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Chairman’s Report

The irrigation scheme continues to operate effectively by delivering water to
shareholders in a timely and ever efficient manner. Our scheme operators make
every effort possible to ensure that maintenance, both planned and unplanned,
does not disrupt the supply to your businesses. For that reason our supply
reliability remains to be a strength of our company. We are extremely fortunate
to have a dedicated and reliable operation team and | wish on your behalf to
acknowledge and thank them for their efforts.

Aside from irrigation water, MGl delivers an Environmental and administration
service to our shareholders. We have been involved in the Environmental space
for some time now as a case of necessity. This is an area that continues to grow
in time and complexity and for that reason we are continuing to provide value
to shareholders by administering farm plans and assisting farmers with advice
and support so they can meet the threshold of good environmental practice.
Alongside Judith we have recently employed Grace Baldwin to assist in this area.
The environmental regulatory framework continues to evolve and we will
continue to adapt our service provision to suit the increased obligations.

The granting of the Nutrient Discharge Permit (CRC184153) has still proven to
be elusive. Work on this application has at timed consumed a large amount of
our staff and Directors time. Although we still do not have the new consent we
believe we have made some progress and there is an end in sight. While the
consent application is in process our farmers are legally compliant.

COVID-19 was a game changer for a large part of NZ. We were deemed to be an
essential service and were able to continue to operate with just a few minor
changes to the norm.

Although we are only a small business, the value in what we deliver to your
businesses is many times greater. For MGl to do this effectively we need and are
fortunate to have staff with the ability and expertise to perform their duties as
required. As an employer, it is important that we maintain continuity and avoid
unnecessary staff turnover. In respect of that | wish to acknowledge the service
length time of some of our longest serving staff members; Judith 6yrs Davey
5.5yrs Craig 5yrs Matt 4yrs Helen 3.5yrs.
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Tonight, we have Martin Jenson and Robert Smith retiring from the Board of
Directors after service of 9 and 21 year’s respectively. | wish on behalf of all
shareholders to acknowledge the contribution these two men have made and
thank them for their input and engagement. Both Marty and Robert have been
part of an almost revolutionary time where irrigation scheme operation and
management has moved into a totally different space to where it was just a
short time ago.

| wish to welcome Kieran Henshaw and Bruce Murphy to the Board and
congratulate them on their appointments. You will both bring useful skills and
attributes to the table. To be successful we continually need enthusiastic and
dedicated people to perform these roles and | thank you for putting your name
forward.

Alan Gibson
Chairman
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CEQO’s Report

We have had a good year financially, with a budget surplus being realised for the
financial year ending 31 July 2020, assisted by lower than forecast interest rates.
With MGI now having a debt facility, the Board has decided to move away from
carrying term deposits as a “rainy day fund” because that cash is better
employed to avoid borrowing and therefore reducing the interest costs. This
change is not particularly evident in the FY20 financial statement as the strategy
has primarily been executed in the second half of 2020.

Because MGI has more than 50 shareholders and we issue shares, we are classed
as a reporting entity for the purposes of the Financial Reporting Act 2013. As a
result we are required to engage qualified auditors like BDO and to produce an
IFRS-level annual financial statement. Unfortunately, this international
reporting standard makes the MGI financial statement very hard to follow,
particularly as we report at Group level which means the consolidated figures
for MGI and WDI. To relate the consolidated figures in the FY20 Financial
Statement to each Company entity and also performance against budget, | have
created a summary in Table 2. The key points worth noting are:

e The MGI group made a cash surplus of $301,134 relative to budget and
before depreciation. This surplus is attributable to close management of
expenses and lower interest rates. The surplus has assisted to keep annual
fees unchanged and to avoid borrowing.

e Interest costs for MGI were only $65,621 compared with budget of
$122,352.

e WDI finished FY20 almost exactly on budget.

The Government has introduced its National Policy Statement and National
Environmental Standards for Fresh Water and this has further increased our
compliance workload. This Government initiative has also sent Environment
Canterbury into a tailspin as they also have to deal with a significant burden of
planning changes. It is more important than ever that our farmers strive for the
highest level of environmental performance possible otherwise it erodes the
MGI co-operatives ability to address the latest challenges. We are not sure that
shareholder farmers appreciate that MGI is not responsible for the all the
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environmental regulation that is being handed down, or the value that MGl
delivers by dealing with a lot of it before it hits the farm gate. To address this,
we have prepared a special presentation for the AGM that outlines the origin of
various regulation and the services that MGl provides.

The MGI scheme-wide nutrient discharge permit (CRC184153) has still not been
granted, after nearly 3-years since the application was made. We have worked
very hard on this resource consent and managed to reach agreement with ECan
on most of the important consent conditions, particularly the consent nutrient
load. Because ECan have not actually granted the consent yet we have been
unable to inform farmers of the consent load for their individual farms. As
summarised in Table 1 below, we are confident that the consent load will deliver
adequate headroom to operate in most cases.

As we understand it from ECan, the outstanding issues that we are still trying to
resolve so that the consent can be granted are:

e Scheme monitoring plan — MGl is seeking to reduce some of the water
quality monitoring burden, which currently could cost us $27,000 per year
with a risk of it growing to $69,000 per year.

e Annual EMS Audit — Ecan want us to start auditing the Company
environmental management system, which would be a new requirement
that will cost around $6,000 per year. We do not think another audit is
necessary or warranted.

e Community Drinking Water Management — Ecan want MGI take
responsibility for the community drinking water infrastructure, something
we have no mandate over or ownership of. MGl is seeking to relax this
condition to consider the effects on drinking water supplies only.
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Table 1: Potential CRC184153 consent nitrogen load compared with assessment of actual present-day loads.

Potential Consent Load

2020 Load (tN/year)

Calculated Headroom

(tN/year) (tN/year)

Greater Waikakahi Zone 475.3 341.4 133.9
Valley and Tributaries 283.6 174.6 109.1

Whitneys Creek Zone 421.1 280.7 140.4

Waihao Wainono Area 174.8 199.1 -24.3
Morven Sinclairs Area 657.7 580.7 77.0

Northern Streams Area 1.4 1.4 0.0
Total 2014.0 1577.9 436.0

Craig Evans
General Manager
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Table 2 Restructured Summary of Profit & Loss with EBITDA and budget comparison (derived from FY20 Financial Statement).

Parent (MGI)

Waihao Downs

Group MGI (Parent) Waihao Downs
FY20 Actual FY20 Actual FY20 Actual
$ $ $
Revenue
Irrigation Water Charges $1,853,323 $1,574,849 $278,474
Additional Water $45,562 $45,562
Recoveries $1,762,784" $139,754 $1,623,030
Other Income $469,813 $10,050 $459,763
Total Revenue $4,131,482 $1,770,215 $2,361,267
Less Expenses
Operating $958,894 $442,458 $516,436
Administration $1,111,298 $938,318 $172,981
Total Expenses $2,070,192 $1,380,775 $689,417
Earnings before Loan Interest, Tax, Depreciation and Amortization $2,061,290 $389,440 $1,671,850
Depreciation $1,441,078 $368,889 $1,072,189
|Profit/(Loss) before Net Financing and Tax $620,212 $20,551 $599,661
Changes in Cash Flow
Interest Cost $1,323,811 $65,621 $1,258,191
Principal Cost $456,060 SO $456,060
Other Net Costs (Income) -$(19,965) -$(10,965) -$(9,000)
Net Cash Increase (Decrease) during the year $301,384 $334,784 -$(33,400)
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FY20 Budget FY20 Budget
$ $
$1,552,067 $181,095
S0 S0
$320,742 $1,912,603
$44,530 $464,920
$1,917,339 $2,558,618
$694,300 $627,842
$1,055,687 $205,157
$1,749,987 $832,999
$167,352 $1,725,619
$122,352 $1,313,171
SO $456,060

$45,000 -$(43,612)
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BDO CHRISTCHURCH

INDEPENDENT AUDITOR’S REPORT
TO THE SHAREHOLDERS OF MORVEN GLENAVY IKAWAI IRRIGATION COMPANY LIMITED

Opinion

We have audited the consolidated financial statements of Morven Glenavy lkawai Irrigation
Company Limited (“the Company”) and its subsidiary (together, “the Group”), which comprise the
consolidated statement of financial position as at 31 July 2020, and the consolidated statement of
profit or loss and other comprehensive income, consolidated statement of changes in equity and
consolidated statement of cash flows for the year then ended, and notes to the consolidated
financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the consolidated financial position of the Group as at 31 July 2020, and its consolidated
financial performance and its consolidated cash flows for the year then ended in accordance with
New Zealand equivalents to International Financial Reporting Standards (“NZ IFRS”).

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (New Zealand)
(“ISAs (NZ)”). Our responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Consolidated Financial Statements section of our report. We
are independent of the Group in accordance with Professional and Ethical Standard 1 International
Code of Ethics for Assurance Practitioners (including International Independence Standards) (New
Zealand) issued by the New Zealand Auditing and Assurance Standards Board, and we have fulfilled
our other ethical responsibilities in accordance with these requirements. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Other than in our capacity as auditor we have no relationship with, or interests in, the Company or
its subsidiary.

Key Audit Matters

Key audit matters are those matters that, in our professional judgement, were of most significance
in our audit of the consolidated financial statements of the current period. These matters were
addressed in the context of our audit of the consolidated financial statements as a whole, and in
forming our opinion thereon, and we do not provide a separate opinion on these matters.

There are no Key Audit Matters to be communicated.
Other Information

The directors are responsible for the other information. The other information comprises the
Director’s Report but does not include the consolidated financial statements and our auditor’s
report thereon.

Our opinion on the consolidated financial statements does not cover the other information and we
do not express any form of audit opinion or assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read
the other information and, in doing so, consider whether the other information is materially
inconsistent with the consolidated financial statements or our knowledge obtained in the audit or
otherwise appears to be materially misstated. If, based on the work we have performed, we
conclude that there is a material misstatement of this other information, we are required to report
that fact. We have nothing to report in this regard.
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Directors’ Responsibilities for the Consolidated Financial Statements

The directors are responsible on behalf of the Group for the preparation and fair presentation of
the consolidated financial statements in accordance with NZ IFRS, and for such internal control as
the directors determine is necessary to enable the preparation of consolidated financial statements
that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the directors are responsible on behalf of the
Group for assessing the Group’s ability to continue as a going concern, disclosing, as applicable,
matters related to going concern and using the going concern basis of accounting unless the
directors either intend to liquidate the Group or to cease operations, or have no realistic
alternative but to do so.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatement, whether due to fraud or error, and to
issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with ISAs (NZ) will always
detect a material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to
influence the decisions of users taken on the basis of these consolidated financial statements.

A further description of our responsibilities for the audit of the financial statements is located at
the External Reporting Board’s website at: https://www.xrb.govt.nz/assurance-standards/auditors-
responsibilities/audit-report-1/.

This description forms part of our auditor’s report.
Who we Report to

This report is made solely to the Company’s shareholders, as a body. Our audit work has been
undertaken so that we might state those matters which we are required to state to them in an
auditor’s report and for no other purpose. To the fullest extent permitted by law, we do not accept
or assume responsibility to anyone other than the Company and the Company’s shareholders, as a
body, for our audit work, for this report or for the opinions we have formed.

The engagement partner on the audit resulting in this independent auditor’s report is Warren
Johnstone.

BDO Christchurch
Christchurch

New Zealand

25 November 2020
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