “approaches the Council could adopt
through its Waipori Fund Statement of Investment Policies and Objectives (SIPO) to give
the fund manager greater direction in terms of ethical investments and an assessment of
possible financial implications of these approaches”.

A progress report on this work provided in February 2014, resulted in a question on
whether the Council should formalise a policy on ethical investment being included in the
submission form for the 2014/15 Draft Annual Plan consultation.

This report summarises the results of analysis of the consultation questions and the
findings of a related report. The Council may wish to consider developing a policy approach
for the Waipori Fund in response to the material considered in this report.

IMPLICATIONS FOR:

(i) Policy: Yes - if the proposed approach is endorsed a
Socially Responsible Investment Policy will
have to be developed

(i) Approved Annual Budget: No

(iii) LTP/Funding Policy: Yes - a Socially Responsible Investment
Policy may result in reduced returns on the
Waipori Fund

(iv) Activity Management Plans: No

(v) Community Boards: No

(vi) Sustainability: No

RECOMMENDATIONS

1. That the Council considers the development and adoption of a socially responsible
investment policy and includes the key policy principles in the Waipori Fund Statement
of Investment Policies and Objectives.
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INTRODUCTION

As a result of submissions received on the 2013/14 Draft Annual Plan, the Council asked staff
to report on “approaches the Council could adopt through its Waipori Fund Statement of
Investment Policies and Objectives (SIPO) to give the fund manager greater direction in terms
of ethical investments and an assessment of possible financial implications of these
approaches”.

It should be noted that although the Council does not presently have a formalised ethical
investment policy in place, this does not mean that the Council is not being unethical with
regard to investment of the Waipori Fund. It merely means there is no formal policy in place.
The fund manager already has a guideline to avoid direct investment in munitions and
tobacco.

A report was provided at the 24 February 2014 Council Meeting on this matter. The report
noted that the work requested would be undertaken across the 2014/15 year and suggested
that the Council may wish to seek feedback during the 2014/15 Draft Annual Plan consultation
on whether the Council should invest directly in the shares of companies involved in certain
activities. The Council resolved to undertake this consultation and the following question was
included in the 2014/15 Draft Annual Plan submission form:

WAIPORI FUND — ETHICAL INVESTING

The Council is seeking input into whether it should formalise exclusion of direct investment in armaments or tobacco
and whether other categories of investment should be similarly excluded. Research shows that there may be more
volatility in returns in ethieal investing, but is inconclusive as to whether there is an impact on long-term returns.

We seek your views on the aceeptability of this. Please comment below:

Just over one quarter of submitters chose to respond to this question and the results are
discussed in the body of this report.

BACKGROUND

Ethical investment is more commonly referred to as Socially Responsible Investing (SRI). SRI
is an investment strategy that takes account of both financial returns and social good when
making investment decisions, with various filters applied to selections. Usually the ethical or
social filter takes precedence in investment decision-making followed by the likely return of
the stock, bond or equity under consideration.

Organisations often adopt SRI policies as a means of embedding their values and mission into
all levels of their activity. Organisations also adopt SRI policies as a means of managing risk
to their reputation and boosting their public perception.

The greatest difficulties faced by organisations seeking to adopt an SRI policy are 1) defining
what SRI means for them as an organisation and 2) managing their investments.
Diversification of portfolios amongst companies makes it difficult to readily identify all indirect
investments in any SRI defined exclusions; therefore many companies limit their SRI policies
to direct investments only.

One of two screening approaches is normally applied to SRI:

1. Positive Screening - involves positively selecting companies for investment that have a
commitment to responsible business practice.

2. Negative screening - involves avoiding investment in companies or sectors that do not
meet stated SRI criteria.

There are a number of funds in the market place that apply SRI approaches and have
continued to produce similar, or some cases improved, returns as a result. Performance is
primarily a function of fund management skills as all active fund managers screen out stock
for various reasons. International markets are more developed than the New Zealand market
in terms of opportunities to invest in SRI funds.
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The University of Otago and Community Trust Otago are examples of local organisations with
a commitment to SRI. The Community Trust is a signatory to the United Nations’ Principles
for Responsible Investing (UNPRI) which is an internationally accepted benchmark for how
institutional investors should manage environmental, social and governance issues, (see
attachment 1).

There is often a cost associated with investing in SRI funds. Because of the limited humber of
funds available in New Zealand their fees tend to be higher. The financial performance from
having a SRI policy is mixed, however the volatility on the fund can be significant over the
longer term.

DISCUSSION
Summary of Submission Responses

A total of 296 comments were received on the Waipori Fund question in the submission form.
Based on a total of 1119 submissions received, 26% of all draft annual plan submitters chose
to comment about ethical investment.

Analysis of the responses showed that:

e 84% of respondents were clearly in favour of the Council formally adopting an ethical or
socially responsible investment policy.

e 7% of respondents were clearly opposed to the Council formally adopting an ethical or
socially responsible investment policy

e 9% of respondents did not take a clear position, noting the difficulties in defining ethical
investment and how difficult it would be to satisfy the community on this basis. Several
respondents also suggested that the Council should “work this out for themselves”
without seeking input from the community. Others in this group of respondents made
comments regarding the future management of the Waipori fund including the
possibility of divesting the fund altogether to pay down debt.

Respondents supporting the formal adoption of an ethical or socially responsible investment
identified the following industries for exclusion from Waipori Fund investments:

Industries Tobacco Armaments | Fossil Fuels | Alcohol Gambling Other*
identified
for

exclusion:

Number of 130 128 58 19 9 30
respondents
supporting
exclusion:

*Other industries mentioned: Palm Oil; drugs and legal highs; pornography and the sex
industry; Genetically Modified Organisms; animal testing; agrichemicals; irrigation schemes;
industries using child labour; wind power; large businesses that damage smaller business
opportunities and companies from nations engaging in any form of geopolitical aggression.

Many of these responses noted the issues relating to direct or indirect investment and
specified that any formal exclusions should apply to direct investment only.

Report on Financial Implications of an SRI Approach for the Dunedin City
Council

A report was commissioned by the Council from Russell Investments Limited (Attachment 2)
in September 2013 to investigate the financial implications of a SRI approach. Their
assessment indicated that there was potential for an up to 0.7% (approximately $500K) per
annum drop in return if the Council were to remove direct investments in fossil fuels,
armaments, tobacco and gaming from the Waipori Fund portfolio.
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Future Steps

If the Council wishes to pursue the implementation of an SRI policy the following steps could
be taken:

1. Drafting and Implementation of a SRI Policy
It is suggested that the Council considers:

e taking a negative screening approach to investment and specifying the industries
that they wished to avoid;

¢ limiting the policy to direct investment only, as suggested by submitters;

e Setting criteria for screening industries for investment. For example, criteria for
exclusion from investment could be set at 20% of total annual turnover in an
excluded industry. This would mean that if 20% or more of the company’s annual
turnover was derived from the excluded industry or sectors, that company would
be excluded from being invested in.

A negatively-screened direct investment approach is suggested because it offers the
Council a cost-effective and workable solution.

2. Incorporation of the key policy principles into the Waipori Fund SIPO.

CONCLUSION

This report has provided information about socially responsible investment, analysed
responses to the question on ethical investing included in the 2014/15 Draft Annual Plan
consultation and considered the recommendations of the Russell Investment report on socially
responsible investment. The council may wish to consider developing a SRI policy for the
Waipori Fund in response to the material considered in this report.

Prepared by:

Jane Nevill
CORPORATE PLANNER

Approved by: Grant McKenzie
GROUP CHIEF FINANCIAL OFFICER

Date report prepared: 5 May 2014

Attachments

1. United Nations Principles for Responsible Investment

2. Russell Investments Limited — Waipori Fund Ethical Investment Review
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United Nations Principles for Responsible Investment

As institutional investors, we have a duty to act in the best long-term interests of our beneficiaries.
In this fiduciary role, we believe that environmental, social, and corporate governance (ESG) issues
can affect the performance of investment portfolios (to varying degrees across companies, sectors,
regions, asset classes and through time). We also recognise that applying these Principles may
better align investors with broader objectives of society. Therefore, where consistent with our
fiduciary responsibilities, we commit to the following:

Principle 1: We will incorporate ESG issues into investment analysis and decision-making
processes.-

Possible actions:

e Address ESG issues in investment policy statements

e Support development of ESG-related tools, metrics, and analyses

e Assess the capabilities of internal investment managers to incorporate ESG issues

e Assess the capabilities of external investment managers to incorporate ESG issues

e Ask investment service providers (such as financial analysts, consultants, brokers, research
firms, or rating companies) to integrate ESG factors into evolving research and analysis

e Encourage academic and other research on this theme

[ ]

Advocate ESG training for investment professionals

Principle 2: We will be active owners and incorporate ESG issues into our ownership
policies and practices.-

Possible actions:

Develop and disclose an active ownership policy consistent with the Principles

Exercise voting rights or monitor compliance with voting policy (if outsourced)

Develop an engagement capability (either directly or through outsourcing)

Participate in the development of policy, regulation, and standard setting (such as promoting
and protecting shareholder rights)

File shareholder resolutions consistent with long-term ESG considerations

Engage with companies on ESG issues

Participate in collaborative engagement initiatives

Ask investment managers to undertake and report on ESG-related engagement

Principle 3: We will seek appropriate disclosure on ESG issues by the entities in which we
invest.-

Possible actions:
e Ask for standardised reporting on ESG issues (using tools such as the Global Reporting
Initiative)
Ask for ESG issues to be integrated within annual financial reports
e Ask for information from companies regarding adoption of/adherence to relevant norms,

standards, codes of conduct or international initiatives (such as the UN Global Compact)
e Support shareholder initiatives and resolutions promoting ESG disclosure

Principle 4: We will promote acceptance and implementation of the Principles within the
investment industry.-

Possible actions:

e Include Principles-related requirements in requests for proposals (RFPs)
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e Align investment mandates, monitoring procedures, performance indicators and incentive
structures accordingly (for example, ensure investment management processes reflect long-
term time horizons when appropriate)

Communicate ESG expectations to investment service providers

Revisit relationships with service providers that fail to meet ESG expectations

Support the development of tools for benchmarking ESG integration

Support regulatory or policy developments that enable implementation of the Principles

Principle 5: We will work together to enhance our effectiveness in implementing the
Principles.-

Possible actions:

e Support/participate in networks and information platforms to share tools, pool resources, and
make use of investor reporting as a source of learning

e Collectively address relevant emerging issues
Develop or support appropriate collaborative initiatives

Principle 6: We will each report on our activities and progress towards implementing the
Principles.-

Possible actions:

Disclose how ESG issues are integrated within investment practices

Disclose active ownership activities (voting, engagement, and/or policy dialogue)
Disclose what is required from service providers in relation to the Principles
Communicate with beneficiaries about ESG issues and the Principles

Report on progress and/or achievements relating to the Principles using a ‘Comply or
Explain approach

Seek to determine the impact of the Principles

e Make use of reporting to raise awareness among a broader group of stakeholders

1The Comply or Explain approach requires signatories to report on how they implement the
Principles, or provide an explanation where they do not comply with them.

The Principles for Responsible Investment were developed by an international group of institutional
investors reflecting the increasing relevance of environmental, social and corporate governance
issues to investment practices. The process was convened by the United Nations Secretary-General.

In signing the Principles, we as investors publicly commit to adopt and implement them, where
consistent with our fiduciary responsibilities. We also commit to evaluate the effectiveness and

improve the content of the Principles over time. We believe this will improve our ability to meet
commitments to beneficiaries as well as better align our investment activities with the broader

interests of society.

We encourage other investors to adopt the Principles.
Source:

http://www.unpri.org/about-pri/the-six-principles/
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This report is provided solely for the information and use of the Dunedin City Council. It has been prepared
in good faith. The information contained in this report has been compiled from sources believed to be
reliable, but is not guaranteed. The contents of this report should not be relied upon for the purposes of
making an investment decision without further expert input and verification. You should not make any
investment decisions based on the information in this report without first consulting your professional
advisors. Some of the data contained in this report may be subject to confidentiality arrangements. Neither

this report, nor its contents, should be reproduced or disseminated outside your management group without
Russell's prior written consent.
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RUSSELL INVESTMENTS

Section 1

Executive Summary

We have investigated the financial impact of imposing a selection of ethical negative screens to benchmark
equity portfolios, representative of the sharemarkets in which the Waipori Fund invests. We have done this
by reference to past performance data available on benchmark indices for both New Zealand and
international shares: the NZX50 index and the MSCI World index. The period of analysis chosen for this
project was 1 February 2000 to 30 June 2013.

Our key findings are:

=  Whether invested domestically or internationally, there would have been a ‘cost’ in screening out
companies dealing in fossil fuels, armaments, tobacco, alcohol and gambling.

= This cost can be measured in both return terms (lower returns) and risk terms (higher risk). Overall, we
estimate that a detraction from returns of 0.7% p.a. would have been suffered had exposures to all of
these areas been screened out. In addition, annualised volatility (a measure of risk) would have
increased by some 0.3% p.a.

= The decrease in return and increase in risk resulted from the demonstrably superior performance of
listed companies active in these areas over the period analysed.

We note that our analysis is subject to a number of limitations, some of which are detailed on page 7 of this
report.

____________________________________________________________________________@ Y &y 5
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RUSSELL INVESTMENTS

Section 2

Introduction

The Dunedin City Council (DCC) has asked Russell Investments (Russell) to investigate the potential
financial impact of implementing certain ethical investment options for the Waipori Fund, hereafter referred
to as the “Fund”.

Defining ethical investment is a difficult task as ‘ethical’ means different things to different people. Broadly,
however, ethical investment is any investment strategy which takes into consideration environmental, social
and/or governance (ESG) factors associated with investment. In practice, this can lead to a number of
different investment approaches.

We provide detail on various, commonly-used responsible investing approaches in the Appendix. It is our
understanding that the Fund is considering the application of a ‘negative screen’ to its investments, and is
interested in understanding the impact on the Fund of applying this approach to fossil fuels, and possibly
other areas. Our analysis therefore focuses on this particular approach.

We begin by providing a few examples of ethical investment frameworks currently implemented in New
Zealand. In Section 3, we describe the methodology and assumptions used to estimate the financial impact
of implementing a negative screen. In Section 4, we give the results of an indicative risk-return analysis of
the impact of implementing those screens on a representative portfolio. Section 5 presents our conclusions.

Table 1 presents a sample of New Zealand funds that consider social and environmental factors in their
investment decisions and summary of how these funds approach ethical investment.

Table 1: Sample of responsible investment funds available in New Zealand

Company/Fund Type Ethical Framework Summary

AMP Capital, Global Invests with managers or in funds which have a verifiable system for
Responsible Shares, NZ  taking into account environmental, social and ethical considerations,
Investment Shares and labour standards and corporate governance. For example, each fund
Leaders Balanced will avoid investment in any company which has material exposure

(>10% of total revenue) to sectors identified as having a high negative
social impact. This includes production/manufacture of alcohol,
armaments, gambling, pornography, tobacco and nuclear power.

Forsyth Barr Global and Applies a multi-manager approach that typically invests in managers
Socially NZ Shares who have an established track record of applying a socially
Responsible responsible investment approach. For example, the Fund will not
Investment Fund invest in entities with a material exposure (defined as at least 10%) to
tobacco, uranium, armaments, alcohol, pornography or gambling.
NZ Sovereign Applies a responsible investment framework that considers
Superannuation  Wealth environmental, social and governance factors into the investment
Fund decision making process. For example, the fund will not invest in

companies directly involved in the manufacture of cluster munitions,
nuclear explosive devices, anti-personnel mines, tobacco and
processing of whale meat.
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Company/Fund Type

Tyndall
Wholesale SRI
Investment
Fund.

F&C
Investments
Stewardship
International
Fund

(offered by
Tyndall)

Australasian

Equities

Global
Equities

Ethical Framework Summary

The Fund has a negative screen to exclude liquor, tobacco,
armaments and gambling equities

The Fund applies detailed ethical, social and environmental criteria to
the selection of investments and acts to encourage more socially
responsible and environmentally sustainable behaviour by
companies. Various policies underpin each criteria and a committee is
in place to exercise its judgement on whether companies are
acceptable for investment.

For example under the social criteria, the Fund seeks to invest in
those companies that are committed to promoting and providing equal
opportunity employment while excluding those that fail to uphold anti-
discrimination policies.





RUSSELL INVESTMENTS

Section 3

Methodology

For the purposes of this analysis, we employ a negative screening approach, as outlined in the Appendix.
We compare returns on New Zealand and international shares generated from February 2000 to June 2013
between:

1. arepresentative portfolio, designed to emulate the available universe of the Fund’s equity allocations,

and
2. the same representative portfolio screened for sectors with potentially negative ESG impacts.

This period has been chosen because it was the longest over which return and market capitalisation data
on all time series investigated were available.

There are two components to the Fund’s equity portfolio: international and domestic.

Screening Process

Listed companies whose primary business activities are directly involved in the production of fossil fuels,
armaments, tobacco and alcohol or in the provision of gambling services have been screened out of the
international and domestic portfolios. This means that, for example, Exxon Mobil as a large oil producer has
been screened out, while shipping companies which may transport the oil are not.

Table 2: Examples of screened companies

Screen Company Examples

Fossil Fuels BHP Billiton, NZ Oil & Gas, Exxon Mobil
Armaments Lockheed Martin, Boeing
Tobacco Phillip Morris, British American Tobacco
Alcohol Anheuser-Busch, Fosters Group
Gambling Sky City, Las Vegas Sands Corp

International

The global component, currently around 75% of the Fund’s market value excluding property securities, is
based on the MSCI World Index, which covers developed markets in the Americas, Europe, Middle East,
Asia and the Pacific. We have used this index to represent the global equity investments of the Fund, which
has a significant developed market equities component in Australia, the US and UK.

The information provided to us on the Fund’s current holdings indicates that the Fund does not currently
invest in line with the regional weightings of the MSCI World. However, we have assumed that the Fund is
free to invest in any of the world’s developed country sharemarkets, and have therefore taken the MSCI
World — a widely-used global equity benchmark — as a representative ‘base-case’ position.

Sectors and securities screened out of the benchmark portfolio in our analysis appear in the following table.
Additional detail on screened companies is provided in Appendix 2.
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RUSSELL INVESTMENTS

Table 3: Screens applied to the international portfolio

Market Capitalisation

Screen NZD (28 June 2013) Weighting in benchmark

Fossil Fuels 3,307 bn 9.6%

Armaments 292 bn 0.9%

Tobacco 554 bn 1.6%

Alcohol 393 bn 1.1%

Gambling 121 bn 0.4%
Domestic

The domestic equities component, currently around 25% of the Fund’s market value excluding property
securities, is based on the NZX50 Gross index, covering the top fifty stocks by market capitalisation in New
Zealand. We have used this index to represent the domestic investments of the Fund.

Sectors and securities screened out of the benchmark portfolio in our analysis are detailed in Table 3.

Table 4: Screens applied to the domestic portfolio

Market Capitalisation Weighting in benchmark

NZD (28 June 2013)

Fossil Fuels 0.3 bn 0.7%

Gambling 2.4 bn 4.9%

Assessment of Financial Impact

In the following section, we give an indicative assessment of the financial impact of screening out
exposures to the areas of commercial activity mentioned above. Because investment risk and return are
concepts that go hand-in-hand, we have estimated the potential impact on both return and risk. This is
done by reference to the past performance of stocks in the MSCI World and NZX 50 indices between

1 February 2000 and 30 June 2013. The measures of return and risk we have used are defined as follows:

Return

This is the annualised, gross of tax and expenses, total return on share performance (i.e. allowing for both
price changes and reinvested dividends). An allowance for foreign withholding tax has not been made.
Returns are in New Zealand dollar terms and any foreign currency exposures are unhedged.

Risk

Otherwise referred to as volatility, this is the statistical, annualised standard deviation of the returns as
described above. This is a common measure of the spread in those returns.

_____________________________________________________________________________________4W @ vy
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RUSSELL INVESTMENTS

Limitations of the analysis

Our analysis clearly relies of a number of modelling assumptions, and should therefore be treated as
indicative only. In particular:

Past performance is not necessarily indicative of future performance.

The figures given apply to a specified timeframe. Quite different results could be generated if a
different period were analysed.

Our analysis makes no allowances for taxation or expenses (e.g., brokerage and management fees)
incurred by investing, including the costs connected to the implementation of negative screens.

The use of the MSCI World and the NZX50 indices as ‘base-case’ benchmarks differs from how the
Fund currently invests and is not necessarily indicative of how it was invested over the period in
question.

Our analysis is restricted to equity investment alone. It does not extend to other asset classes, such as
corporate credit, to which the Fund may have, or wish to have, exposure.

____________________________________________________________________________@ Y &y 5
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RUSSELL INVESTMENTS

Section 4

Risk-Return Analysis

Representative Portfolio

Statistics from the representative portfolio risk return analysis are presented in table 4. This analysis
combines the international (75%) and domestic (25%) components.

Our analysis indicates that there would have been a cost to implementing negative screens, and this cost
increases with the rigour of the framework implemented. The portfolio excluding companies deriving a
substantial portion of revenue from fossil fuels underperformed the benchmark portfolio by 0.4% p.a. This
cost increases to 0.5% p.a. when companies in the tobacco and armaments industries are also excluded.
The overall ‘ethical’ portfolio, excluding the above as well as companies receiving substantial revenues
from gambling or alcohol, underperformed the base-case portfolio by 0.7% p.a.

As screening is intensified, there is also an increase in risk. The annualised volatility of the portfolio
increases from 12.5% p.a. in the benchmark portfolio to 12.8% p.a. in the ‘ethical’ portfolio.

Table 5: Performance of the base case vs. the screened portfolios

Portfolio Return (% p.a.) Risk (% p.a.)
Representative base-case portfolio 1.7% 12.5%
Representative portfolio 1.3% 12.7%

excluding fossil fuels

Representative portfolio Q g
excluding fossil fuels, tobacco and armaments 127 et

Representative ethical portfolio 1.0% 12.8%

We have also estimated the impact of implementing the ethical screens detailed above in dollar terms. This
is calculated as the difference in value between how a portfolio valued at $40 million at inception would
have performed had it been invested from February 2000 to June 2013, and how a portfolio of the same
value would have performed under the three screens tested. Consistent with the return results, table 5
shows that the cost of implementing an ethical framework increases from $2.2 million on a portfolio solely
excluding fossil fuels, to $4.1 million on a portfolio excluding fossil fuels, tobacco, armaments, gambling and
alcohol. These costs are calculated as the differences in the accumulated funds at June 2013, the end of
the period of analysis.
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Table 6: Estimated financial impact of screening the base portfolio

Representative portfolio excluding fossil fuels $2.2m
Representative portfolio excluding fossil fuels, tobacco and armaments $3.2m
Representative ethical portfolio $4.1m

Chart 1 illustrates the cumulative performance of the representative portfolios through time, on a ‘growth of
a dollar’ basis. Of note is that from April 2000, relatively early in the return series, the value of the
benchmark portfolio constantly remains ahead of the ethically screened portfolios.

Chart 1: Representative Portfolio Performance

1.3

1.2

1.1 n

1.0

0.9 v

Growth of $1

0.8

0.7

0.6

Jan-00

Jan-01 1
Jan-02
Jan-03
Jan-04
Jan-05
Jan-06
Jan-07 1
Jan-08 1
Jan-09 7
Jan-10 1
Jan-11 1
Jan-12 1
Jan-13 1

== Representative base-case portfolio
== Representative portfolio excluding fossil fuels
=== Representative portfolio excluding fossil fuels, tobacco and armaments

== Representative ethical portfolio

We now provide a breakdown results for the international and domestic components of the benchmark
portfolio.
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International Portfolio

The international portfolio is the key driver of the return differentials observed above. There was a 0.8%
premium for holding the benchmark portfolio over the ethical portfolio and an increasingly unfavourable risk-
return trade off for each additional screen applied to the benchmark portfolio, as shown in table 6:

Table 7: Performance of the MSCI World vs. screened MSCI World portfolios

Portfolio Return (% p.a.) Risk (% p.a.)

MSCI World return 0.0% 14.2%

MSCI World return -0.5% 14.5%

excluding fossil fuels

MSCI World return -0.7% 14.6%

excluding fossil fuels, armaments and tobacco

MSCI World return ethical -0.8% 14.7%
Domestic

For the domestic portfolio the exclusion of both fossil fuels and gambling would likewise have reduced
return and increased risk.

Table 8: Performance of the NZX50 vs. screened NZX50 portfolios

Portfolio Return (% p.a.) Risk (% p.a.)

NZX50 return 6.0% 12.8%

NZX50 return
excluding fossil fuels

NZX50 return
excluding gambling & fossil fuels

6.1% 12.9%

5.8% 12.9%

Performance of Screened Companies vs. Benchmark

The results given above allow us to infer that the companies we have screened must have performed well
over the period in question, relative to the broader benchmark. To provide an illustration of the
performance that would have been foregone, for the international component of the portfolio we have
created a ‘sindex’ of the sectors excluded (fossil fuels, tobacco, armaments, gambling and alcohol), and
plotted its cumulative return against that of the broader MSCI World benchmark index below.
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Chart 2: "Sindex" performance vs MSCI World Index performance
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Chart 2 shows that the ‘sindex’ has significantly outperformed the broad benchmark. This is consistent with
the results presented earlier in this section. While the sectors making up the ‘sindex’ were strong
performers for the period of time analysed, this may not be the case in future.
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Section 5

Conclusion

Our findings indicate that, had the Fund been invested in the screened portfolios outlined above, for the
period February 2000 to June 2013, returns would have been materially lower over that time period. Risk,
as measured by the standard deviation of the portfolio, would also have increased. Lower returns relative to
the base portfolio are the result of strong performance of the screened out “unethical” sectors over the time
period evaluated.





Appendix 1

Responsible investment approaches

In this appendix we briefly describe different options commonly used for implementing a responsible
investment programme.

Negative screening

Negative screening is an implementation method under which the investor screens out (does not invest in)
securities based on specified ethical criteria. Examples include screening out tobacco companies, due to
the negative health influence on society of cigarettes, or fossil fuels, due to the associated negative impacts
on the environment.

Positive screening

Contrary to negative screen, positive screening results in the active selection of stocks in a portfolio based
on ethical criteria. For example, an investor may opt to invest in solar power generation, due to the positive
environmental impact of using renewable energy, or only companies that are considered to be
well-governed based on pre-determined criteria.

Responsible investment funds

Responsible investment funds employ a methodology to select securities for inclusion based on specified,
ethical criteria. These are often collective ‘off the shelf products offered by specialist fund managers with
limited scope for investors to influence the ethical criteria applied. Ethical investment decisions are
therefore effectively ‘outsourced’.

Thematic funds

Similar to responsible investment funds, thematic funds are offered by specialist fund managers. They
invest in specific areas of interest to some investors, such as green technology companies or water
production and treatment companies.

Passive investment

An investor could potentially invest passively in a responsible investment benchmark index considered
suitable. This means that the invested monies track the composition of the index in an approximate or
exact fashion, depending on what is practically feasible. An example of such a benchmark is the
‘FTSE4GOOD’ index.

Engagement overlay

Investors in shares can, at their option, hire a specialist engagement overlay provider to lobby companies to
which they may have financial exposure. Such providers will aim to improve the environmental, social and
governance practices of such companies by advocating on behalf of the investors using their services.
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Kaunihera-a-rohe o Otepoti R e p 0 rt

TO: Council

FROM: Financial Planner

MEETING DATE: 24 February 2014

SUBIJECT: WAIPORI FUND ETHICAL INVESTING
SUMMARY

As a result of submissions on the 2013/14 draft Annual Plan the Council requested a report
on approaches the Council could adopt through its Waipori Fund Statement of Investment
Policies and Objectives to give the Fund Manager greater direction in terms of ethical
investment and an assessment of possible financial implications of those approaches. This
work will be carried out over 2014 and 2015. To inform this, the Council may wish to seek
feedback, during the consultation on the 2014/15 draft Annual Plan, on whether the
Council should invest directly in shares of companies involved in certain activities.

IMPLICATIONS FOR:

(i) Policy: No

(i) Approved Annual Budget: No

(iii) LTP/Funding Policy: Yes - potential consultation item for 2014/15

draft Annual Plan

(iv) Activity Management Plans: No

(v) Community Boards: No

(vi) Sustainability: No

RECOMMENDATIONS

That the Council include the additional text outlined in the body of this report in the
2014/15 Draft Annual Plan.
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INTRODUCTION

As a result of submissions on the 2013/14 Draft Annual Plan, the Council requested a report
on approaches the Council could adopt through its Waipori Fund Statement of Investment
Policies and Objectives (SIPO) to give the Fund Manager greater direction in terms of ethical
investment and an assessment of possible financial implications of those approaches.

During the Annual Plan discussions in January 2014, staff committed to return with a report
which sought councillor direction on whether to consult on ethical investing in the 2014/15
draft Annual Plan process.

BACKGROUND

During 1998 the Council sold its 100% holding in Waipori Power Generation Limited and its
42% holding in United Electricity Limited. After repaying associated debt, the Council was left
with cash amounting to just over $56 million. This fund became known as the Waipori Fund.
On 31 January 2014 the balance of the fund was $76 million.

The objectives and policies relating to the fund are contained in the SIPO. A copy of the SIPO
is attached to this report (Attachment 1).

The fund is managed by Dunedin City Treasury Limited.

DISCUSSION

Preparation of the 2015/16 - 2024/25 Long Term Plan (LTP) will include a revision of the
Financial Strategy and the associated financial policies. Part of this work programme will be
the preparation of a report on the approaches the Council could take to give greater direction
in terms of ethical investment. However, in the interim, the Council may wish to consult with
the community in the 2014/15 draft Annual Plan on whether to give greater direction in the
SIPO on ethical investing, noting that further work will be undertaken during the year.

An option would be to include the following text in the 2014/15 draft Annual Plan.

The Council needs to make a decision about whether or not to give direction regarding
investing of the Waipori Fund on an ethical basis. Defining ethical investing is a difficult
task as ‘ethical’” means different things to different people. Broadly, however, ethical
investment is any investment strategy which takes into consideration environmental,
social and/or governance factors associated with investments. Decisions will need to be
made about what constitutes direct and indirect investing and what constitutes ethical
or unethical investing.

The Council is seeking your views on whether the Council should take an “ethical
investing” approach to its $76 million Waipori Fund investment.

The Waipori Fund Manager has already made a conscious decision not to invest in
armaments or tobacco even though this has not been formalised by the Council, so the
formalisation would have no financial impact.

To formalise this position, the Council could decide that the fund will not invest in
companies directly involved in armaments and tobacco. Direct investing in these
particular categories means owning shares of companies directly involved in:

e the production/manufacture of armaments;
e the production/manufacture of tobacco.
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CONCLUSION

This report provides information that the Council may wish to include in the 2014/15 draft
Annual Plan consultation material regarding ethical investing of the Waipori Fund.

Prepared by:

Carolyn Howard
FINANCIAL PLANNER

Approved by: Grant McKenzie

GROUP CHIEF FINANCIAL OFFICER

Date report prepared: 17 February 2014

Attachments

1 Statement of Investment Policies and Objectives
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Attachment 1
THE WAIPORI FUND

STATEMENT OF INVESTMENT POLICIES AND OBJECTIVES
("The SIPO")

28 January 2013

INTRODUCTION

During 1998 Dunedin City Council sold its 100% holding in Waipori Power Generation Limited
(WPGL) and its 42% holding in United Electricity Limited. After repaying associated debt,
DCC was left with cash amounting to just over $56 million. This fund became known as the
Waipori Fund.

This document serves to describe the policies, objectives, and management of the Waipori
Fund.

For the purposes of this document the following applies:

Dunedin City Council is the Fund Owner
The Waipori Fund will be referred to as the Fund.

Approval of Statement of Investment Policies and Objectives

At its meeting of 15 February 1999 The Waipori Fund Statement of Objectives and Policies
was approved by Dunedin City Council.

At its meeting of 4 November 2002 the Standing Orders of the Council were changed as
follows: "The Council may only divest all or any part of the capital of the Waipori Fund by a
vote of three-quarters of the members present and voting."

This version of the SIPO was approved by Council on 28 January 2013.

OBJECTIVES
Income

The primary objective of the Fund will be to maximise its income, subject always to a proper
consideration of investment risk.

The operation of the Fund should be mindful of the priorities of the Dunedin City Strategic
Plan.

Capital Protection

The market value of the Fund will vary from month to month, year to year. Its cash flow will
not vary to the same extent. The Fund owner has an expectation of receiving cash from the
Fund each year. In some circumstances the Fund could have a negative operating result but
a positive cash flow arising from the requirement to "Mark to Market" the Fund's investments
even though there is no intention to sell the investment.

The Fund Manager must account for and record the effect of inflation on the value of the
Fund. This capital protection is to be achieved by the addition to (or reduction in) the Fund
every calendar quarter of an amount representing the effect of the quarterly movement in the
All Groups Consumer Price Index (All Groups CPI) as advised by Statistics New Zealand. The
calculation giving the amount to be added to the capital fund is illustrated under the heading
"Capital Protection" in the Policies section that follows.
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Planning and Distributions

In order to align with Council's financial planning the Fund Manager will, by 31 October each
year, make an initial estimate of the cash flow of the Fund and the amount available for
distribution to the Fund Owner for the next financial year beginning 1 July. By 30 April of the
following year the Fund Manager will confirm the estimate, or otherwise, as the case may be.
The estimate will be set at a level that provides the Council with a high level of confidence in
its achievement.

Capital Growth

Subject to the income distribution needs of the fund owner and the provisions for capital
protection, a key tenet will be to enlarge the Fund’s capital base.

POLICIES
Risk

Decisions about investment must be accompanied by an assessment of their risk. It will be
the duty of the Fund Manager to provide this risk assessment, whether carried out by
themselves or a third party with expertise in the proposed investment.

In some cases the risk may have been determined by a risk assessment agency, eg Standard
& Poor's. In others a detailed written assessment by one or more parties having expertise in
the proposed investment may be required. In any case it will be mandatory for a risk
assessment to be undertaken for each investment. The Fund Manager will be ultimately
responsible for ensuring that adequate risk assessments are carried out and that investment
decisions are based on those assessments.

The Fund Manager will take whatever steps are available to them to minimise investment
risks. These may include but are not limited to:

. Interest rate swap contracts.
. Currency rate swap contracts.
o Professional advice from authoritative sources including legal, taxation, property,

investment and other advisers.
Risk and Return

Notwithstanding the primary objective of the Fund, as a general policy the Fund Owner
prefers a reduced risk, reduced return policy to that of increased risk, increased return.
Exceptional circumstances may from time to time cause the Fund Owner to reconsider this
policy in respect of particular investments. But, given a choice between risk and return, the
Fund Owner prefers to forego some return in favour of reduced risk. Subject to meeting the
required risk assessment criteria and returns, investment in Dunedin should be the first
consideration.

Notwithstanding the preference for reduced risk, the Fund Owner envisages a minimum net
cash return on the Fund’s investments equivalent to the weighted average OCR rate in each
financial year, plus the cpi rate of inflation per annum less all fees and charges attributable to
the management of the Fund.

The minimum net cash return target is to be reviewed annually and adjusted if necessary.
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Capital Protection

A key tenet of the Fund is to protect the capital base from falls in the value of money, subject
to the provisions outlined under "Objectives" on page 2. The adjustment to the capital base
for the fall in the value of money may be described as the "inflation adjustment".

Each calendar quarter, if necessary, part of the Fund’s income will be "capitalised". This
inflation adjustment will be adjusted as follows:

base capital x (1 + Statistics NZ All Groups CPI quarterly movement)
= revised base capital

eg Starting base capital = $56,000,000
First quarterly movement in SNZ All Groups CPI = 0.004
56,000,000 x (1 + 0.004) = 56,224,000
= base capital for second quarter.

The first inflation adjustment will be made in respect of the quarter ending 31st March, 1999.
Once applied to the capital of the Fund the "inflation adjustment" is to become part of the
capital base of the Fund.

Diversification
In order to achieve the primary objective of the Fund, it is essential that investments are
diversified. Further, it is the obligation of the Fund Manager to examine a diverse range of

investment opportunities if they are to carry out properly their fiduciary duty.

Diversification of investments means a wider range of risk/return choices. These choices will
include:

Equities:

. Public, private, domestic, foreign.

o Investments that encourage economic and job growth in Dunedin City.
o Investments that support Dunedin City initiatives.

Financial instruments:
o Call deposits with banks.

. Term deposits with banks.

o Debentures, capital notes, promissory notes, local authority stock, government stock
etc (short, medium and long term; low, medium and high risk; low, medium and high
return).

. Loans and advances (low, medium and high risk; short, medium and long term;

convertible, redeemable, preferential, etc)

o Debt (investment in or repayment of Council debt).
Property:
o Trusts, partnerships, outright ownership, property equities and Real Estate Investment

Trusts (REITs).

For each investment case there will be a risk/return profile. Each assessment should consider
particular attributes of the investment as well as general factors such as interest rate
expectations, levels of economic activity and political conditions.

Out of these risk assessments will emerge a set of risk/return profiles for a diverse range of
investments. Based on these profiles a portfolio of investments can be built up that meets
the primary objective of the Fund.
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The Fund is free to invest wherever it thinks fit provided that the investment:

o Has been subject to a formal risk assessment process.
o Is legal.
. Contributes to the Fund's primary objective.

Composition of Fund

It is neither possible nor desirable to set rigid limits on the proportion of the Fund allocated to
each category of investment. Investment conditions are affected by interest rates, levels of
inflation, levels of economic activity, exchange rates, political conditions, the investor’s
appetite for risk, the income needs of the investor and any number of other factors.
However, given a flexible approach, it is not unreasonable to suggest that, subject to the
investment conditions of the time, a portfolio of the size of the Waipori Fund might be
allocated as follows:

Equities 20% - 60%
Financial instruments 20% - 60%
Property 10% - 50%

Distributions and Liquidity

The policy of the Fund will be to make distributions to the Fund Owner progressively during
each income year.

In general, the Fund Owner's policy will be to receive the full amount available subject to any
decisions on capital protection adjustments and after fees and charges have been met.
Exceptions to this policy must be agreed to by the Fund Owner. It will be incumbent upon the
Fund Manager to ensure that liquidity is managed so as to permit distributions at the
expected level on the prescribed date.

Flexibility

The Fund Manager should ensure that the investments are sufficiently liquid and flexible to
permit a response to changes in investment conditions. This is achieved with the
establishment of a diversified portfolio providing a range of returns against a range of risks
possessing different degrees of liquidity.

Power to Borrow

The Fund Manager may recommend that the return on an investment would be enhanced by
borrowing. Under local government law the Fund Owner would require the approval of
Dunedin City Council in a public meeting (unless commercially sensitive information were to
be disclosed in which case it could be non-public). Subject to Council's approval, the Fund
may borrow for the purchase of real property.
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Reporting Fund Performance

Within 21 calendar days of the end of each calendar quarter, the Fund Manager will provide
the Fund Owner with the following reports:

o Statement of financial performance comparing this quarter's performance with budget
and the performance for the year to date with the budget and previous year.

o Statement of financial position.
] Statement of cash flow.
o Comparison of actual percentage return (a) for the quarter with the budget for the same

period, and (b) for the year to date the actual return compared to budget and the
previous year.

. Table of investments agreeing to the total on the statement of financial position.

. A narrative discussion of significant variances against budget and a discussion of
investment expectations for the next quarter and next year.

Within 30 days of each year ending 30 June the Fund Manager will provide the Fund Owner
with:

o The final quarterly reports-
. A narrative review of the year just completed.
o A preview of the year to come and the next three years.

Every third year the Fund Manager will provide, in addition to those reports required annually:
o A review of the investment objectives, policies and strategies.

Following their receipt by the Fund Owner, reports on the Fund are to be placed on the
agenda for the next meeting of the relevant Committee of the Dunedin City Council.
MANAGER OF THE FUND

Key result areas

At all times the Fund Manager will:

. Seek to achieve the Fund's primary objective and where possible its secondary
objectives.
o Manage in accordance with the policies of the Fund owner in respect of:
o risk and return
o capital protection
o diversification
o distribution and liquidity
o flexibility
o reporting Fund performance.
o Observe good professional standards.
. To the best of its ability achieve the Fund owner's desired return.
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Matters for which the Manager may have regard

While the Fund Manager is not a Trustee in the legal sense, the matters for which he must
have regard are reproduced below from the Trustee Act 1956.

Section I3E of the Trustee Act 1936 sois out the matters to which trustees may have regard in
exercising powers gf imvestment as follows:

aj The desirability of diversifving trust investmenis.

b) The nature of existing trust investments and other trust property.

¢) The need to maintain the real value of the capiial or income of the trust.

di The risk of capital loss or depreciation

g) The potential for capital appreciation

1 The likely income return

g) The length of the term of the proposed bvestment.

hi The probable duration of the trust.

i) The marketability of the proposed vestment during, and on the determination of, the
term of the proposed investment.

J) The aggregate value of the trust estate.

ki The gffect of the proposed investment in relation to the tax liability of the trust.

l) The likelihood of inflation affecting the value of the proposed imvestments or other
trust property.
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Hi there, | would like to request the following information under the Local Government
Official Information and Meetings Act: < Please provide all reports, briefings, memos,

correspondence, and otherwise relevant information regarding council divestment from
fossil fuels in the last three years. Thank you, Carys

File attachment
No file uploaded

Name
Carys Goodwin

Email address
carys.goodwin@parliament.govt.nz

Mailing address
carys.goodwin@parliament.govt.nz

Contact phone number
04 817 6789
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