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What is going to be covered today:

• Improvements made to the LGFA Risk Management Framework.

• Changes to the LGFA Treasury Policy.

• LGFA Balance Sheet Risk

• Compliance against Approved Treasury Policy Limits

• Market risk.

• Credit risk.

• Liquidity risk.

• Summary



Improvements made 
to the LGFA Risk 

Management 
Framework 

A full review of the risk management framework undertaken in conjunction 
with the LGFA Audit and Risk Committee, this lead to the development of the 
Risk Management Policy and the redevelopment of the LGFA risk identification 
and assessment framework. 

The Risk Management Policy is an overarching policy document that 
summarises risk management at the LGFA and how it is operated.

➢ Defines the risk appetite of the organisation

➢ Summarises the governance structure of the organisations and references it 
back to the LGFA constitution and the shareholders agreement.

➢ Documents the role of the Board, the Audit and Risk Committee and the 
Shareholders council.

➢ Documents the risk management framework used at the LGFA – risk 
identification and assessment tools, policy framework, treasury policy and 
risks, legal compliance, treasury risk compliance, reporting framework, 
delegated authorities, three lines of defence model and Internal Audit.



LGFA Risk 
Register – Risk 
identification 
and Assessment

➢ Redevelopment of the LGFA 
risk register. The register 
currently identifies and 
assesses 37 different         
business risks.  

➢ Risk register is reviewed 
quarterly by management 
and reported to the Audit 
and Risk Committee. 

➢ Risk register and assessment 
framework is reviewed by 
the Audit and Risk 
Committee Annually.                                                                                                          
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Risk Assessment Matrices
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Changes to the LGFA 
Treasury Policy 

The following approved changes have been made to the LGFA Treasury 
Policy :

• Value at Risk limits were increased with Shareholder Council 
approval from $250k to $400k.

• Category 3 credit limits for banking counterparties were increased 
from $75m to $125m with Shareholders Council approval.

• Council issued Commercial Paper was added as an approved 
Instrument by the LGFA Board in June 2018.

• Other Policies Approved by the Board include the: Risk 
Management Policy, Whistle blowers Policy, Diversity Policy and the 
LGFA Code of Ethics.



LGFA Balance Sheet 
Risk

The LGFA Balance Sheet is made up of:

• Liquid Assets Portfolio (Cash, Deposits, Discountables, Bonds)

• Borrower Notes (Fixed rate and floating rate)

• Council loans (Fixed and floating)

• LGFA Bills (3month and 6 month maturities)

• LGFA Bonds

• Swaps 



LGFA – Balance Sheet Growth and Change
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Key Points:

• Balance Sheet Assets 
increased by $264m

• Majority of the increased 
assets were floating rate 
loans, fixed rate loans 
slightly lower.

• Fixed to floating mix for 
Asset loans remained 
constant approx. 82% 
floating and 18% fixed

• LGFA Issuance remained 
constant approx. 94% 
Bonds and 6% short term 
LGFA Bills



Balance Sheet Repricing Profile
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Years LAP LGFA Bills LGFA Bonds
Council Loans - 

Fixed

Council Loans  - 

Floating
Bnotes - Fixed

Bnotes - 

Floating
Swaps - Fixed

Swaps  - 

Floating
Assets Liabilities Gap

0 to 0.25 108,500,000 -375,000,000 239,634,956 $6,382,300,000 -48,000 -102,116,800 94,500,000 -6,528,200,000 6,824,934,956 -7,005,364,800 -180,429,844

0.25 to 0.5 81,716,000 -100,000,000 17,690,632 0 0 99,406,632 -100,000,000 -593,368

0.50 to 0.75 55,000,000 7,000,000 0 0 62,000,000 0 62,000,000

0.75 to 1 96,977,000 -1,240,000,000 293,500,000 -4,696,000 940,200,000 1,330,677,000 -1,244,696,000 85,981,000

1y to 2y 32,500,000 -980,000,000 12,500,000 -200,000 938,750,000 983,750,000 -980,200,000 3,550,000

2y to 3y 25,000,000 -1,420,000,000 400,200,000 -6,403,200 1,005,000,000 1,430,200,000 -1,426,403,200 3,796,800

3y to 4y -210,000,000 26,000,000 -416,000 212,000,000 238,000,000 -210,416,000 27,584,000

4y to 5y -1,429,000,000 136,800,000 -2,188,800 1,296,750,000 1,433,550,000 -1,431,188,800 2,361,200

5y to 6y 30,700,000 -491,200 0 30,700,000 -491,200 30,208,800

6y to 7y -939,000,000 80,500,000 -1,288,000 843,000,000 923,500,000 -940,288,000 -16,788,000

7y to 8y 32,000,000 -512,000 0 32,000,000 -512,000 31,488,000

8y to 9y -1,026,000,000 91,500,000 -1,464,000 891,500,000 983,000,000 -1,027,464,000 -44,464,000

9y to 10y 22,000,000 -352,000 14,000,000 36,000,000 -352,000 35,648,000

10y to 11y 0 0 0 0 0 0

11y to 12y 0 0 0 0 0 0

12y to 13y 25,000,000 -400,000 0 25,000,000 -400,000 24,600,000

13y to 14y 0 0 0 0 0 0

14y to 15y -325,000,000 29,042,000 -464,785 292,500,000 321,542,000 -325,464,785 -3,922,785



Balance Sheet Risk  - Mismatches
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Balance Sheet Profile – Fixed Rate Assets and Liabilities
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90Day BKBM  - History and Short Term Outlook
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• May MPS  - OCR will remain at 1.75%pa for sometime. Jun-17 Sep-17 Dec-17 Mar-18 Jun-18 Sep-18 Dec-18 Mar-19 Jun-19

ANZ 2.00% 2.00% 2.00% 2.10% 2.30% 2.02% 2.02% 2.02% 2.02%

WBC 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00%

ASB 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00%

BNZ 2.00% 2.00% 2.10% 2.35% 2.65% 2.00% 2.00% 2.10% 2.35%



Yield Curve Risk
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• OCR remained at 1.75%

• Short end rates have increased 
by approx. 5bps.

• 2s/5s flattened from 50bps to 
39bps.

• 2s/10s flattened from 99bps to 

87bps.

OCR 1M 2M 3M 1Y 2Y 3Y 4Y 5Y 7Y 10Y 15Y 20Y

31-May-17 1.75% 1.85% 1.89% 1.97% 2.05% 2.23% 2.42% 2.59% 2.73% 2.97% 3.22% 3.48% 3.69%

29-Jun-18 1.75% 1.89% 1.95% 2.02% 2.06% 2.15% 2.28% 2.41% 2.54% 2.78% 3.02% 3.28% 3.40%

Change (Bp) 0 4 6 5 1.5 -8.25 -13.71 -17.75 -19 -19.8 -19.5 -20.5 -29.25



Compliance and Treasury Policy Limits
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All approved treasury compliance 
limits are:

• Measured, monitored and 
reviewed daily.

• Monthly Compliance Report 
which is distributed to all LGFA 
staff and directors.

• Noted as a standard agenda 
item at LGFA Board meetings.



Market Risk  - PDH and VaR
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PDH measures the basis point 
sensitivity of the Balance Sheets 
exposure to interest rate risk.

The average PDH exposure  
between has not changed 
significantly over 2016, despite 
the strong balance sheet 
growth.

PDH exposure has remained 
well within limit over 2016.

PDH is reported and reviewed 
daily. Also reported to the 
Board monthly and noted in the 
CEO report at LGFA Board 
meetings.



Market Risk – VaR and PDH
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VaR is more volatile when you compare the 
profile from 2015 to 2018.

Increased volatility in VaR reflects:
1. Growing balance sheet and market 

volatility.
2. Timing mismatch that occurs from the 

increased utilisation of the bespoke 
lending facility.

VaR exposure remains well within approved 
treasury policy limit. 

VaR is reported and reviewed daily. VaR 
exposures are reported to the Board 
monthly and also noted in the CEO Report 
at LGFA Board meetings.



Credit Risk – Utilisation and Compliance
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Categories one to four measure the 
credit exposure for non council 
exposures.

Cash and Liquid Assets portfolio.

All credit exposures remain within 
credit category limits.

Credit exposures are reported and 
reviewed daily. Exposures are reported 
to directors monthly.



Liquidity Risk – Utilisation and Compliance
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Liquidity is measured and monitored over 
monthly, quarterly and annual forecast 
horizons.

All liquidity exposures remain compliant 
against approved liquidity limits.

Liquidity exposures are reported and reviewed 
daily. Exposures are reported to directors 
monthly.

NZDMO liquidity facility increased from 
$400m in May17 to $600m currently.



Summary

• Strong governance and oversight from the LGFA Board and the Audit and Risk Committee. 

• LGFA continued to experience balance sheet growth over the year which Increased our exposure to floating rate assets, 
over a period where short term interest rates remained flat and the swaps curve flattened.

• PDH and VaR utilisation remained conservative and well within approved treasury policy limits.

• Credit utilisation remained conservative and well within approved treasury policy limits.

• The LGFA 2017 maturity bond maturity was successfully managed, within the approved treasury policy limits. The NZDMO 
liquidity facility utilisation increased from $400m to $600m. The next major liquidity event will be the maturity of the LGFA
March 19 Bonds.

• No Breaches of approved treasury compliance limits.

• Management in association with the LGFA Board continues to promote the culture and values of the organisation.

• LGFA Internal Audit function used to continually examine and improve key controls and processes.
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