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Ordinary Council Meeting
Thursday, 8 May 2025

Date: Thursday, 8 May 2025
Time: 10.30 am

Location: Microsoft Teams

(A link to the live stream will be available on the Central Otago
District Council's website.)

Peter Kelly
Chief Executive Officer






Council Meeting Agenda 8 May 2025

Notice is hereby given that a Council Meeting will be held in Microsoft Teams

and live streamed via Microsoft Teams on Thursday, 8 May 2025 at 10.30
am. The link to the live stream will be available on the Central Otago District

Council’s website.
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Council Meeting Agenda 8 May 2025

Members Her Worship the Mayor T Alley (Chairperson), Cr N Gillespie, Cr S Browne,
Cr L Claridge, Cr | Cooney, Cr S Duncan, Cr S Feinerman, Cr C Laws,
Cr N McKinlay, Cr M McPherson, Cr T Paterson

In Attendence P Kelly (Chief Executive Officer), L Fleck (General Manager - People and Culture),
J Muir (Three Waters Director), S Righarts (Group Manager - Business Support),
D Rushbrook (Group Manager - Community Vision), D Scoones (Group Manager
- Community Experience), L van der Voort (Group Manager - Planning and
Infrastructure), W McEnteer (Governance Manager)

1 KARAKIA
Cr Browne will begin the meeting with a karakia.
2 APOLOGIES

3 PUBLIC FORUM
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8 May 2025

4 DECLARATIONS OF INTEREST

25.8.1 DECLARATIONS OF INTEREST REGISTER
Doc ID: 2454138

Report Author: Wayne McEnteer, Governance Manager

Reviewed and Saskia Righarts, Group Manager - Governance and Business Services
authorised by:

1. Purpose

Members are reminded of the need to be vigilant to stand aside from decision making when a
conflict arises between their role as a member and any private or other external interest they
might have.

2. Attachments

Appendix 1 - Declarations of Interest §

Item 25.8.1 - Report author: Governance Manager Page 6
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Name

Member’s Declared Interests

Spouse/Partner’s Declared Interests

Council Appointments

Tamah Alley

Manuherikia Irrigation Co-operative
(shareholder)

Cliff Care Ltd (family connection)
Aviation Cherries Ltd (Director)
Tenaya New Zealand Ltd (Director and
Shareholder)

Southern Lakes Trails (Trustee)

LGNZ Zone 6 Chair

Manuherikia Irrigation Co-operative
Society Ltd (shareholder)

Emergency Management Otago Group
Controller (employee)

Aviation Cherries Ltd (Director)

Alexandra Community House Trust
Central Otago Wilding Conifer Control
Group

Destination Advisory Board

Southern Lakes Health Trust (Trustee)

Sarah Browne

Anderson Browne Construction and
Development (Director and Shareholder)
Infinite Energy Ltd (Shareholder)

Central Otago Sports Turf Trust (Trustee)
Central Football and Multisport Turf Trust
(Trustee)

Sutherland Architecture Studio Ltd
(Employee)

Anderson Browne Construction and
Development (Director and Shareholder)
Infinite Energy Ltd (Employee)

Cromwell Youth Trust
Tarras Community Plan Group

Lynley Claridge

Affinity Funerals (Funeral Director)

lan Cooney

Stuart Duncan

Penvose Farms - Wedderburn Cottages
and Farm at Wedderburn (shareholder)
Penvose Investments - Dairy Farm at
Patearoa (shareholder)

Fire and Emergency New Zealand
(member)

JD Pat Ltd (Shareholder and Director)

Penvose Farms - Wedderburn Cottages
and Farm at Wedderburn (Shareholder)
Penvose Investments - Dairy Farm at
Patearoa (shareholder)

Otago Regional Transport Committee
Maniototo Ice Rink Committee
Maniototo Curling International Inc

Sally Feinerman

Feinerman’s Ltd, 109 Scotland Street
(Owner / Director)

Roxburgh Pool Committee (Chair)

Sally Feinerman Trust (Trustee)
Feinerman Family Trust (Trustee)

MPI Teviot Valley Community Hubs group

Breen Construction (Employee / Builder)

Ida MacDonald Charitable Trust
Teviot Prospects
Teviot Valley Walkways Committee

Item 25.8.1 - Appendix 1
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Neil Gillespie

Southburn Consulting (Consultant)
Cromwell Volunteer Fire Brigade (Chief
Fire Officer)

Cromwell Bowling Club (patron)

Otago Local Advisory Committee - Fire
Emergency New Zealand

Returned Services Association (Member)

Tarras Hall Committee

Cheryl Laws

The Message (Director)

Wishart Family Trust (Trustee)

Wooing Tree (Assistant Manager - Cellar
Door)

Daffodil Day Cromwell Coordinator

Otago Regional Council (Councillor)
The Message (Director)

Cromwell Resource Centre Trust
Old Cromwell Incorporated

Nigel McKinlay

Transition To Work Trust (Board member)
Gate 22 Vineyard Ltd (Director)

Everyday Gourmet (Director)

Central Otago Wine Association
(member)

Long Gully Irrigation Scheme (member)
CODC (employee) (Granddaughter)

Cromwell Hall Reference Group
Cromwell Town Centre Reference Group

Martin
McPherson

Alexandra Blossom Festival

CODC (employee)
CODC (employee) (Daughter)

Alexandra and Districts Youth Trust

Item 25.8.1 - Appendix 1
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Tracy Paterson

Matakanui Station (Director and
shareholder)

Matakanui Development Co (Director and
shareholder)

A and T Paterson Family Trust (Trustee)
A Paterson Family Trust (Trustee)
Central Otago Health Inc (Elected
Member)

Bob Turnbull Trust (Trustee / Chair)

New Zealand Wool Classers Association
(Chair)

Central Otago A&P Association (Member)
Waiora Manuherikia Governance Group
(Member)

Central Otago Riding for the Disabled
(Volunteer)

Matakanui Station (Director and
shareholder)

Matakanui Development Co (Director and
shareholder)

A Paterson Family Trust (Trustee)

A and T Paterson Family Trust (Trustee)
Federated Farmers (On the executive
team)

Omakau Irrigation Co (Director)
Matakanui Combined Rugby Football
Club (Committee)

Manuherikia Catchment Group (Co-chair)
Omakau Domain Board

Omakau Hub Committee (Chair)
Manuherekia Valley Community Hub
Trust (Trustee)

Southern Cross Sheep Ltd (Director)

Mt Stalker Ltd (Trustee)

Mt Stalker Pastoral Ltd

DKIL Ltd (Shareholder)

Manuherikia River Limited (Director)

Omakau Recreation Reserve Committee
Ophir Welfare Association Committee
Central Otago Health Incorporated

Item 25.8.1 - Appendix 1
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5 REPORTS

25.8.2 SOUTHERN WATER DONE WELL - APPROVAL TO CONSULT ON PROPOSED
WATER SERVICES DELIVERY MODEL

Doc ID: 2450336

Report Author: Peter Kelly, Chief Executive Officer

1. Purpose of Report

To consider approval of the draft consultation document for consultation for Southern Water
Done Well.

Recommendations
That the Council
A. Receives the report and accepts the level of significance.

B.  Approves the draft consultation document "Southern Water Done Well" (Attachment 1) for
consultation.

C. Delegates to the Chief Executive authority to make any minor editorial and design amendments
to the Consultation Documents prior to publication.

D. Notes that consultation is planned to occur between 9 May and 6 June 2025 and will be in
accordance with the Local Government (Water Services Preliminary Arrangements) Act 2024.

2. Background

The Local Government (Water Services Preliminary Arrangements) Act 2024 requires all
Councils to submit a Water Services Delivery Plan (WSDP) by 3 September 2025. Councils
may also produce joint WSDPs that provide for joint water services delivery models.

Following prior assessment of water services delivery options, the Central Otago, Clutha,
Gore and Waitaki District Councils (the Group of Councils) agreed to propose a jointly owned
Council-Controlled Organisation (Joint CCO) as the preferred delivery model for consultation.

This report seeks approval of the draft consultation document "Southern Water Done Well"
and to commence public consultation. Consultation will meet the alternative requirements of
the Local Government (Water Services Preliminary Arrangements) Act 2024 and seek
community feedback on the proposed Joint CCO as well as the practicable alternatives.

The paper also outlines the consultation approach, next key activities and milestones.

Item 25.8.2 - Report author: Chief Executive Officer Page 10
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3.

Discussion

The Local Water Done Well programme requires councils to prepare and submit a Water
Services Delivery Plan (WSDP) by 3 September 2025.

A key part of the WSDP is the identification of a future delivery model for water services.
Southern Water Done Well proposes a jointly owned, asset-owning CCO to deliver water
services across the four councils.

The preferred delivery model was selected for consultation following independent analysis and
is based on achieving the best outcomes in terms of affordability, service resilience, regulatory
compliance, and community accountability.

The Consultation Document provides a clear summary of why change is needed, explains
the proposed Joint CCO model and how it would operate, and outlines the alternative
delivery models considered. It includes:

. A description of the water services challenges facing each district.

. An overview of each delivery model, including benefits, risks, and key differences.

. Financial modelling showing the projected impacts on household water charges under
each option.

. A comparison of governance, management, and service delivery arrangements.

. Key issues for rural water schemes.

. Information on public ownership, regulation, and accountability mechanisms.

The document seeks community feedback on the proposed model and the alternatives,
supported by accessible and plain language explanations.

The consultation process will ensure information is available on the range of channels. The
information is presented in a language that's simple and accessible to a broad audience.

The consultation components are noted below:

o Consultation Document with submission form

° Southern Water Done Well consultation content (including summary content and
frequently asked questions) will be on Let’s Talk

° Hard copy consultation information and submission form via local newspapers

o Submission forms will also be available at Council offices/libraries

o Drop-in sessions will be scheduled

Public consultation is planned to run from 9 May to 6 June 2025. Individual Council and the
wider Council consultation outcomes will be collated and presented back to Council to inform
water service delivery model decision making.

Strategic Consistency

The requirements of LWDW requires the Group of Councils to revisit their respective Long-
Term Plans and associated supporting strategies (including Financial & Asset Management
Strategies), to ensure that water service delivery complies with the Local Water Done Well
legislation requirements.

The options analysis completed to date includes consideration of impacts on the current
LTPs. Impacts of the selected options will be further defined and put forward for community
feedback through the

planned consultation from 9 May to 6 June 2025. Following decision making, amendments
to Annual and / or LTPs will be made from FY 26/27.

Legal Implications

Item 25.8.2 - Report author: Chief Executive Officer Page 11
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The Local Government (Water Services Preliminary Arrangements) Act places statutory
requirements on the Councils that are required to be complied with.

If a territorial authority struggles to comply with the requirements for a compliant WSDP, the
Act provides for the Minister to appoint either of two new roles, costs of which are borne by

Council:
. Crown facilitators, who may work with Councils to assist, advise, or amend draft
WSDPs; and

° Crown water services specialists, who may prepare, direct, or adopt a WSDP in
accordance with their notice of appointment.

In addition, the Act provides that a person who contravenes an obligation to disclose
information can be fined up to $500,000 or, in the case of an entity, $5 million.

4. Financial Considerations
Costs associated with public consultation are included in existing budgets. Future financial
implications related to the delivery model options are set out within the Consultation
Document.

5.  Options

Option 1 — (Recommended)

Approve the Consultation Document and proceed with consultation
Advantages:

° Complies with legislative requirements
° enables timely progression

. supports community engagement
Disadvantages:

o None identified

Option 2

Do not approve the Consultation Document
Advantages:

o None identified

Disadvantages:

. Would delay consultation
. potential non-compliance with statutory timeframes
. reputational risk

Item 25.8.2 - Report author: Chief Executive Officer Page 12
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6. Compliance

Local Government Act 2002
Purpose Provisions

This decision enables democratic local decision
making and action by, and on behalf of
communities by consulting on the future
scenarios for water in the district.

Decision consistent with other
Council plans and policies? Such
as the District Plan, Economic
Development Strategy etc.

Yes this is consistent with policy, specifically the
Significance and Engagement Policy.

Considerations as to
sustainability, the environment
and climate change impacts

Changes are administrative in nature. Climate
Change impacts would be assessed as part of
any change to service provision.

Risks Analysis

Risk

Impacts

Individual Councils do not
approve to progress with
the defined Consultation
Document and planned
delivery timeframes.

e Group may become

unviable

¢ Individual Councils may

not be able to complete a
compliant WSDP

e Potential DIA intervention

with associated loss of
decision-making control

Consultation is delayed
and WSDP is not
submitted by deadline.

e Reputation risk for

Councils

e Potential reduction / loss in

decision making control

DIA does not approve the
WSDP and requires the
document to be revised.

o DIA requires the Group of

Councils to alter the
WSDP

o DIA requires the Group of

Councils to change the
Operating Model Design

¢ DIA requires other

Councils to join the Group
of Councils.

¢ DIA appoints a Crown

Facilitator or Water
Services Specialist

Ratepayers do not
appreciate the impending
costs increases for 3
Waters Services —
irrespective of the
delivery model adopted

¢ Increasing affordability

issue for larger group of
ratepayers

* Negative publicity and

reputation risk for Councils

e Lack of engagement in

consultation process

WSDP Plan and
Implementation Tasks
are more complex /
extensive than estimated

e Potential increase in

project budget

e Additional Council

resource commitments

Changes to legislation
through Bill 3 may require
additional resource
commitments and
amendments to
arrangements.

e Cost and time associated

with rework

e Potential increase in

project budget

e Additional Council

resource commitments

Item 25.8.2 - Report author: Chief Executive Officer
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Significance, Consultation and Deciding on a future delivery of water services
Engagement (internal and delivery model is of high significance due to,
external) community interest, impact on Councils’ capability

and capacity, cost to council, impact on
ratepayers and potential changes to the control of
Strategic Assets.

The Significance and Engagement Policies of the
Group of Councils and the requirements of the
Local Government (Water Services Preliminary
Arrangements) Act 2024 set out the requirements
by which water services delivery model options
are be presented for community consultation.

Individual Councils and the wider Council
consultation outcomes will be collated and
presented back to inform water service delivery
model decision making.

7. Next Steps

° Community & key stakeholder consultation - 9 May to 6 June 2025

o Schedule Council deliberations and decision-making during - July 2025
° Council decision making & WSDP content approval - July 2025

. Contingency to secure WSDP approvals - August 2025

. WSDP Submission Deadline — 3 September 2025

8. Attachments

Appendix 1 - Southern Water Done Well Consultation Document §
Appendix 2 - Local Water Done Well Review §
Appendix 3 - Local Water Done Well Financial Modelling §

Item 25.8.2 - Report author: Chief Executive Officer Page 14
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Join the conversation about the
future delivery of water servicesin

your District under the Government’s

Local Water Done Well legislation.
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Water is the
lifeblood of our

[ d
community.
Why is change coming How we look after it and who will
What's the plan deliver water services in the future is
one of the most important decisions
Mayoral Message we will have to make for many years.
What is Local Water Done Well
2 The Government has made its expectations clear in
Setting the Scene - our current water the Local Water Done Well legislation - doing what
services and the challenges we’ve always done isn’t an option. Transformational
change has been mandated, and the result is that the
Doing things differently shape of water services delivery must change with it.
Option One Why is change coming?
Jointly owned Council For years, councils nationwide have struggled with
Controlled Organisation rising water service costs and under-investment
(preferred option) in asset renewals and upgrades. It’s widely
acknowledged that we need a new approach to
Option Two ensure safe, reliable, and financially sustainable
Stand-alone Council water services.
Controlled Organisation Local Water Done Well requires councils to
deliver water services that are fit for purpose and
Option Three financially sustainable. There is also more oversight
In house business unit and regulation on quality and cost.
C : he Opti The Government has strongly indicated that
omparing the Options collaboration among councils is a vital part of Local
Levels of Service Water Done Well
We have partnered with three other councils that
Money Matters have similar values and challenges - Gore District
il Council, Clutha District Council, and Waitaki
Timeline District Council - to form Southern Water Done
T Well. Together, we have been investigating water
Submission Form . ) .
service delivery solutions that work best for our
communities.
‘ Consultation Document ConsultationDocument
Southern Water Done Well - Your Wai Your Way Southern Water Done Well.-Your Wai Your Way:
Item 25.8.2 - Appendix 1 Page 16
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One thing that has stood out is the
more people who share the cost of
water services, the more affordable
they become for everyone.

There’s no denying the cost of treating
and delivering water services to our
communities is significant and will
continue to increase. Thisisduetoa
range of things, such as:

Compliance with new water and
wastewater standards

Replacing or upgrading ageing
infrastructure

Increased regulation from the
Commerce Commission and
Taumata Arowai

The need to provide new
infrastructure to service population
growth and new development

Climate change mitigation measures

Our current water services delivery
approach would impose significant
financial barriers on the Council and
impact service levels for our other
activities.

It’s simply unaffordable and
unsustainable for our communities
and the Council.

(based on current LTPs)

Water services rates
are projected to
double, on average,
and potentially triple
in some areas

(based on current LTPs)

What'’s the Plan

Share your thoughts by

Friday 6 June

As we move into a new era of water service delivery, we need to set out how
we will comply with all the legal, financial and regulatory requirements of

Local Water Done Well.

We achieve this by first preparing a Water
Services Delivery Plan.

These new plans, which must be submitted to
the Government by early September, set out how
we will deliver water services and build resilient,
financially sustainable networks to serve future
generations.

The plan will include our proposed model for
delivering water services, and whether we will enter
into an arrangement with other councils or will
continue to deliver water services alone.

If we do nothing, or our delivery plan doesn’t meet
the new legislative requirements, the Government
can step in and make decisions for us.

So, please take the time to read this consultation
document or jump online to learn more about
Southern Water Done Well and let us know what
you think.

Copies of all documents and feedback forms are
available at Council’s main office, and any library or
service centre.

Giving Feedback is Easy
You can ...

3 Fill out the submission form online:
www.lets-talk.codc.govt.nz/
southern-water-done-well

a Fillin the form at the end of this
document, pick up a form from our
offices or libraries or download one
from our Southern Water Done Well
page and:

Email to: info@codc.govt.nz

Subject line:
SWDW Consultation

9 Drop off at: Council’s main office,
1 Dunorling Street, Alexandra, and
any service centre or library.

Consultation Document Consultation Document
Southern Water Done Well - Your Wai Your Way Southern Water Done Well - Your Wai Your Way

Item 25.8.2 - Appendix 1 Page 17
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Mayoral Foreword

Drinking water from the tap is a simple joy many Kiwis don’t think twice
about, but the costs of providing this are now swamping local councils
around the country. Add in wastewater, stormwater and general degradation
of our lakes and rivers and it’s no wonder the system is considered “broken.”.

Now is the time for us to have
a meaningful conversation
about what providing water
services looks like into the
future, and we appreciate your
attention to this important
topic. Conversations that have
gone before over the past few
years have led to mistrust, fear
and a reluctance to change.
The fundamental issues that
remain highlight the need to
consider how we could deliver
more efficient and cost-
effective solutions:

« Going alone consigns
communities to further
financial hardship and
substantial increased
debt

«  Our Council does not
have the expertise or
capacity to manage what
is required in the future
with an in-house model

« The continual changing
of direction from
both central and local
government is costing
our people time and
money, we need to
take the politics out of
something as important
as water

«  The more councils who
join the discussion, the
more the risk profile is
reduced. We're asking
to start with four willing
partners - more may
follow

+ Solongaseveryone
benefits, we can accept
that the advantages will
vary case by case, and
year by year

« Each council and system
have their own strengths
and weaknesses, as well
as priorities

« Longterm intangibles,
such as attracting and
retaining a quality
board of directors and
staff expertise, are hard
to define but require
consideration

It’simportant to prioritise
our residents and ratepayers,
butitis also important to
consider what is the best
option forward for our family
and friends nearby. The four
councils collaborating in this
document have set aside egos,
parochial views and patch
protection mentality to work
towards a solution that will

provide water services that

are fit for purpose into the
future. We are confident that
this preferred option is also the
most financially sustainable
for you, and the generations
that will come next.

No solution is perfect. We

ask you to weigh up the
advantages and balance them
against the alternatives.

This task is for all of us - we
look forward to your feedback.

Tamah Alley
Central Otago
District Mayor

Fb—

Consultation Document
Southern Water Done Well - Your Wai Your Way

Share your thoughts by

What is Local Water Done Well?

Local Water Done Well legislation is the Government’s plan to address New
Zealand’s long-standing water infrastructure challenges.

Irrespective of the delivery model we choose, Local
Water Done Well legislation says we must:

It recognises the importance of local
decision-making by aiming to ensure water
assets stay under council ownership, directly
or indirectly, and to let each council decide
the best way to provide water services to its
communities.

Meet new financial requirements, ensuring
water services are financially sustainable

and ring-fenced (i.e. water services assets,
revenue, expenses and debt are separate from
the rest of council finances).

« Investin infrastructure to address long-
standing issues and support growth.

+  Meetall regulatory standards for drinking
water, wastewater and stormwater.

«  Setfair prices that reflect the cost of delivering
water services.

« Develop a fit-for-purpose Water Services
Delivery Plan by early September, outlining
how we will meet these requirements.

The four Southern Water
Done Well councils are
projected to invest $760
million by 2034 in

water services

(based on current LTPs)

Consultation Document
Southern Water Done Well - Your Wai Your Way

Item 25.8.2 - Appendix 1
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Setting the Scene

What we do now

We provide water and wastewater services for the townships of Pisa (CODC-owned supply - Pisa Moorings is

a private supply), Cromwell, Bannockburn, Clyde (partial for wastewater), Alexandra, Lake Roxburgh Village,

Roxburgh, Omakau, Naseby, Ranfurly, and Patearoa (water only).

¢

660
660

Drinking water

The clean water that flows from your taps

« 10,560 drinking water connections

+ 8 water treatment plants

« 4 borefields, 4 surface water takes

« 18 treated water reservoirs and tank farms
« 16 pump stations

+  469km of pipeline

Wastewater

Everything that goes down the drain - such as toilets,
sinks, and showers - is collected and treated before
being safely returned to the environment

« 9,170 connections
« T7treatment plants
« 40 pump stations

«  284km of pipeline

Stormwater

Did you know on
average we deliver:

o 14 million litres of
treated water a day to

Central Otago residents.

Did you know on
average we treat:
« 3.6 million litres of

wastewater a day
throughout the district.

Is the rainwater that runs off roads, roofs, and driveways, managed through

drainage systems to prevent flooding and protect waterways

«  9stormwater management systems
«  58km of pipeline
« 1,015 manholes

Consultation Document

Southern Water Done Well - Your Wai Your Way

40% of rates’ for an individual property
fund water, wastewater and stormwater.

*On average.

27% of water from our network is lost and
not billed to properties through volumetric

There’s no external funding for
water services.

Rates and development contributions pay for all
three waters costs - wastewater and stormwater
are rated through uniform annual charges. Water
is rated partly through uniform annual charges,
and partially through volumetric charges. All

charging.

This figure includes water lost from leakage,
unmetered connections, and meters under reading

due to their age.

Significant investments to date

water connections have a meter. Development
contributions are used to fund the increased

capacity required on capital projects to cater for
future growth demand.

Over the past four years, investment in our three waters infrastructure has been a priority, resulting in substantial
progress. Key projects we’ve finished include:

Water Supply

Lake Dunstan Water
Treatment Plant - combining
the Clyde and Alexandra
networks, with water piped
8km to Alexandra from a new
membrane treatment plant
adjacent to Lake Dunstan.
This supplies water which

is fully compliant with the
New Zealand Drinking Water
Standards and will provide
capacity for growth.

Cromwell Water Treatment
Upgrade - to meet growth
and drinking water
standards commenced
with construction of a

new raw water pipeline
from the borefield to the
reservoir site. Construction
of a new treatment plant at

Consultation Document
Southern Water Done Well - Your Wai Your Way

the reservoir site, and an
upgraded borefield in 2025
will complete this project.

New 4000m3 reservoir at
Alexandra.

Increased protection of the
public water supply through
our ongoing backflow
prevention programme.

Water main renewals in
Roxburgh and Clyde.

Wastewater

Backup generators and
emergency storage at key
wastewater pump stations
to reduce overflows.

Desludging of Roxburgh
wastewater ponds.

Earnscleugh Road Wastewater
Pump Station upgrade.

Stage 1 of the Clyde
wastewater reticulation
connecting 181 properties
to the Alexandra treatment
plant.

Clyde main pump station and
pipeline to Alexandra which
enabled greenfield growth at
Clyde and will facilitate future
reticulation of the remaining
areas of Clyde.

Replacement of membranes
and aerators at the
Cromwell wastewater
treatment plant.

Installation of mechanical
screening at all wastewater
treatment plants.

Wastewater main renewal in
Ranfurly.

Item 25.8.2 - Appendix 1
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The challenges
we’re facing

Due to significant growth in our
District and developers vesting new
assets over the last decade, the
average age of our pipe networks is
low when compared to other Districts.
This means we do not have a backlog
of ageing pipes.

Water Treatment Upgrades for Compliance

Council has three treatment plants that do not
meet the drinking water requirements for protozoa
treatment: Cromwell, Ranfurly, and Patearoa.

The Cromwell water treatment upgrade commenced
with the construction of a new raw water pipeline
from the bore field to the reservoir site in 2024.
Construction of a new treatment plant at the
reservoir site and an upgraded bore field in 2025 will
complete this project.

Package treatment plants are being installed at
Patearoa and Ranfurly in 2025 to provide protozoa
treatment for these supplies.

The Omakau treatment plant is at the end of its life,
and we need to build a new plant to fully meet the
drinking water standards. The Roxburgh treatment
plant also needs an upgrade to fully comply with the
standards.

Omakau, Naseby, Ranfurly, and Patearoa are
supplied from rivers that become dirty during high
rainfall. This impacts the ability to treat the water
and can result in boil water notices. Upgrades are
required to make these supplies more resilient.

The population of Naseby increases from 150 people
to over 2000 in the summer. This plant struggles

to keep up with demand and requires increased
capacity and storage to meet this demand.

Wastewater Treatment Upgrade for
Compliance and Ageing Assets

The proposed new wastewater performance
standards are expected to require
additional nitrogen removal at Cromwell
and a discharge to land at Ranfurly.

The Alexandra wastewater treatment has
a single processing line, which consists of
an activated sludge reactor, a clarifier, and
UV treatment. This plant is nearing the end
of its life and is at high risk of breakdown.

The network has only eight hours of
storage available, and no alternative
treatment option is available. Breakdowns
result in non-compliant discharges to

the Clutha Matau River. A significant
upgrade is required to duplicate the
existing process and renew the existing
infrastructure to increase capacity and
resilience to plant outages.

The Omakau wastewater ponds are in
a flood zone and have been inundated
twice in the last five years. Therefore,
an alternative location for wastewater
treatment is required for Omakau.

Growth

Council has adopted new spatial plans
for Cromwell, Clyde, and Alexandra and
new water and wastewater infrastructure
will be required to service the significant
growth occurring in these areas.

In addition to new infrastructure, the
existing pipe networks, reservoirs,
treatment plants, and pump assets will
need to be replaced to provide increased
capacity to service this growth.

The costs of work to service growth are
intended to be recovered from development
contributions where appropriate.

Consultation Document
Southern Water Done Well - Your Wai Your Way

Rural Water Schemes

Rural water schemes play a vital role in provincial communities. While they
operate differently from urban water systems, they’re just as important.

They are the lifeblood of many rural communities and underpin much of our

agricultural productivity.

In fact, rural water is so essential some would
argue it deserves to be recognised as the
fourth water service - right alongside drinking
water, wastewater, and stormwater.

While we don’t have any rural water schemes,
two of our partner councils — Clutha District and
Waitaki District — do. They have been working
closely with their scheme committees.

Itis clear that local knowledge is key to
effectively managing rural water schemes.
Ensuring this is retained within whatever
service delivery model is chosen will be among
the decisions that will have to be made in
parternship with rural water schemes users.

Consultation Document
Southern Water Done Well - Your Wai Your Way

Here are some of the reasons why
supplying water to rural communities is
quite different from urban water supply:

« The level of treatment can vary,
especially if the water isn’t intended
for drinking.

«  Most of the water is used for things
other than drinking.

« Many rural schemes use low-
pressure, trickle-feed systems
rather than on-demand supply.

«  The networks cover large areas but
serve fewer people per kilometre of

pipe.

o Asmall number of users consume
large amounts of water.

« Charging is often based on
entitlement units rather than fixed
or metered pricing.

« Management is often more
hands-on, with local committees
overseeing the system.

Item 25.8.2 - Appendix 1

Page 20



Council meeting

8 May 2025

New delivery models for water services

Doing things differently

Local Water Done Well gives councils flexibility to choose a water
services delivery model that will best serve the needs of their
community, provided it is financially sustainable and meets the
new economic, environmental and quality standards.

The legislation also introduces new requirements for managing water services, including:

Minimum requirements

Local government water
services providers must
now comply with new
legal requirements,
such as governance and
regulatory reporting.

3

Drinking water
regulation

Changes are being
introduced to improve
the efficiency and
effectiveness of drinking
water management.
This includes updates to
how the water services
authority, Taumata
Arowai, oversees and
regulates the system.

i

Economic regulation

The Commerce
Commission will oversee
local government

water services, making
sure consumers are
protected and keeping
an independent check on
affordability.

8

Wastewater
standards

New national standards
and engineering design
requirements are being
implemented to improve
wastewater management,
ensure proper system
design, and enhance
environmental
protection.

&

Urban stormwater
regulation

Urban stormwater
management is being
improved with updated
approaches to handling
overland flow paths and
watercourses in urban

Water Services
Delivery Plan

Local Water Done Well

emphasises community-

driven decision-making
and flexibility. The plan
must show how the
council will comply with
all legal and regulatory
requirements in the

delivery of water services

in its district.

Consultation Document
Southern Water Done Well - Your Wai Your Way

Monitoring performance

The Government is creating a new oversight
system led by the Commerce Commission to add
an extra layer of accountability. Think of this

as a watchdog that closely monitors how water
services are run and how money is spent. It would
have several essential tools to ensure everything is
fair and efficient.

The Commerce Commission would do this by
requiring water service providers (i.e. councils and
water organisations) to be completely transparent
about their finances and operations.

Water service providers will need to disclose
detailed information about:

« how they’re spending money
« investingininfrastructure

« setting prices

We’ve done our homework

Before preparing a Water Services Delivery
Plan, we need to decide on the best water
services delivery model for our District.

We know that prudent and efficient
investment and affordability are key concerns
for our communities.

However, the new rules and regulations under
Local Water Done Well legislation will increase
the costs of water services delivery in the
future, no matter which model we choose.

Over the past year, we have looked at
available options, both individually and
with our neighbouring Southland and Otago
councils.

We’ve been supported by Morrison Low, a
company with vast water reform knowledge
and experience under both the previous and
current governments.

Consultation Document
Southern Water Done Well - Your Wai Your Way

This approach is designed to protect consumers
and ensure the funds collected through rates and
water charges are used responsibly.

The goal is to give everyone - from residents

to elected members - confidence that water
infrastructure is being managed professionally,
efficiently, and with the community’s best
interests at heart.

4 )

We have considered a range of
factors when deciding on which
option is right, including:

« thefinancial impact on water users

« the strategic advantages and
disadvantages of each option

N J

After investigating various options to deliver
water services that will serve us today,
tomorrow and into the future, we have
narrowed it down to:

Option 1 - A Jointly owned ‘/

Council Controlled Organisation

e« Option 2 - A Stand-alone Council
Controlled Organisation

e« Option 3 - Anin-house business unit
(this is similar to our existing approach to
delivering water services in the District, but
with significant changes to meet legislative
requirements).

Waitaki District Council has also decided to
ask its community about a jointly owned
CCO with its northern neighbours, Timaru,
Waimate, and Mackenzie district councils.

Item 25.8.2 - Appendix 1
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Important Things to Know

Before reading through the delivery
model options we’re proposing, there
are some things you should know.

$ The Government requires that any
assets, revenue, expenses and debt
associated with water services be
kept separate or ‘ring-fenced’ from
wider Council services, irrespective
of the service delivery model.

Legislation has clear rules for
borrowing money depending

on whether councils keep their
water services in-house or form a
Council-Controlled Organisation
(CCO) to deliver water services.

Collectively, SWDW councils have
been talking with Ngai Tahu about
the role of iwi within a new water
services organisation. There’s been
no decisions on what that role
would look like to date. However, it
has been agreed the role should be
meaningful but not reach as far as
the previous reform.

Item 25.8.2 - Appendix 1
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It’s Complicated

Given the magnitude and complexity

of the proposed changes, the content
provided in this consultation is
indicative. It may change as we work
through further implications of finalised
legislation, compliance requirements,
investment priorities, community
affordability, and the CCO composition.

We have been conservative when
quantifying the efficiencies likely to

be gained by a jointly owned CCO. A
review of our modelling suggests that
efficiencies may be considerably higher.

We have had to make a range of
assumptions to model potential costs.
These include projects after 2035,
inflation, interest rates, the size of the
organisation, revenue, etc. Because of
those assumptions, it’s important to
note that the costs we refer to are very
high-level.

You can learn more about our modelling
in the Morrison Low report. You will

find it on our Southern Water Done Well
consultation website www.lets-talk.codc.
govt.nz/southern-water-done-well.
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Preferred Option

Share your thoughts by

Option One

A Jointly Owned Council Controlled Organisation.

This is our preferred option for numerous
reasons, which we’ve covered in our ‘upside’
key points. In short, the option offers clear
long-term benefits for financially sustainable
water asset management and environmental
standards that meet community expectations
and new Government regulations.

Itis proposed we would jointly own the organisation
with our Southern Water Done Well partners: Gore
District Council, Clutha District Council, and Waitaki
District Council. The organisation’s composition
may change in the future, depending on the
consultation outcome or whether other councils
want to join or leave the group.

As a multi-council water services delivery
organisation, we would be able to access
significantly more funding for water services
through the Local Government Funding Agency
(LGFA) - up to 500% of operating revenues, subject
to meeting prudent credit criteria.

This is a much higher borrowing limit than what
individual councils can access if they manage water
services on their own.

We could improve water infrastructure faster and
more efficiently by developing a smart funding
strategy and accelerating investment. This would
mean better network performance, quicker
upgrades, and more reliable services for our
communities.

Most importantly, this model ensures that the
money collected for water services will be spent

on maintaining and improving the system. It gives
consumers confidence that water infrastructure

is properly funded, meets all public health and
environmental protection regulatory standards, and
secures long-term service delivery.

Consultation Document
Southern Water Done Well - Your Wai Your Way

10,500 469km

drinking water length of water
connections pipelines

26,500

population

e

13,200

population

5,044

drinking water
connections

169km

length of water

pipelines

Clutha

19,300 8,270 2,523km

population drinking water length of water
connections pipelines
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WENLELS

25,100

population

11,975

drinking water
connections

1,626km

length of water
pipelines
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How would it work?

Oownership - Council-controlled organisation
(CCO) jointly owned by the Gore, Central
Otago, Clutha and Waitaki district councils.
Water, wastewater and stormwater assets
would be transferred to the CCO but remain
in public ownership through the councils’
shareholding. Shareholding would be
allocated evenly - each council owning the
same number. Legislation prevents assets
from being privatised.

Governance - The organisation would

have an independent board responsible for
overseeing operations, ensuring efficiency,
and meeting service standards. Councils
would jointly appoint board members and
set clear expectations for performance and
accountability.

Control - Councils would retain strategic
oversight by setting expectations, priorities
and strategic directions for the organisation

Monitoring a CCO’s performance

The new water services organisation would
be carefully monitored to ensure it’s working
effectively and responsibly.

While the water services organisation would
manage the day-to-day operations, local
councils would still play an important role by
setting strategic direction and performance
expectations. This means they’ll define success,
even if they’re not handling the nuts and bolts
of water service delivery.

The new system aims to balance local input
with professional management and rigorous
accountability by creating clear reporting
requirements and independent oversight.
Key monitoring mechanisms include:

2=  Governance: The CCO would operate
under a constitution and shareholding

3

E3!

v/ Preferred Option

that will guide and inform decision making.
The organisation would be required

to perform and report against those
expectations. Councils could also review and
adjust the organisation’s strategic direction
if needed.

Funding - Financially separate from councils.
Water revenues will pay for borrowing costs
and all investment requirements. Consumers
will pay water charges to the water services
organisation for the services they use.

Borrowing - Separate from Councils. The
water services delivery organisation would
borrow from banks or the Local Government
Funding Agency under its own terms, and

its debt won’t be counted against each
council. To access this funding, the Council
would have to provide a guarantee or issue
uncalled capital to the water services
delivery organisation.

agreement, which define its purpose,
structure, and decision-making processes.

Strategic direction: Councils would
issue a Statement of Expectations (SOE)
to guide outcomes and priorities, and
the CCO responds with a Water Service
Strategy, prepared every three years
and supported by an annual budget.

Regular reporting: The CCO must
report to its shareholding councils
quarterly, provide an audited annual
report, and act consistently with
statutory objectives. These measures
ensure councils maintain oversight
while enabling the CCO to deliver
efficient and financially sustainable
water services.

The Upside

Consumers would pay less for water
services than under our other two
options.

Bigger is better! Spreading costs
across multiple councils makes
water services more affordable for
communities than if each council
managed them alone.

Alarger, well-structured entity is
better equipped to meet strict water
service regulations and reporting
requirements.

Councils remain directly involved
through the shareholders’ group,
ensuring a community voice and that
the organisation’s activities reflects
community priorities.

A combined organisation can attract
top industry expertise, operate more
efficiently, and standardise service
delivery.

Would be able to access higher
levels of debt funding from the Local
Government Funding Agency (LGFA).

Strategic procurement - buying in
bulk and establishing longer-term
contracts.

Standardisation of asset
management systems, practices and
data will improve planning across
the Districts

A shared workforce increases
resilience to staff vacancies

and provides improved career
opportunities across the Districts.

Share your thoughts by

Friday 6 June

‘First mover advantage’ for Councils
forming the CCO to design a solution
that works for them.

Financial separation of water debt
(and revenue). This will reduce
pressure on council balance sheets
and free up more investment
capacity for each council should

they wish to use it.

The Downside

Establishing a jointly owned CCO

to serve multiple locations will be
complex and expensive. However,
establishment costs would be debt-
funded to ensure they are shared
equitably between today’s and
tomorrow’s customers.

Potential loss of jobs, internal
council expertise, and
understanding of water services over
time.

No hands-on council control over
managing water assets and how
services are delivered.

This model keeps decision-making
local while benefiting from shared

expertise, cost savings, and
improved service delivery.

8 May 2025
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Share your thoughts by

Option Two

Stand-alone Council Controlled Organisation.

The Council would set up a separate Council
Controlled Organisation (CCO) to manage
water services. While the CCO could still
initially source some services from us, it would
operate independently.

There are some similarities with a jointly owned
CCO. However, going it alone means we would lose
out on critical benefits such as economies of scale,
strategic procurement, workforce resilience, and
standardised asset management.

How would it work?

@  Ownership - The Central Otago District
Council would be the only shareholder
of the CCO. Water, wastewater and
stormwater assets would be transferred
to the CCO but would remain in public
ownership through the Council’s
shareholding of the CCO. Legislation
prevents assets being privatised.

Governance - The CCO would have

an independent board appointed by
the Central Otago District Council
responsible for overseeing operations,
ensuring efficiency, and meeting
service standards. We would set clear
expectations for performance and
accountability.

q®» Control - The community still influences
decision-making through the Council. As
the sole shareholder, we would set the
priorities and monitor performance.

This new organisation would have its own CEO,
board, and management team. This would mean
higher set-up and operational costs for the
Council as costs would not be shared with other
councils. Consequently, consumers would face
higher water charges than our preferred option - a
jointly owned CCO.

Finding skilled board members could be challenging
due to high competition and a limited talent pool.
This could lead to higher board fees, difficulty filling
positions, or appointing less qualified members
compared to a jointly owned CCO.

$ Funding - Financially separate from
Council. The CCO and the economic
regulator (Commerce Commission)
would determine funding, which would
be independent of council influence.
Consumers would pay water charges to
the organisation.

&

Borrowing - Separate from Council. The
water services delivery organisation
would borrow from banks or the Local
Government Funding Agency under

its own terms, and its debt won’t be
counted against its parent council. To
access this funding, the Council would
have to provide a guarantee or issue
uncalled capital to the water services
delivery organisation. Borrowing would
be on less favourable terms than a
jointly owned water services delivery
organisation.

Consultation Document
Southern Water Done Well - Your Wai Your Way

The Upside

«  We would wholly own the CCO,
keeping us closely connected and
allowing the organisation to focus
solely on the Central Otago District

« The CCO would set its budgets and
control all the risks of delivering
three waters services.

«  Would be able to access higher
levels of debt funding from the New
Zealand Local Government Funding
Agency (LGFA).

« The CCO would be financially
independent from the council,
allowing it to more easily meet the
future requirements to produce
separate financial statements and
water services strategies.

« Itwould be solely accountable to
its customers/communities for the
setting of water charges

« There would be the certainty of
long-term funding, which creates an
opportunity to develop long-term,
consistent, pipelines of projects,
creating some efficiencies

« Core capability and higher wage jobs
remain in the District compared to a
jointly owned CCO

« Independence and a singular
focus on the delivery of three
waters services means that the
CCO can be better aligned to meet
the requirements of economic
regulation and deliver the right
infrastructure at the right time.

Consultation Document
Southern Water Done Well - Your Wai Your Way

%)

«  Consumers would pay more for
water services than under the other
two options.

The Downside

« There would be less financial and
workforce resilience, as it will be
smaller than existing councils and
have a smaller revenue base.

« Capacity and capability challenges
- smaller organisations have less
opportunity to attract skilled,
technical staff to specialist roles,
so this model doesn’t increase
our resilience and capacity to
monitor compliance, respond to
emergencies, manage risks, and
adapt to future challenges like
climate change.

« Additional costs and complexities of
establishing a CCO are created, but
a stand-alone CCO does not have
the scale of benefits that a joint CCO
creates.

This option offers some financial
benefits, like greater borrowing
capacity, but doesn’t fully
address long-term

funding, affordability,

or the advantages

of being part of a

larger specialist

organisation.
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Option Three

In-house business unit.

This would see us continue managing and
delivering water services on our own.

This option is similar to how we currently operate,
but with some significant differences to ensure the
new legislative requirements can be met. As such,

itis not the status quo.

Some of the key differences are:

«  Water service costs/income must be ring-
fenced (kept separate) from our other finances,
which would require internal operational and
staff changes.

« New financial reports and statements would
have to be created.

How would it work?

a Ownership - The Central Otago District
Council would own the business unit.
Water, wastewater and stormwater assets
would remain in public ownership.

Rl

Bell

Governance - As an internal business
unit it would be responsible to

the Council through established
mechanisms under the Local
Government Act 2022.

a®®» Control - The community can influence
decision-making through the Council.
The Council must prepare a water services
strategy, maintain separate water service
accounts and prepare an annual budget
and report.

39

We’d need to develop a water services strategy,
maintain separate water service accounts, and
prepare an annual budget and report.

An economic regulator would have a say in
setting water service prices and could require
councils to invest in their water networks.

Increased oversight from national regulators
- the Commerce Commission and Taumata
Arowai.

We’d face new reporting requirements, with
penalties for non-compliance.

Funding - Financially separate from the
Council. Consumers would pay water
charges to the business unit.

Borrowing - The Council would borrow
as usual to fund essential water
infrastructure. However, over time,
water-related borrowing would take

up an increasing share of the Council’s
total debt, leaving less money to fund
other projects like roads or community
facilities.

Consultation Document
Southern Water Done Well - Your Wai Your Way

The Upside

o Thein-house business unit’s sole
focus would be Central Otago
District.

«  With no significant changes to the
day-to-day operational model,
existing jobs could be retained.

«  We would maintain oversight and
control over the work programme
and investment prioritisation

(subject to regulatory requirements).

This option would lead to much
higher water bills on top of rates,
fewer services, and a significant
drop in investment across all
infrastructure.

It forms part of our

consultation because the A
Government says we ‘
must include the

Council’s existing

approach to
providing water

s 25
services in =
the district. AT

Consultation Document
Southern Water Done Well - Your Wai Your Way

Friday 6 June

The Downside

Higher water charges than a jointly
owned CCO.

Significant additional financial
costs in administration and staff
requirements to meet financial and
regulatory obligations.

Would have difficulty meeting
infrastructure investment needs
without significantly increasing
rates.

Unable to access enhanced financing
options.

We would struggle to fund other
important council projects because
we would need to borrow heavily for
water infrastructure.

It would be harder to attract and
keep skilled workers, as the current
model is less appealing to people
looking for career growth.

Limited flexibility to control water
pricing and investment decisions,
under economic and environment
regulation.
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Comparing the Options

Option One Option Two

A Jointly owned Council Controlled Organisation. Stand-alone Council Controlled Organisation.

Council A Council B Council C Council D

Multiple councils jointly own the water organisation

Appoints representatives of committee
or can appoint direct to the board

| v
Councils appoint representatives to Council )
shareholder council (or similar body) transfers AppOInjtmentS anc}
; assets and Accountability Committee
staff to new ¢
\/ Y
Shareholder Council company
One share1 Council
per Counci Responsible for jointly setting shareholder expectations, supports Water Organisation Board
appointing board and overseeing its performance financing
Appoints and removes water Issues statement o
organisation board members of expectations Water Organisation
Water Organisation Board
: : Option Three
Responsible for the operational and
financial decisions consistent with statement of . .
expectation and statutory objectives In-house business unit.
Water services delivered through internal business unit of
division, with ring-fencing of revenue and expenditure.
New planning and reporting framework
for water providers will apply.
@ Consultation Document Consultation Document 6
Southern Water Done Well - Your Wai Your Way Southern Water Done Well - Your Wai Your Way
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How do our Options compare?

Here’s an overview of how our options for water services delivery compare:

Delivery
Model

Who owns
the asset?

Who makes

the decisions?

Legal
compliance

Consumer
costs

Environmental

outcomes

The assets would be
transferred to a CCO but still
belong to the public through
the councils’ shareholding.
The CCO would manage

the assets. Councils would
jointly appoint board
members. The law prevents
privatisation.

The organisation would
have an independent
board responsible for
overseeing operations,
ensuring efficiency,

and meeting service
standards. Councils jointly
set clear expectations

for performance and
accountability through the
Statement of Expectations.

Meets legal requirements
but would be subject to
significant compliance and
economic oversight.

Water services costs will
increase regardless of the
delivery model. However,
consumers would pay less
for water services under a
joint CCO than under the
other two options.

The advantages of scale,
improved efficiencies, and
increased borrowing
capacity could lead to
better environmental
outcomes. Regulations also
protect our environment.

Option 2

Stand-alone
Council Controlled
Organisation

The assets would be
transferred to a CCO but still
belong to the public through
the councils’ shareholding.
The CCO would manage

the assets. Councils would
appoint board members
directly. The law prevents
privatisation.

The organisation would
have an independent board
responsible for overseeing
operations, ensuring
efficiency, and meeting
service standards. Council
will set clear expectations
for performance and
accountability through the
Statement of Expectations.

Meets legal requirements
but would be subject to
significant compliance and
economic oversight.

Water services costs will
increase regardless of the
delivery model. A stand-
alone CCO would produce
the highest costs for
consumers.

With no advantages of scale
and improved efficiencies,
environmental outcomes
other than those legislated
by new regulations are
unlikely to change.

Option 3

In-house business unit
(status quo but with
significant changes)

Councils would continue
to own and manage three
waters assets.

Councils would continue
to make decisions as
they do now. The three-
year election cycle has
the potential to impact
decision-making.

Subject to significant
compliance and economic
oversight. May not meet
financial sustainability
requirements.

Water services rates are
projected to double, on

average, and potentially
triple in some areas.

With no advantages of scale
and improved efficiencies,
environmental outcomes
other than those legislated
by new regulations are
unlikely to change

Consultation Document

Southern Water Done Well - Your Wai Your Way

Social impact

Levels of
service

Growth and
development

Impact on
other council
services

Civil defence
response

Climate
change
mitigation

Consultation Document

Positive social impact,
as councils would have
financial capacity for
community investment.

Would meet legal
requirements.

Due to scale, water services
would likely be improved
over the long term.

By working together,
councils can plan water
services more effectively,
creating a steady

pipeline of projects.

The efficiencies, secure
funding, and scale mean
better infrastructure, which
helps attract businesses,
support growth, and boost
the local economy.

Removing three waters
debt from the books
means Council would have
the capacity to continue
investing in parks, roads,
community facilities, and
other important services if
it wanted to.

The CCO would be
responsible for managing
water services and
restoring water supplies.

Councils would continue

to look after people during
a response. This would
work similarly to how the
Council works with a power
company during a storm.

More climate change
mitigation would be
possible given the
advantages of scale,
improved efficiencies and
an increased borrowing
capacity.

Southern Water Done Well - Your Wai Your Way

Positive social impact,
as councils would have
financial capacity for
community investment.

Would meet legal
requirements.

Working alone means

the CCO would likely lack
financial and workforce
resilience, as it would

be smaller than existing
councils and have a
smaller revenue base. The
limitations are unlikely

to attract businesses or
support growth.

Removing three waters
debt from the books
means Council would have
the capacity to continue
investing in parks, roads,
community facilities, and
other important services if
it wanted to.

The CCO would be
responsible for managing
water services and
restoring water supplies.

Councils would continue

to look after people during
a response. This would
work similarly to how the
Council works with a power
company during a storm.

An increased borrowing
capacity may allow more
climate change mitigation.
However, there are no
advantages of scale.

Reduced social impact due
to financial constraints.

Would meet legal
requirements.

Due to more limited
lending capacity, the ability
to financially prepare for
and manage future growth
needs would be reduced.

Could severely impact
other services due to the
level of investment in water
services pushing Council’s
debt up to or through its
debt-to-revenue limit, and
new legislation requiring
ring-fencing for water
services revenue.

Councils would continue
to look after water and
communitiesin an
emergency.

Challenging due to cost
pressures.
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Levels of
Service

As part of Morrison Low’s
analysis, we looked at how
each of the three options would
affect the water services that
people in our Districts receive.

Money Matters

The Morrison Low modelling predicts Central
Otago’s future water charges per household,
will be:

Understanding Water Service Costs

Water Services costs are going to increase
whatever the service delivery option adopted.

Why costs will increase
2027/28 2033/34
Several key factors driving these increases are:

Delivery Model Financial | Financial
Year Year

«  Expiring wastewater treatment resource

consents .
Option 1
In the short term (the next five to 10 « Ageinginfrastructure that needs renewal Join;—cmijnciltgco $2,645 $3,775
years), we expect that water users «  Significant local population growth (may not (preferred option)
will continue to get the same quality, be applicable for all 4 councils)
amount, and pressure of water, no .
Option 2

matter which option is chosen. «  Stricter environmental regulations $3,094 $4,266

Stand-alone CCO
Over the longer term, a larger water
services organisation would likely have
some key advantages. It would be easier
to hire and keep staff, including people
with specialised skills. It would also be
better placed to borrow money, manage
assets more effectively, and focus fully
on water services.

. Option 3
What’s the cheapest option? In-house $2,780 $4,047

The preferred jointly owned CCO business unit

option helps keep these cost increases
more manageable than if each council
continued to handle services separately.
By working together, costs are shared

These strengths should lead to better
investment in the network - meaning
fewer breakdowns, quicker repairs, and
better overall service for everyone.

A larger, jointly owned, council-
controlled organisation could also work
more efficiently. It would have access
to a broader range of expertise than

the other options, which could improve
resilience and reduce the need to hire
outside consultants.

Consultat
Southern Water Done Well -:Yg

and operations become more efficient
over time.

The jointly owned CCO model also
supports local pricing. That is, the debt
and investment needs of each District
would be reflected in the water services
prices for that area and the benefits
distributed across the four councils’
communities.

Three water rates across Southern Water
Done Well (SWDW) councils are predicted
to rise significantly over the next 10 years.
Based on Long-Term Plans, by 2034, some
councils’ three water rates will be more
than three times higher than they are now.

Consultation Document
Southern Water Done Well - Your Wai Your Way

Below is average annual cost to
ratepayers for a home connected to
our waters services(GST inclusive).
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Total $1,445
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Household charges

The chart below shows the result of modelling for Central Otago. It highlights that:

« Ajointly owned Southern CCO provides a

slightly lower price path for water consumers
in the Central Otago District, but it is generally
within the range of the internal business unit.

« Astand-alone CCO is likely to be more
expensive for CODC water consumers than an
in-house delivery model.

Average 3 Waters household charge including GST
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Investment and Borrowing

Councils borrow money to pay for new
infrastructure for growth, to replace failing old
infrastructure, and to increase service levels.
This ensures future generations (including new
properties) pay their share of the cost of the
new assets they will use.

Previously, we could borrow 175% of defined
revenue. Based on this year’s revenue, this
equates to $138 million borrowing capacity.

However, our new AA credit rating means we
can now borrow up to 280% of revenue from the
Local Government Funding Agency, equating to
$220m.

The Council anticipates requiring $131 million in
the upcoming financial year and $141 million in
2026/21.

While the credit rating is unlikely to be needed
in the next two financial years (bar a significant
natural disaster), it is very close to the debt cap
($138m).

If water services delivery remains with the Council
from 2029/30, the current debt headroom would be
insufficient, and it would likely consistently breach
current debt caps over three years.

Impact on Residents

Water infrastructure combined debt
across the four SWDW councils is
expected to increase substantially on a
per-person basis:

. Current average debt across four
councils: $2,843 per person

. Projected (2034):
$6,926 per person

Irrespective of the delivery model, we will
have to borrow significantly to upgrade
and maintain our water infrastructure to
meet the new legal standards.

Consultation Document
Southern Water Done Well - Your Wai Your Way

Total Council debt breakdown and
remaining borrowing capacity (@ 250%)
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New rules for borrowing

Local Water Done Well legislation sets clear rules on how councils can borrow money for water services. The
borrowing limits depend on whether councils form a council-controlled water organisation or stay with an

in-house model.

If councils form CCOs
(Options 1 and 2)

New water organisations will be allowed
to borrow more for infrastructure.

Under a water services delivery
organisation, the limit increases to
around five times revenue (a 500% debt-
to-revenue ratio), subject to meeting
prudent credit criteria. This would make it
easier to fund significant water projects.

SWDW councils will need to
collectively borrow $598

million over the next 10 years
to fund a combined investment

programme of $760 million.

Consultation Document
Southern Water Done Well - Your Wai Your Way

If councils keep managing water
services in-house (Option 3)

This option may not meet legislative
requirements for financial sustainability
as councils would be forced to breach
their debt caps to fund three waters
investment in either the short or long
term. It would also force significant

and untenable cost increases onto
ratepayers.

Significantly increasing infrastructure
investment would likely see less
investment in community assets.
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The chart below compares total Central
Otago District Council debt to revenue
with and without including 3 waters debt.

Please note that for the purposes of
assessing borrowing capacity, Council’s
revenue and cash reserves from endowment
funds have been excluded.

Both the stand-alone CCO and the jointly
owned Southern CCO would result in
three waters debt and revenue no longer

impacting the Council’s borrowing limits.

It shows that, without three waters’ debt
and revenue, CODC would improve its debt-
to-revenue ratio from 203% to 11% by 2034.

This represents an increase in potential
borrowing headroom of $120 million.

Without a transfer of three waters,
Council’s borrowing capacity will become
increasingly strained.

Council debt revenue without 3 Waters

.

1
2024/25 2025/26 2026/27 2027/28 2028/29 2029/30 2030/31 2031/32 2032/33 2033/34
== |ncl 3 Waters (Option 3) Excl 3 Waters (Option 182) = 280% Max borrowing limit 250% Prudent limit 175% Current Limit

We’d have to spend some money to set up
a new organisation

The initial costs of setting up a new water
services organisation would be high as the
organisation needs to be well-resourced to
ensure efficiencies, better service delivery, and
improved asset management for the long term.

Establishment costs would include transferring
legal responsibilities and assets, setting up

an office, buying software, hiring staff, work
vehicles, billing processes, customer service, and
much more. Estimates are around $13.8 million
for a jointly owned CCO, which would be shared
among the partner councils.

It’s important to understand that these estimates
are for financial modelling purposes and are not
a formal budget. Actual costs are likely to be
refined as work progresses.

For a Joint CCO, water charges are lower for all
ratepayers, even with these establishment costs.

Consultation Document
Southern Water Done Well - Your Wai Your Way

Making an Informed Decision

We recognise the delivery of our water services is a complex topic with
significant long-term implications for our community.

The decisions we make today about how
we structure and fund these essential
services will affect infrastructure quality,
environmental outcomes, and household
costs for decades to come.

We encourage you to learn more about the options
by visiting our website www.lets-talk.codc.govt.
nz/southern-water-done-well, where you’ll

find detailed reports, financial projections, and
frequently asked questions.

Our team is available to answer your questions
at community information sessions or via email
(council-specific content).

Most importantly, we want to hear your thoughts
- please provide your feedback by making a
submission before 5:00pm Friday 6 June.

Southern

Water
Done Well

i@

our way

Consultation Document
Southern Water Done Well - Your Wai Your Way

You can learn more about our
Southern Water Done Well partners
on their consultation websites:

Clutha District Council

Clutha District Council
www.cluthadc.govt.nz/southern-water

RURAL
CITY
LIVING

Gore District Council
www.goredc.govt.nz/water

@ Walt k1

DISTRICT COUNCIL

Waitaki District Council
www.letstalk.waitaki.govt.nz/swdw
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Timeline

Friday 6 June

Consultation Closes

Councils approve the Water
Services Delivery Plan

Government advises on the
acceptability of the Water
Services Delivery Plan

Water Services Organisations

or council must demonstrate
delivery of financially sustainable
water services

Friday 9 May

Consultation Open

Councils consider
public submissions
and decideon a
future water services
delivery model

By 3 September

the Water Services
Delivery Plan is
adopted and submitted
to the Government

1 July 2027

Establishment of
proposed Jointly
owned CCO Water
Services Organisation

Consultation Document
Southern Water Done Well - Your Wai Your Way

Southern Water Done Well feedback form

You can use this form to give us your thoughts, or use our online feedback form at: www.lets-talk.codc.
govt.nz/southern-water-done-well. Feedback is due by 5:00pm Friday 6 June.

Scan and email to: Hand Deliver to: Need more room?
info@codc.govt.nz Central Otago District Council . ,

. . 1 Dunorling Street, Alexandra You can add extra pages if there’s not
Subject line: enough space on this form.
SWDW Consultation And any service centre or library

Tell us a bit about yourself

Are you submitting as an individual, or on behalf of an organisation? (please tick which one)

[] Individual

B ettt ettt b et e besae b (For submission communication purposes)

Which Council water scheme are you on? What age group are you in?

. (We’re asking people’s age as this is a decision that will impact
[] Pisa [] Cromwell [] Clyde/Alexandra our district for decades, and different age groups may have

[] Roxburgh [] Omakau [] Naseby different opinions)
[]0-20 []21-30 []31-40 [] 41-50

[] 51-60 []61-70 [] 71lplus

[ ] Ranfurly [] Patearoa

(This is just for data capture if you are a non-council scheme
and this information will not be shared)

Privacy Statement

Public information: All submissions (including your name and contact details) will be provided to Council staff for administration
and analysing feedback, and to those who are involved in decision making on the consultation.

This information, but not contact details, will be publicly available online. The body of your submission and any attachments will
not be checked for personal information, and you should assume that anything included in these will be made public.

For details on how we collect, store and use your personal information, including how to request a copy of any personal
information we hold about you and to ask for any corrections, please see Central Otago District Council’s Privacy Policy: https://
www.codc.govt.nz/privacy or contact us (details above).

Please note: Council reserves the right to redact any offensive or derogatory language used in the written submissions received
prior to making submissions public.
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: Do you support the collaboration between councils to deliver water services.
Support
Neutral

Oppose

: What are your main concerns about councils working together? (Select all that apply)
Loss of local control
Increased costs
Changes in water quality

Lack of transparency

: What benefits do you see from councils working together? (Select all that apply)
Improved water quality
Cost savings
Better infrastructure

Enhanced sustainability

: Which of these is your preferred option for the future delivery of water services and maintaining and

renewing infrastructure?

]

Option 1: A Jointly owned Council Controlled Organisation

(our preferred option based on the financial impact on our customers, the long-term sustainability for our
environment and community. It provides a ‘whole of region’ approach to achieve the best return on investment for
capital expenditure and the best use of resources.)

Option 2: A Stand-alone Council Controlled Organisation

(this option has the highest water services charges. While offering some financial benefits, like greater borrowing
capacity, it doesn’t fully address long-term funding, affordability, or the advantages of being part of a larger
specialist organisation.)

Option 3: In-house business unit to deliver water

(this option is close to the Council’s existing approach, but with some significant differences. It is unlikely to meet
legal requirements for financial sustainability. The Government says we must include an existing approach option
in our consultation.)

Are there any other comments you’d like to make?

You

are welcome to use more pages to make your submission. Please make sure your name is included on each page and they are numbered. Thank You.
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Executive summary

This report builds on the work completed earlier by the Otago and Southland Local Water Done Well
Working Group, which laid the foundation for identifying the preferred regional three waters delivery model.
The previous report, dated October 2024, provided a comprehensive analysis that has been updated with
new information from the Local Government (Water Services) Bill, guidance from the Commerce
Commission, and updated financial modelling.

Morrison Low was commissioned to provide updated desktop analysis and context for the councils that have
joined together to form the Southern Water Done Well Working Group (the Working Group). The group
comprises of:

Central Otago District Council
Clutha District Council
Gore District Council

Waitaki District Council

The analysis includes consideration of the relative merits of establishing a wholly owned water services
entity, a jointly owned water services entity and continued delivery of three waters services through an in
house delivery model. The work has been competed in response to the Government’s Local Water Done
Well policy and is intended to assist the councils of the Working Group to identify a proposed model for
future three waters service delivery in their communities.

The model for the delivery of three waters services across New Zealand has been the subject of successive
reform proposals initiated by both Central Government and Local Government over the last 8 years.
Challenges with the existing governance and management arrangements are well documented and have
been the subject of a number of reviews. Many of these challenges relate to the funding and financing
challenges that face the sector, and the need to respond to historical underinvestment in three waters
infrastructure.

These issues are as prevalent among the councils of the Working Group as they are elsewhere in the country.
Analysis of investment plans for the Working Group identifies a capital works programme of approximately
$760 million through to 2034. This will result in a doubling of debt (on both a per capita and absolute basis)
and water rates rises rising up to three fold for some water consumers.

This work identifies that the ongoing provision of three waters services will cost more for most communities
under any delivery model. The level of investment in three waters services and the debt required to fund
that is significant.

However, it is also clear that there are significant benefits that can arise through the adoption of a jointly
owned water services entity. Specifically:

All water consumers serviced by a Southern Water Services Entity (WSE) are likely to pay less for
three waters services than they otherwise would through an in house delivery model.

A Southern WSE will have improved financial and workforce resilience, due to its increased scale and
geographic reach.

© Morrison Low 1
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Over time, it is expected that a Southern WSE will be able to provide better levels of service through
improved investment planning, access to specialists, and ability to attract and retain good staff.

The addition of a dedicated, professional board of directors, and a management structure with a sole
focus on three waters service delivery will ensure that investment decisions are made with full
consideration of the best for network outcomes, efficiency, and long term sustainability in mind.

The transfer of three waters debt and revenue from most councils balance sheet will provide those
councils with improved ability to invest in community infrastructure and deliver better placemaking
outcomes for their communities.

In our view, this report highlights that there are clear benefits that arise from the establishment of a
Southern WSE for all of the councils of the Working Group. However, this is unlikely to be without
challenges, while on balance we consider a Southern WSE to be the best model overall, it should be noted
that:

Transition towards a regional price, if it is to occur at all, may result in increased three waters
charges for some water consumers. The WSE is likely to adopt a principle that “no one pays more for
three waters services than they otherwise would have under an in-house model for the same level of
local investment”. This may require the WSE to maintain separate pricing for an extended period of
time.

There is a risk that some local control is eroded. However, the level of control that will be able to be
exerted by councils under the future in house delivery model will already be more limited than
current arrangements.

There may be a loss of high value jobs in some districts through a centralisation of functions.
However the geographic reach of the entity will necessitate a local workforce, and modern working
environments means the impact of this is likely to be limited.

© Morrison Low 2
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Introduction

Morrison Low was commissioned to provide updated desktop analysis and context for the councils that have
joined together to form the Working Group to assist in the assessment of a revised list of water service
models: business unit, wholly owned WSE and a jointly owned WSE. At the time of writing, the group
comprised of:

Central Otago District Council

Clutha District Council

Gore District Council

Waitaki District Council
The work builds on previous work commissioned by the larger Otago and Southland Local Water Done Well
Working Group, which included a larger group of councils. This report should therefore be read in

conjunction with the report for the Otago and Southland Local Water Done Well Working Group dated
October 2024 (the earlier report).

This report focuses on a comparison of the relative merits of delivering water services through:

An in house business unit with financial ringfencing

A wholly owned WSE

A regional WSE comprised of the member councils of the Working Group (Southern WSE).
Specifically, this updates the following sections of the earlier report based on information provided in the
Local Government (Water Services) Bill (Bill 3) introduced at the end of 2024, new guidance issued by the
Commerce Commission, further work carried out by the group, and updated financial modelling.

Strategic objectives

Shortlisted options revised to three as relevant to each council - in-house delivery, wholly owned
CCO and a Southern WSE

Financial modelling
A multi criteria analysis of the future of water service delivery options available to each Council and

the group.

Sections of note in the earlier report remain relevant particularly the case for change and the current state
assessment work. These are not replicated in full in this report. This report is in Appendix Two - Local Water
Done Well Review: Otago & Southland Three Waters October 2024.

The work is intended to assist the Councils’ elected members to identify the future water services delivery
options that it intends to take to the community for consultation in 2025.

© Morrison Low 3
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The future delivery of three waters services across New Zealand faces challenges from a wide range of
converging issues. However, these issues are typically able to be grouped into three common themes:
A need for significant investment in infrastructure, including:

— Long held resource consents nearing expiry

— Ageing infrastructure and increased renewals investment requirements

— The condition of assets

— Increasing or changing regulatory standards and intervention

— Changing demand

— Climate related pressures including increased frequency of droughts and severe wet weather
events.

Increased financial constraints, including:

— The need to significantly increase rates or other revenue that needs to be collected to fund
service provision

— Areduction in available borrowing capacity

— Thedifficulty in funding significant infrastructure investment in small or remote
communities.

Challenges with the recruitment, retention, and development of skills, experience and expertise.

The districts represented by the Working Group are no different. Our analysis of the current state challenges
for the four councils is summarised in the following section and appears in full (for the Otago and Southland
councils) in the report at Appendix Two - Local Water Done Well Review: Otago & Southland Three Waters
October 2024. The analysis identifies that:

The four councils are facing a wave of investment required from a large number of expiring
wastewater treatment consents, ageing infrastructure and significant population growth at a local
level.

A rapid increase in total borrowings to fund investment in three waters infrastructure across all
councils. In some cases, councils which have historically held very low levels of debt are now
projected to exceed borrowing limits that have been imposed by the Local Government Funding
Agency (LGFA).

Large rates rises for the ongoing provision of three waters services. The three waters residential
rates in some areas are anticipated to increase up to three-fold over the next ten years.

Our work in 2021 highlighted recruitment challenges across Otago and Southland, with vacancy rates
in roles delivering water services averaging 13% across the two regions. Conversations with key staff
through this piece of work have identified that recruitment and retention challenges have not
improved significantly since that earlier work and we understand that these issues extend elsewhere
in the country.

© Morrison Low 4
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Further details of the current state of the case for change and the current state assessment can be read in
the previous report in Appendix Two - Local Water Done Well Review: Otago & Southland Three Waters
October 2024.

The combined investment profile for the four councils features a $760 million programme of work over ten
years, across four councils. The work programme consistently sits between $60 Million and $80 million
through to 2031, increasing to between $112 million and $116 million across 2032 and 2033. The large
increase in 2032 and 2033 relates to Waitaki District Council’s wastewater rising main renewal and pipe
relocations.

While there are a number of significant peaks for individual councils throughout the next ten years, the
programme is very consistent across the councils. This may provide opportunities for a Southern WSE to
better manage its capital delivery and provide a strong pipeline of work for contractors.

Figure 1 Combined capital expenditure programme of the four councils

Total capital expenditure over LTP period (SM)
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Financing a $760 million dollar work programme requires significant borrowing. Our modelling shows the
four councils are expected to borrow a combined $598 million by the end of the 2034 financial year, more
than double the current combined debt of $236 million.

On a per capita basis, three waters debt across the combined regions is projected to double from $2,843 per
person to approximately $6,926 per person in 2034.

Figure 2 Three waters debt per capita across combined four councils

Combined three waters debt per capita and debt to revenue for Southern WSE
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In a letter to Councils of 20 December 2024 LGFA outlined its proposed borrowing arrangements. That letter
clarified that lending covenants will not be based on a 500% debt to revenue threshold, but will instead be
based on a “Free Funds from Operations” to debt ratio (FFO ratio). Based on conversations to date with
LGFA, it is expected that a WSE would need to maintain an FFO ratio of 8% or higher. The implications of this
for a Southern WSE are discussed later in this report.
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Rates rises

Three waters rates across the four councils are predicted to rise significantly over the next ten years. Based
on long term plans, by 2034, some councils will have three waters rates that are more than three times
larger than they are in 2025. For some councils, this means a rapid increase in rates in the final years of their
Long Term Plans (LTP).

While there is significant variation across the regions, the affordability of three waters services and rates is
likely to become a key consideration for all councils moving forward. Regionally, the weighted average!
residential rates will more than double from $1,745 in 2025 to over $3,600 in 2034.

This may be compounded by the announcements made on 8 August 2024 that indicated a future economic
regulator will have the power to set minimum and maximum levels of investment and revenue, thereby
restricting councils ability to smooth investment and rating impacts.

Figure 3 Range of potential three waters rates rises across four councils

Potential three waters price range per LTPs
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1 The weighted average is the mean rather than median price. The mean price being on the lower end of the range indicates that
there is a small group of water consumers paying the maximum charges, and that there is significant variation in charges across the
four councils.
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Economic and price regulation

The requirement on councils to develop Water Services Delivery Plans is part of the transitional
arrangements (under The Local Government (Water Services Preliminary Arrangements) Act 2004). This
information will then be shared with the Commerce Commission as it works towards implementing the
indicated economic regulation regime.

The economic regulation regime is proposed under the Local Government (Water Services) Bill (Bill 3)
currently before Parliament. This is expected to come into effect by mid-2025 and other aspects from 2026
(revenue thresholds, quality regulation, performance, price quality).

The settings for economic regulation are aimed at Water Service Providers (WSPs), including councils and
WSEs who are responsible for making core decisions about capital and operating expenditure, revenue
recovery, and charging levels.

The aim is to address water infrastructural challenges through influencing price and quality, protecting both
consumer interests and promoting sufficient revenue recovery for investment and maintenance of water
infrastructure.

This will apply firstly to all local government drinking water and wastewater services, with some flexibility on
stormwater to be added at a later date.

This model is the extension of the existing economic regulation regime (which currently applies to electricity
lines services, gas pipeline services, and airport services) in the Commerce Act 1986 to water services. The
Commerce Commission (the Commission) will therefore be tasked with overseeing the economic regulation
and consumer protection regime.

The Commission will be provided with a range of tools (enforcement and regulation-making) to ensure that
WSPs providers collect sufficient revenue and make efficient investment decisions to maintain and develop
infrastructure.

The Commerce Commission will have a number of options:

e Information disclosure: local government water services providers must disclose information to
promote transparency and inform the need for further regulatory intervention.

e Revenue thresholds: revenue thresholds can be set by the Commission to ensure that WSPs collect
enough revenue to operate, maintain and develop water infrastructure.

e Quality standards: the Commission can set specific standards and performance requirements for
WSPs aimed at quality improvements.

e Price-quality regulation: a maximum or minimum revenue or pricing levels that WSPs can collect may
be set ensuring that water services are delivered at a quality that communities expect.

The Commission will also enforce financial “ringfencing” where revenue collected for regulated water
services (initially drinking and wastewater) must be spent on water services along with financial penalties
available if breached. Noting the ringfencing is not by type of water, it is the waters package.

In support of this economic regime, the proposed consumer protection regime will require the Commission
to monitor the treatment of consumers by WSPs. Where there are existing issues revealed in information
disclosures a range of additional regulations on complaints, dispute resolution may be deployed alongside,
service quality guidelines and mandated service quality codes.
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Work commissioned by the Otago and Southland Local Water Done Well Working Group, and outlined in the
earlier report, identified a preferred regional three waters delivery model to take the form of a multi-council
owned, asset owning, CCO. The working group has not re-visited that initial assessment of shortlisted
options, and confirmed through a joint meeting with mayors and chief executives that work should proceed
on the basis that:

The regional delivery model will be a jointly owned CCO
The model should include all three waters

Other structural options, such as full or partial ownership by a community trust, could be disregarded
for now. The option to transfer ownership to a community trust at a later date will always remain.

Council members of the working group have yet to agree on their preferred delivery models for consultation.
However, no alternative regional models are being considered, meaning this report deliberately focuses on
the remaining options, being:

1. Business unit: In house delivery by council with financial ringfencing.

2. Wholly owned WSE: An individual Council-Controlled Organisation responsible for most elements of
water services delivery. Each council would continue to set its own charges, manage its own debt,
and agree a three waters budget.

3. Jointly owned WSE: A single WSE responsible for all elements of water services delivery. Councils
would not own three waters assets, set charges or manage their three waters debt under a WSE
model. Arrangements could be agreed around the approach to harmonising prices or ringfencing
some debt.

To allow meaningful comparison of options a set of five strategic objectives was endorsed after refinement
of those developed and endorsed by chief executives and mayors from the Otago and Southland region and
were endorsed for adoption by the original four councils of the Working Group. The strategic objectives are
reflective of the Government’s Local Waters Done Well objectives and the regional challenges identified
through a current state assessment. The endorsed objectives are:

1. To deliver three waters services in a way that reflects the importance of water to the health of our
residents, visitors, environment and economy.

2. To deliver three waters services that sustainably respond to change in population, economic activity
and climate change.

3. To deliver three waters services through a model that is responsive to the local needs of our
communities.

4. To provide efficient and effective services through a model that supports robust decision making and
the development of enduring capability and capacity.

5. To ensure that three waters services are delivered through a model that is enduring and financially
sustainable.

Options have been assessed against these strategic objectives within this report.
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Strategic objectives

Strategic objectives help guide the development and assessment of options. They summarise and reflect the
critical elements of success, and the aspirations for improved water service delivery across the Otago and
Southland regions.

Strategic objectives were developed having regard to the issues identified through the case for change. The
strategic objectives outlined in Figure 4 were developed through workshops with the Otago Southland Local
Water Done Well working group, and were presented to General Managers, and Chief Executives for
challenge and refinement.

Figure 4 Investment objectives

Deliver three waters services in a way that reflects the importance of water to the health of our residents, visitors,
environment and economy.

Deliver three waters services that sustainably respond to change in population, economic activity and climate
change.

Deliver three waters services through a model that is responsive to the local needs of our communities.

Provide efficient and effective services through a model that supports robust decision making and the development
of enduring capability and capacity.

Ensure that three waters services are delivered through a model that is enduring and financially sustainable.

The strategic objectives are explained further in Table 1 below. The objectives outlined in Table 1 include
alignment to the four wellbeings to provide further clarity and context, and a level of detail or definition for
each of the objectives that can then be used to assess the options.
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Strategic objectives alignment to four wellbeings
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Economic
Wellbeing

il

Three waters services
and assets are resilient

Provision of reliable,
continuous services

Economic and
population change is
supported through the
provision of
infrastructure

Services provision
recognises the diversity
in need for three waters
infrastructure across
our communities

Scalable and adaptable

Maximises available
efficiencies and

encourages effective
investment planning

Supports improved
retention and
recruitment

Systems and processes
are robust and
consistent across the
regions

Enough funding is
raised (through charges,
grants, debt or other
means) to invest in
needed infrastructure

The funding model
allows for the ongoing,
sustainable, provision of
three waters services

We meet the
requirements of an
economic regulator

Cultural
Wellbeing

Services respect the
cultural significance of
water and receiving
environments

Service provision
reflects our role as
kaitiaki for the natural
environment

The intergenerational
impacts of investment
are considered

A delivery model that
allows for effective
engagement with
stakeholders

Strong relationships are
held with Runaka

Runaka are provided
meaningful
opportunities to
contribute to decision
making

The financial capacity of
councils to invest in
community
infrastructure is
enhanced
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Social
Wellbeing

L L 1
324

Public health is at the
heart of decision
making

Services will be
compliant with all
consents, regulatory
standards and drinking
water standards

Communities are given
access to three waters
services that they need

Investment in small
communities is
maintained

No community is left
out

The health and safety of
our workforce and the
public is protected

The model supports a
highly coordinated
emergency
management response
capability

The model supports the
development of happy,
high performing people

/4
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Three waters services
are delivered in a way
that is more affordable
than the alternative

Environmental
Wellbeing

o\
-~

The health of marine,
estuary and freshwater
environments is
reflected through our
approach to network
management and
service provision

Investment decisions
balance growth
demands against
environmental
outcomes

Investment planning
and service delivery
recognises differences
in the local
environments of our
communities

Access to a broad range
of skills and resources
supports innovation and
investment planning
that produces good
environmental
outcomes

Investments consider
the long term
environmental impacts
to reduce whole of life
costs
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Comparison of the options

While earlier work considered a broad long list of options for collaboration, these are not considered further
in this report.

For the purposes of this report, three options are assessed.

An in house business unit with financial ringfencing for each council
A wholly owned WSE for each council

A Southern WSE, owned by the constituent councils of the Working Group.

These do not provide the full suite of options that may be available to councils at an individual level. It is
acknowledged that councils may wish to consider their own options independently of the work undertaken
for the Working Group.

This option involves councils providing three waters services through an internal business unit or division.
This includes no formal collaboration between councils for the ongoing delivery of water services.

While this option most closely resembles the status quo delivery model for many councils, it is clear that
future three waters delivery is not the same as the status quo, with key differences provided in the
legislation.

The new statutory requirements for all water service providers will apply, including meeting statutory
obligations and financial principles (ringfencing and financial sustainability requirements) and sustainability
requirements, and separate new planning and reporting frameworks for water services. All models are
subject to the economic regulation regime described above. The combined impact of these changes will be
significant and mean that the future of three waters service delivery looks different to current arrangements

While this option may resemble the “status quo” there will be some key differences in the model due to the
new regulations, this will include:

New financial statements and financial reporting being required

The need to prepare a water strategy

Increased scrutiny and the need for clear separation of finances for three waters

The influence of an economic regulator on revenue and price setting, and its ability to direct councils
to make certain investment in its network

New information disclosure requirements, and associated penalties for non-compliance, and their
impact on staff workloads.

Councils may wish to consider establishing a three waters sub-committee with independent members to
supplement elected members skills in their governance role. Structural change may be required in some
cases to support ease of financial ringfencing.

Financial modelling of the in house delivery model option was undertaken as part of this programme of work
for comparative purposes. That modelling and the outcomes it projects may differ from council LTPs or
financial projections, as it applies a standard set of assumptions.
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No significant changes to water service delivery approach, ownership or structure (if status quo)

Local ownership is maintained through the usual council governance oversight and reporting to
council through established internal processes

Councils maintain oversight and some control over the programme of work and prioritisation of
investment

Minimum changes to meet legislative requirements.

Significant additional administration requirements and costs to ring fence water and meet regulatory
requirements

Significant additional reporting and compliance obligations

Likely increased scrutiny from the Government, Commerce Commission, and Taumata Arowai than
may be afforded to WSEs

Economic regulation activity may have broader impacts on Council to allow the Commerce
Commission to be satisfied that councils have appropriately applied ringfencing provisions

For most of the councils in the Working Group the increased borrowings to support three waters
investment will impact their ability to invest elsewhere, with some having no borrowing head room
to support activities other than three waters

Councils will continue to compete for contracting resources and employees, and an inhouse delivery
model is likely to provide a less attractive career path than alternative models

Councils will have limited discretion in the setting of water charges, or investment needs, with an
economic regulator setting many of these requirements

There is a limited pool of expertise for staff with infrastructure regulation experience. These skills
will be necessary in any future service delivery model, and roles in larger WSEs will be more
attractive

Will result in higher water charges than a Southern WSE which maintains local pricing

May lead to some councils seeking to cut other services to keep overall cost increases for ratepayers
and water consumers lower.
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Option 2 — Wholly owned WSE

This option involves a council establishing their own wholly owned WSE responsible for that council’s water
services delivery.

This would involve major structural change, with the establishment of a new company with its own CEO,
board of directors and management structure. The WSE may be able to procure some services from its
parent council (at least in the short term).

Under this model:

e The WSE would be responsible for full water services including stormwater
e Councils would transfer assets, debt and powers to raise revenue

e Stranded overheads of the individual councils will not be compensated by the WSE, however the
WSE may have the ability to procure services from shareholder councils in order to minimise the
impact of stranded overheads

e Councils will be required to provide a guarantee or uncalled capital to the WSE to enable it to borrow
through the Local Government Funding Agency

e Councils would not typically employ three waters staff directly and are unlikely to have a need to
retain internal expertise

e Funding for this option would be determined by the WSE and the economic regulator and will be
independent of council influence.

Benefits
e Each CCO would be 100% owned by their respective council. This provides a level of more direct
accountability between the WSE and the council owners when compared to a Southern WSE
e Financial separation of water debt (and revenue), reducing pressure on council balance sheets

e Board appointments made by council appointment process, comprising independent professional
directors

e Councils will not be directly impacted by economic regulation activities themselves

e Can access Local Government Financing up to the equivalent of 500% of operating revenues with the
provision of parent support (through proportional guarantee or uncalled capital), although
borrowing will be measured based on a Free Funds from Operations to debt ratio agreed with LGFA

e The WSE will set its own budgets and will control all the risks of delivering three waters services, this
will enable the WSE to direct investment to where it is needed the most without competing for
scarce resources (funding and staff)

o The WSE will be financially independent from councils, allowing it to more easily meet the future
requirements to produce separate financial statements and water services strategies

o The WSE will be solely accountable to its customers/communities for the setting of water charges

e Certainty of long term funding creates opportunity to develop long term, consistent, pipelines of
projects creating some efficiencies

o Core capability and higher wage jobs remain in the District when compared to a Southern WSE
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Independence and a singular focus on the delivery of three waters services means that the WSE can
be better aligned to meeting the requirements of economic regulation and delivering the right
infrastructure at the right time.

Control will be more limited than a traditional CCO; the Commerce Commission and Taumata Arowai
will exert significant control over the decision making of any water supplier through their regulatory
powers including directing investment requirements and water fee/revenue requirements

Competition for competent, skills based board members will be high, with a limited pool of qualified
people. This may result in higher board fees, difficulty filling board positions, or the need to employ
board members that are less qualified than members of jointly owned WSE boards

A wholly owned CCO will lack financial and workforce resilience, as it will be smaller than existing
councils, and have a smaller revenue base

Competition for contractors and resources remains, as a large number of small WSEs and councils
run operations independently of each other

Recruitment and retention difficulties will likely continue, as larger jointly owned WSEs will be able
to offer more career opportunities and development paths

A wholly owned WSE will probably need to comply with stricter borrowing covenants than a larger,
jointly owned WSE

There is a limited pool of expertise for staff with infrastructure regulation experience. These skills
will be necessary in any future service delivery model, and roles in larger WSEs will be more
attractive

Additional costs and complexities of establishing a CCO are created but a wholly owned WSE is not of
sufficient scale to create meaningful benefits

A wholly owned WSE will lack scale, meaning its procurement power will be weaker, impacting
investment and service costs, and it will still be reliant on external consultants for some skills and
expertise as it will not have a large enough programme to justify bringing these in house.
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A Multi Council Water Service Entity

This option involves the four councils of the Otago and Southland regions establishing a water services entity
(Southern WSE) that is responsible for all of the elements of water services delivery for its shareholding
councils/shareholders. A targeted establishment date is proposed as 1 July 2027.

A number of assumptions representing key decisions in principle are built into this model. These are set out
in more detail in the next section, Design Principles, but in summary :

e The WSE would be responsible for full water services including stormwater
e Councils would transfer assets, debt and powers to raise revenue

e There would be no requirement for a regional price to be adopted at establishment, or over any
specific period of time

» Regionally consistent pricing will be applied at the earliest point and residential charges under this
model for three waters services will not be any higher than otherwise would have been to deliver the
same amount of total investment

e Stranded overheads of the individual councils will not be compensated by the WSE, however the
WSE may have the ability to procure services from shareholder councils in order to minimise the
impact of stranded overheads

o Rural water schemes will need to be worked through on a case by case basis, however it is assumed
that the management and ownership of these schemes is transferred to a water entity unless
existing scheme users agree to a community ownership model

e Itis assumed that a Southern WSE will be empowered to set charges differentially, based on the level
of service received (for example rural and urban water may attract different charges)

o Shareholding will be allocated evenly per council but without dividends being paid. Shareholdings
have been determined on a “one share per council” basis to ensure that no council has more
influence than any other, and to facilitate easier inclusion of additional shareholders at a later date

o Debt guarantees or uncalled capital requirements from LGFA will be determined using a pre-agreed
methodology that will likely consider the opening debt position of each council and its future
investment needs

e There is no assumption that debt would be “pooled” across all ratepayers. Ringfencing of debt is one
mechanism that may be able to be used to achieve local pricing

e Councils would not typically employ three waters staff directly and are unlikely to have a need to
retain internal expertise

e Funding for this option would be determined by the water services entity and the economic
regulator and will be independent of council influence.

Benefits

e Standardisation of asset management systems, practices and data will improve planning across the
regions

e Ashared workforce increases resilience to staff vacancies, and provides improved career
opportunities across the regions
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e Combined scale of WSE may mean expertise, specialisation or systems are able to be utilised that a
single council would not otherwise be able to provide. This may include the ability for a WSE to
employ resources that it would otherwise need to procure from consultants

o Standardisation of contract management approach and procurement process, as well as the
development of larger programmes of work, will improve the WSE’s attractiveness in the contractor
market and lead to greater efficiency

o Financial separation of water debt (and revenue), reducing pressure on council balance sheets

o Certainty of long term funding creates opportunity to develop long term, consistent, pipelines of
projects creating some efficiencies

o Can access Local Government Financing up to the equivalent of 500% of operating revenues with the
provision of parent support (through proportional guarantee or uncalled capital)

e The WSE will set its own budgets and will control all the risks of delivering three waters services, this
will enable the WSE to direct investment to where it is needed the most without competing for
scarce resources (funding and staff)

o The WSE will be financially independent from councils, allowing it to more easily meet the future
requirements to produce separate financial statements and water services strategies

o Independence and a singular focus on the delivery of three waters services means that the WSE can
be better aligned to meeting the requirements of economic regulation and delivering the right
infrastructure at the right time

e Councils will not be directly impacted by economic regulation activities themselves

o The water entity will be solely accountable to its customers/communities for the setting of charges

o The WSE will have the scale to attract high quality independent directors and economic regulation
specialists together with the skilled staff required

o Can provide lower residential three waters charges to all water consumers than the in house delivery
model if localised pricing is adopted.

Risks and disadvantages

The risks and disadvantages of this option include:

e Without appropriate processes in place, some communities may receive higher proportionate levels
of investment than others and the prioritisation of investment may differ or change in timing
compared to under the Council inhouse option

e The WSE will be able to set three waters prices entirely independently from decisions made by
councils, and these decisions may have affordability implications for communities. Economic
regulation will mitigate this risk, and guiding principles regarding the setting of water charges may be
incorporated within shareholders agreements, the constitution and statements of expectation

e There may be a loss of some high value jobs in small districts, but given the geography covered, the
WSE will likely need a presence of skilled staff in each district.

e The water services organisation may seek to choose investment options that present the minimum
cost to achieve compliance rather than reflecting local community expectations for a higher level of
service
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There may be a reduction in the level of control that is able to be exerted by shareholder councils,
however the regulatory activities of the Commerce Commission and Taumata Arowai will result in
reduced control in all delivery models

A larger WSE is less able to procure services from individual councils, meaning the impact of stranded
overheads may be more acute.
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Design principles of a Southern WSE

There are a number of key decisions regarding a Southern WSE which may impact its ability to extract
financial and non-financial benefits. These design elements may be important for decision makers to
understand when considering different options.

A workshop with the Chief Executive Officers and Council Executive Group members was held on 13 February
2025 to discuss some of the key principles for WSE design.

The workshop on 13 February 2025 considered a number of key WSE design principles. In most cases, these
are to be considered “guiding principles” which are subject to further detailed design work before formal
decisions are made. In particular, the following principles were agreed:

Price harmonisation and its implications were debated. There was a general agreement that this
would be desirable over time, however the working principle adopted was that “residential charges
for three waters services will not be any higher than they otherwise would have been under a council
delivery model for the same level of local investment”. Over time, this principle may allow the WSE
to reduce the total number of geographically distinct charges that it sets

The WSE would be a jointly owned council controlled organisation, with no involvement from
consumer trusts

That the WSE would have responsibility for delivering stormwater services. The precise
arrangements behind that, including whether ownership is to transfer or whether this would be
through a contractual model was yet to be determined

Stranded overheads and how to address them were discussed, including potential service sharing
and cost allocation. There was general preference to avoid any model where the WSE compensates
councils for stranded overheads (without precluding the ability for the WSE to procure services from
councils)

That shareholding should be on an “equal rights” basis. That is, each council shall have equal
shareholding and equal decision making rights within the proposed WSE. Other shareholding
options were considered, however an equal shareholding approach was considered to be the most
appropriate model to enable entry and exit of councils from the model in future years

Decisions regarding appointment of board members or adoption of a statement of expectations
should be on the basis of a majority, and will not be required to be unanimous. While a requirement
for unanimous decisions was considered, it was determined that this would likely be challenging to
achieve

A target establishment date of 1 July 2027 was determined to be appropriate. There were concerns
that moving at greater pace than this would be challenging, particularly given local government
elections in late 2025

It was agreed that the group would engage with Ngai Tahu to try and define a meaningful role for iwi
within the WSE. No decisions were made on what that role would look like, however it was agreed
that this should be meaningful but not reach as far as the previous reform

It was agreed that the WSE should have no intention of paying a dividend
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e It was agreed that there would be a need for a shareholder representative group to be established to
manage appointments of the board of directors, the development of a statement of expectation, and
to fulfil the councils’ governance and oversight roles. The number of representatives from each
council to that committee, and the voting mechanisms are yet to be determined.

What has yet to be decided

There are a number of WSE design elements that are yet to be agreed, and the detail regarding these will
need to be worked through post-consultation. These include, but are not limited to:

o The precise role of mana whenua/iwi in the governance arrangements

e Whether the WSE has a “head office” and where that “head office” may be located

e The extent of any shared services that may be procured from councils, and on what terms

e The actual management and governance structure

e The arrangements for allocating financial guarantees or uncalled capital requirements to councils (for
example is this based on shareholding, opening debt, future investment?)

e Adetailed funding and pricing plan for the WSE including local and regional price differences

e A combined capital works programme, and the development of any principles or processes to ensure
that investment is allocated/prioritised fairly

e The number of representatives from each council on the shareholders representative group
e The mechanisms to incorporate consumer or ratepayer feedback

e Any restrictions or processes that need to be adopted during the transition period between adoption
of a (joint) WSDP and the establishment of a WSE (for example renewal of contracts or commitment
to new capital works)

e The arrangements for the transfer of stormwater services.
Many of these decisions will be worked through and incorporated in either:
e The implementation plan for the WSE
o Ashareholders agreement, constitution or first statement of expectations for the WSE

o Left to be decided by the WSE itself.
Rural schemes

The councils in the working group include rural and provincial councils. These councils provide a range of
different levels of service for drinking water to their communities. A few councils include rural water
schemes which provide drinking water for human consumption as well as water used only for livestock
and/or irrigation.

The provision of water to rural communities is fundamentally different to the provision of water in an urban
setting. In particular:

o The level of treatment provided may differ (particularly if the scheme is not intended to be used for
drinking water)

e By volume, the majority of water is used for purposes other than human consumption
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The schemes are often low pressure, trickle feed systems, rather than on demand schemes
They are proportionally very large, with fewer connections per kilometre of pipe
They have large volumes of water consumed by a small number of customers

They may have a different charging mechanism (often sold in units of entitlement rather than
volumetric or fixed price charges)

They may have more hands on management or governance, for example through a rural water
scheme committee.

This report, and the underlying financial modelling, does not specifically deal with rural water schemes. For
the purposes of this report, rural water schemes are part of the water supply activity, and rural water users
are treated as being residential connections for the first unit that they purchase only. Further refinement of
this assumption over time may mean that average residential waters charges, and charges for rural water
schemes, will be revised.

As work progresses on further developing arrangements for the Southern WSE, decisions will need to be
made on the following matters, in consultation with rural water users:

Whether a different price is set for rural and urban water. It is currently proposed that the WSE will
be able to set different charges based on level of service received and geographic location

What the governance or management role for rural water may look like, including whether there are
mechanisms to preserve some of the functions of rural water scheme committees.

The report, and the underlying financial modelling focusses mainly on residential three waters customers. To
do so, we:

Determine the total revenue requirement for the WSE

Multiply that by the expected percentage of revenue to come from residential customers (based on
each council’s current proportions)

Divide the result by the number of residential customers.

This approach is adopted because it is recognised that a small number of commercial connections can
contribute a large percentage of total revenue for some councils. This is particularly true for rural and
provincial councils.

We do not report the impact on water charges for commercial customers. However, given our high-level
approach does not assume any change in the underlying tariff structure for each council, the annual
percentage increase in rates for residential customers can assumed to be equally relevant for commercial
customers in our modelling. That is, the shape of the curve in our graphs would be consistent between
residential and commercial customers.
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Multi-criteria analysis

A desktop assessment of the three options for three waters service delivery against the agreed strategic
objectives was carried out by Morrison Low. The assessment relied on qualitative assessment (for non-
financial criteria) and quantitative assessment for the financial sustainability criteria.

In completing the assessment, investment objectives were applied an equal weighting (so all criteria totalled
100%).

Options were assigned a score between -3 and +3. A score of -3 represented that the option had significant
negative effects against the relevant assessment criteria, while a score of +3 represented significant positive
effects. A score of zero indicated that the option resulted in neither an improvement nor deterioration of
outcomes. Options were assessed against the “In house business unit” for comparative purposes. While not
the status quo, this option is considered to be the default option should no change otherwise be made.

The results of the Multi Criteria analysis (MCA) are shown in Table 2 below. The full results of the Multi
Criteria Analysis, including relevant commentary are included in Appendix One - Non financial MCA. The
scores assigned to objective 5 (the financial sustainability criteria) may vary between councils. However, the
non-financial criteria are considered to be consistent across all councils.

Table2 Summary of MCA analysis

Delivery | Responsive | Responsive | Efficient | Financially
of safe to changing to local and sustainable

and environment needs effective and
healthy | and demand delivery enduring
water of three
waters

In house business unit 0 0 0 0 0 0
Wholly owned WSE? 1 -1 0 -1 -1 -0.4
Southern WSE 2 1 -2 3 1 1.0

The difference between scores are significant, indicating that there would need to be a large shift in scores to
change the overall outcome of the MCA.

2 The scoring for a wholly owned WSE can change depending on the council. The score in the table reflects the assessment that
applies to most of the councils. Any differences are highlighted in the text below the table.
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The assessment highlights significant benefits for a Southern WSE model, reflecting:

The benefits of scale in improving financial and workforce resilience, and providing greater access to
specialists, high quality board members, and good staff

The consequences of regionalisation on local decision making and outcomes, and a potential loss of
some local high value jobs. Many of these risks may be mitigated through WSE design and

implementation

Scale providing increased opportunities to obtain efficiencies through certainty of funding and

consistent systems and processes

The benefits of financial autonomy and scale providing financial resilience

The results of indicative financial modelling which identified that there are opportunities for the WSE
to levy lower household charges across all districts than would be the case with the in house option
or wholly owned WSE.

Multi criteria analysis also considered the impacts of the three options on the levels of service provided to
water consumers in the districts represented by councils in the Working group. Under all models, we expect
that water consumers will receive the same quality, quantity and pressure of water over the next 5 - 10
years. A comparison of the differences in levels of service over that time period is summarised in the table

below:

Table 3 Level of service impacts

Quality and safety
of water

Council Operated
Enhanced service

e Nochange

e No change

Wholly owned WSE Southern WSE

e Nochange

Quantity and
pressure of water

e Nochange

e No change

e Nochange

Responsiveness to
faults/complaints

e Nochange

e May have minor
improvements

e May have minor improvements
due to improved contract
management

e May have reduced local
presence, however given the
geographical area this is likely
to be a minor impact

Investment in
network

e No change

e May have minor increase
from improved delivery
focus

e Will likely increase as a result of
improved delivery

e May differ across districts as
work programmes are
prioritised to manage scarce
resources (contractors, staff and
funding)

Summary

No Change

May have minor
improvement

Likely to result in minor
improvement
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Over a longer period of time, we would expect that a larger water entity will have an improved ability to
attract and retain staff, and to be able to afford to hire staff with a broader range of skills and
specialisations. This, alongside increased ability to leverage debt, improved asset management practices,
and dedicated focus should lead to better investment in the network, leading to fewer faults, improved
responsiveness, and overall higher levels of service.

There are also opportunities for greater efficiency with scale. A Southern WSE would have access to a
broader range of skills and specialisations than the in house option or wholly owned WSE, This could support
resilience and generate efficiencies through reduced reliance on consultants.
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Financial modelling

This section summarises the initial outputs of our financial modelling for a Southern WSE.

The modelling compares a “comparator case” with a Southern WSE. This comparator case is not the same as
the existing service delivery model for councils and therefore may not align with each council’s own
projections regarding three waters price paths. The comparator case is necessary to ensure that financial
results are compared using the same base assumptions, and that only differences that are the result of a
change in delivery model are reflected.

The initial results focus on key metrics:

Household charges for three waters
Capital investment

Debt

Detailed financial modelling assumptions are outlined in Appendix Three - Modelling assumptions

The financial modelling applied for this report is particularly sensitive to the size of each council’s capital
works programme. This is because the scale of the investment programmes require significant amounts of
borrowing, and one of the key differences between in house delivery and the WSE options being considered,
is the ability to access debt.

We are also aware that there is large amount of uncertainty surrounding capital programmes for all councils,
due to:

Inherent uncertainty related to long term cost projections, which typically may not have detailed
design or may not have been tendered

The recent release of draft wastewater standards, which are yet to be properly costed

The transfer of responsibility of setting stormwater standards to Taumata Arowai

Direction provided to Taumata Arowai to take a pragmatic approach to the application of drinking

water standards and regulations which may alter planned investment requirements

To address some of this risk, a high level assessment of the cost assumptions applied by each council was
completed by Utility NZ. This assessment identified where there was likely to be material risk of cost
estimations being wrong or uncertain. The outputs of this assessment, contained in the report at Appendix
Four - Southern CCO Programme Assurance Findings, have been used to complete sensitivity testing of the
WSE and council business unit models. This is represented by the shaded area in relevant charts.

Details of the sensitivity testing used are also presented in Appendix Four - Southern CCO Programme
Assurance Findings.
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Regional results

Figure 5 below presents (nominal) average household charges for the in house business unit for each council
against a local price from the Southern WSE through to 2034.

The dotted lines represent the base comparator case (in house business unit) costs for each council, with the
solid lines representing the local prices that may be charged by a Southern WSE.

It’s important to note that local prices have been set by sharing the WSE's savings proportionately across
each council. Alternative pricing models may be adopted, including full ringfencing of debt, interest,
operating costs, or total expenditure. However, the modelling demonstrates that the WSE is able to deliver
household water charges which are lower for all ratepayers than they otherwise would be through an in
house business unit.
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Figure 5 Local prices under a Southern WSE

Residential three waters charge in house versus Southern WSE with local pricing
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The chart shows all water consumers of a Southern WSE are able to have lower three waters charges than they would otherwise receive through an in
house delivery model.
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There is no requirement for a Southern WSE to adopt a harmonised or regional price. In fact, the working
group has indicated a preference for the WSE to adopt a pricing principle that:

“Charges for water services shall be no higher through the Southern WSE than they otherwise would have
been through an in house delivery model that has completed the same level of local investment as the
Southern WSE”

Notwithstanding that underlying principle, we consider that it is likely that a Southern WSE will, over time,
seek to move towards a pricing model where there is a consistent price for the same level of service
received.

Modelling presented in Figure 6 shows the potential price range under a regional pricing model. The shaded
area represents uncertainty arising from the capital programme, with the solid line representing our most
current and up to date understanding of a potential capital works programme.

The modelling shows that as forecasting uncertainty increases, there is an increasing likelihood that a
regional price that is lower for all water consumers may be able to be reached.
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Figure 6 Regionalised prices under a Southern WSE

Household charge comparison - Councils vs Southern WSE
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The chart below shows total Southern WSE debt compared to the combined three waters debt of the
participating councils.

Although not significant as a percentage of total debt, the Southern WSE can be more highly leveraged than
the combined councils, particularly during its initial five years (FY2028—FY2032). This higher leverage means
the WSE requires less revenue to support its borrowing, enabling it to lower its overall revenue
requirements. As a result, the WSE can offer reduced Three Waters charges to consumers compared to what
individual councils would require.

The Southern WSE looks to optimise debt and revenue to keep charges low throughout the modelling period.
This means debt and revenue stabilise over the longer term.

Given inherent modelling uncertainty beyond the first 10 years, we would expect borrowing over a long term
to be sustained at higher levels than represented in each council’s respective profile.

Figure 7 Debt profile of combined four councils versus a Southern WSE
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The chart below shows total revenue for a Southern WSE compared to the combined three waters revenue
of the participating councils.

A Southern WSE is able to be more highly leveraged than the combined councils. This means that the WSE

does not need to generate as much revenue to support its borrowing requirements and is able to reduce its
overall revenue requirements to support that debt. Ultimately that allows reduced three waters charges to

consumers compared to individual councils.

The Southern WSE looks to optimise debt and revenue to keep charges low throughout the modelling period.
This means debt and revenue stabilises over the longer term.

As the WSE begins to realise efficiencies, it is able to reduce its total revenue requirements even further
when compared to the combined councils.

Critically, because the WSE requires less revenue than the combined councils throughout the modelling
period, it is able to spread the benefits of this across all water consumers to ensure that they pay less than
they otherwise would have.

Figure 8 Revenue profile of combined four councils vs Southern WSE

Three waters revenue - Southern WSE vs Business units ($S000)
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The chart below shows total capital expenditure for an Otago Southern WSE compared to the combined
three waters debt of the participating councils.

The Southern WSE has higher capital expenditure levels than the combined councils in its first year, reflecting
the need to incur establishment costs®. Over time, a Southern WSE is able to reduce capital expenditure
compared to the combined councils as it begins to achieve organisational efficiencies through improved
asset management practice and coordinated procurement to deliver the same programme of works. These
savings ultimately give rise to lower three waters charges.

The capital works programme is generally flat, with the exception of:

A spike in 2032 and 2033 relating to Waitaki District Council’s wastewater rising main renewal and
pipe relocations

A spike in 2035 relating to Clutha District Council’s Milton Wastewater Treatment plant
A spike in 2039 and 2040 relating to the combined impact of the Gore Wastewater Treatment plant

Figure 9 Combined capex profile of four councils vs Southern WSE
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3 Refer to Appendix One for the modelling assumptions used
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30 year projections

We have included indicative 30 year projections in this iteration of modelling. Because of the inherent
uncertainty of 30 year capital programme projections we have:

o Applied a very broad range of sensitivity to the capital programme beyond 2034
» Not presented potential price paths for individual councils beyond 2034.

The modelling from 2035 — 2054 is therefore intended to be indicative only. It is intended to demonstrate
that:

e Prices are expected to stabilise over the long term due to the approach to financing

e The high levels of debt required by the WSE do not require significant price rises to service

Figure 10 30 Year regionalised price path for Southern WSE (three waters household charges inc GST)
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Our modelling assumes that the Southern WSE will maintain an FFO to debt ratio of 8% over the long term.
We note that precise lending arrangements for WSEs are yet to be agreed, and will be agreed on a bespoke
basis with LGFA. Based on our discussions with LGFA, we understand that it is likely that a WSE of the
proposed scale will be able to obtain a lending covenant of 8% FFO to debt.

To the extent that the WSE is required to comply with a higher FFO ratio, modelling would indicate that this
could result in higher three waters charges in the short term, with limited impact over the longer term
horizon. In all cases, because a Southern WSE will be able to obtain a more favourable FFO than a wholly
owned WSE, three waters charges will remain lower than alternative arrangements.

Figure 11 Southern WSE compliance with lending covenant
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Individual council results

For ease of comparison, the results for each individual council are presented below. This includes the
impacts of sensitivity testing in the comparator case and Southern WSE.

Central Otago District Council

Household charges

The chart below shows the result of our model for Central Otago of:
e Anin house business unit
e A wholly owned WSE (represented by the dotted line), and
e Alocal price charged by a Southern WSE.

We have shown price paths for the in house business unit and the Southern WSE as a range (shaded area)
and a single line representing our current best estimate of the likely capital works programme for CODC.

Figure 12 Household charges for CODC vs wholly owned and Southern WSEs

Household charges comparison - CODC vs Southern WSE
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The chart highlights that:

e A Southern WSE provides a slightly lower price path for water consumers in the Central Otago
District, but it is generally within the range of the internal business unit.
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A wholly owned WSE is likely to be more expensive for CODC water consumers than an in house
delivery model.

The impact of each model on household charges, based on the base case capital works programme, is also
highlighted in the table below:

Table4 Comparison of household three waters charge (incl GST) for CODC

2024/25 2027/28 2033/34

In house business unit $2,780 $4,047
Wholly owned WSE $1,445 $3,094 $4,266
Southern WSE $2,645 $3,775

The chart below shows a comparison of total council debt to revenue with and without three waters debt
being included®. Both the wholly owned WSE and the Southern WSE would result in three waters debt and
revenue no longer impacting Council’s borrowing limits.

It shows that, without three waters debt and revenue, CODC would improve its debt to revenue ratio from
203% to 11% by 2034. This represents an increase in potential borrowing headroom of $120 million.
Without a transfer of three waters, Council’s borrowing capacity will become increasingly strained.

Figure 13 CODC debt to revenue with and without three waters

Council debt to revenue with and without 3 Waters

300%

25000 o -

200%

150%

100%

30%

0%

2024/25  2025/26  2026/27  2027/28 202828  2029/30  2030/31  2031/32  2032/33  2033/34

Including 3 Waers Excluding 3 Waters 280% Limit - e 250% LTP limit

4 For the purposes of assessing borrowing capacity, Councils revenue and cash reserves from endowment funds has been excluded.
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The chart below shows the result of our model for Clutha of:

An in house business unit
A wholly owned WSE (represented by the dotted line), and
A local price charged by a Southern WSE.

We have shown price paths for the in house business unit and the Southern WSE as a range (shaded area)
and a single line representing our current best estimate of the likely capital works programme for CDC.

Figure 14 Household charges for CDC vs wholly owned and Southern WSEs

Household charge comparison - Councils vs Southern WSE
§5,000
54,000
$3,000 M\
52,000

51,000

2024/25  2025/26 2026/27 2027/28 202828  2029/30 2030/31 2031/32 2032/33 2033/34

Southern WSE CcDC Wholly owned BSU IBU

The chart highlights that:
A Southern WSE provides the lowest price path for water consumers in the Clutha District.

A wholly owned WSE is likely to be more expensive for CDC ratepayers than an in house business
unit.
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The impact of each model on household charges, based on the base case capital works programme, is also
highlighted in the table below:

Table5 Comparison of household three waters charge (incl GST) for CDC

2024/25 2027/28 2033/34

In house business unit $3,386 $3,211
Wholly owned WSE $2,181 $3,727 $3,178
Southern WSE $3,195 $2,985

The chart below shows a comparison of total council debt to revenue with and without three waters debt
being included. Both the wholly owned WSE and the Southern WSE would result in three waters debt and
revenue no longer impacting Council’s borrowing limits.

It shows that, without three waters debt and revenue, CDC would improve its debt to revenue ratio from
180% to 129% by 2034.

Figure 15 CDC debt to revenue with and without three waters
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The chart below shows the result of our model for Gore of:

An in house business unit
A wholly owned WSE (represented by the dotted line), and
A local price charged by a Southern WSE

We have shown price paths for the in house business unit and the Southern WSE as a range (shaded area)
and a single line representing our current best estimate of the likely capital works programme for GDC.

Figure 16 Household charges for GDC vs wholly owned and Southern WSEs

Household charges comparison - GDC vs Southern WSE

55,000

53,000

52,000

51,000

5-
202425 2025/26 2026/27 2027/28 2028/2%  2029/30 2030/31 2031/327 2032/33 2033/34

Southern WSE GDC Wholly owned BSU IBU

The chart highlights:
A local price from the Southern WSE is likely to be lower than price under either of the alternative
models for GDC, however the range of outcomes is similar to the internal business unit.

A wholly owned WSE is likely to provide a more expensive household charge for water consumers in
Gore.

The impact of each model on household charges, based on the base case capital works programme, is also
highlighted in the table below:
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Table 6 Comparison of household three waters charge (incl GST) for GDC

2024/25 2027/28 2033/34

In house business unit $2,653 $4,755
Wholly owned WSE $1,667 $2,986 $4,735
Southern WSE $2,521 $4,435

The chart below shows a comparison of total council debt to revenue with and without three waters debt
being included. Both the wholly owned WSE and the Southern WSE would result in three waters debt and
revenue no longer impacting Council’s borrowing limits.

It shows that, without three waters debt and revenue, GDC would improve its debt to revenue ratio from
250% to 113% by 2034. This represents an increase in potential borrowing headroom of $35 million.

Figure 17 GDC debt to revenue with and without three waters

Council debt to revenue with and without 3 Waters
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Waitaki District Council

Household charges
The chart below shows the result of our model for Waitaki of:

e Anin house business unit
o A wholly owned WSE (represented by the dotted line), and
e Alocal price charged by a Southern WSE.

We have shown price paths for the in house business unit and the Southern WSE as a range (shaded area)
and a single line representing our current best estimate of the likely capital works programme for WDC.

Figure 18 Household charges for WDC vs wholly owned and Southern WSEs

Household charges comparison - WDC vs Southern WSE
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The chart highlights:

e Alocal price from the Southern WSE is likely to be lower than price under either of the alternative
models for WDC, however the range of outcomes is similar to the internal business unit.

e A wholly owned WSE is likely to provide more expensive household charges for water consumers in
Waitaki.
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The impact of each model on household charges, based on the base case capital works programme, is also
highlighted in the table below:

Table 7 Comparison of household three waters charge (incl GST) for WDC

2024/25 2027/28 2033/34

In house business unit $2,269 $3,093
Wholly owned WSE $1,913 $2,466 $3,754
Southern WSE $2,168 $2,894

The chart below shows a comparison of total council debt to revenue with and without three waters debt
being included. Both the wholly owned WSE and the Southern WSE would result in three waters debt and
revenue no longer impacting Council’s borrowing limits.

It shows that, without three waters debt and revenue, WDC would improve its debt to revenue ratio from
205% to 48% by 2034. This represents an increase in potential borrowing headroom of $95 million.

Figure 19 WDC debt to revenue with and without three waters
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Impact of wastewater standards

Draft wastewater standards were released on 25 February 2025 and have not been fully reflected in our view
of the capital works programmes for all of the councils included in the modelling presented earlier in this
report.

However, as noted in the report from Utility NZ (Appendix Four - Southern CCO Programme Assurance
Findings), the impact of these standards on capital works programmes is likely to be significant in some
cases. However, there are still too many unknowns with the new standards, and each councils respective
consenting pathways to be able to fully quantify this impact.

Councils with WWTP upgrades occurring in the next 3 years, which there are very few, will be allowed a
two-year extension under the new standards. This will have further impacts on capital programmes,
potentially resulting in deferral of currently planned investment into future years, and a delay in seeing the
full impacts of potential cost reduction.

Any reduction to the capital works programme that arises as a result of changes to the wastewater standards
or reductions in the scope of other programmes of work would have the impact of reducing likely charges for
the relevant councils and the Southern WSE. A high level assessment of the likely impact of changing
standards is discussed in the report from Utility NZ.

© Morrison Low a4

Item 25.8.2 - Appendix 2 Page 81



Council meeting

8 May 2025

Appendix One - Non financial MCA

Otago Southland MCA for water service delivery options

Multi Criteria Analysis

il

MorrisonLow

Description of option

Assessment Criteria Weighting

To deliver three waters services in a way that reflects the importance of
water to the health of our residents, visitors, environment and economy.

To deliver three waters services that sustainably respond to change in
population, economic activity and climate change.

To deliver three waters services through a model that is responsive to the
local needs of our communities.

Provide efficient and effective services through a model that supports robust
decision making and the development of enduring capability and capacity

To ensure that three waters services are delivered through a model that is
enduring and financially sustainable.

Total score (out of three with a range of -3 to 3)

© Morrison Low

Financial ringfencing
No significant changes to service delivery approach
Minimum changes to meet legislative requirements

-

Establishment of a separate comapny with its own Board, CEO

and management strucutre.
100% owned by a single council.
Financial separation from councils.

May share or procure services from council

Services will continue to be compliant, reliable and continuous.
Investment will be directed by an economic regulator, however
may be influenced by broader affordability concerns and debt
constraints within existing councils.

Asset management planning will be completed within the same

location as district planning and consenting. This may allow for

more accurate or timing planning of growth investment. -1
Access to skills, or opportunities to build network resilience

through "cross border" investment may be limited.

Investment and planning is closely linked to broader objectives and
planning for councils.

Adirect link between governance and the democratic process
allows for direct community accountability.

Workforces, including high values jobs, remain local.

Decision making and accountability will be reduced compared to
current arrangements due to the influence of the economic
regulator and Taumata Arowai.

Decision making will be influenced by the economic regulator,
Taumata Arowai, and elected members (who may not have relevant
infrastrctuure, risk management or financial expertise).

There will be no improvement to recruitment or retention of staff
compared to current arrangements, with competition for good staff
between districts and larger jont water entities persisting.

The in house delivery model will have ring fenced financial
management for three waters services meaning no cross
subisidation to/from other activities of Council. Water services may
continue to levarge council's ability to borrow at a parent level,
which in siome cases will result in increased access to debt,
however this will impact the councils ability to borrow for other
activities.

This option will be less affordable than a Jointly owned CCO.
Economic regulation should provide some assurance of financial
sustainability.

45

Comments

Services will continue to be compliant, reliable and continuous.
Investment will be directed by an economic regulator, and the CCO
will only be impacted by its own borrowing and affordability
constraints.

Separation of district planning and consenting functions will require
close working relationships to be established to ensure network
investment is aligned with growth.

Decisions regarding investment are made largely independently of
decisions made the the shareholding council. However, decision
making remains local, with investment only occuring within district.
Board members will be appointed by councillors, but will not be
directly accountable to, or elected by, the public. Instead they will
be accountable to consumers

Decision making and accountability will be reduced compared to
current arrangements due to the influence of the economic
regulator and Taumata Arowai.

A wholly owned water CCO is likely to maintain close relationships
with parent councils and may share some funcitons, such as
customer services.

There will be a singular focus from the board and management on
the delivery of three waters services.

There will be no meaningful increase in scale compared to the in
house delivery model.

Opportunities for career development and progression will be low,
and any improvements in ability to attract and retain good staff will
be marginal compared to the in house model. Competition for good
staff between districts and with larger joint water entites will
remain. Lack of scale means loss of a single staff member may have
singificant negative implications of such an entity.

The entity will manage its own revenue and debt, providing it with
financial independence. Gaurantees or provision of uncalled capital
from Council will ensure a level of sustainability and lacks finacnial
sustainability.

Council will have improved borrowing capacity to finance non-three
waters projects.

Economic regulation will provide some safegaurds regarding
financial sustainability, however a lack of scale and geogrpahic
reach will mean the entity may be impacted on local economic or
environmental shock.

Establish a jointly owned three waters CCO.

Pricing assumed to be determined under a "no one worse off
principle".

Equal shareholding across all councils.

Assumes a gradual transition away from reliance on councils
for the provision of services.

Comments

Services will continue to be compliant, reliable and continuous.
Investment will be directed by an economic regulator, and the CCO
will only be impacted by its own borrowing and affordability
constraints.
Access to a braoder set of expertise, and improved financial and
workforce resilience arising from increased sclae may improve
reliability of the network and allow for the adoption of innovative
solutions with improved outcomes
Separation of district planning and consenting functions will require
close working relationships to be established to ensure network
investment is aligned with growth.

There may be opportunities for "cross border" solutions to be
1 adopted to respond to or mitigate the risk of changing demand due
to climate change, changing population and economic activity. A
larger geographic reach improves resilience to local economic or
environmental shocks.

Decisions regarding investmetn are made based on a "best for
network" approach with investment being prioritised across the
combined districts when resources are scarce.

Workforce, including high value jobs, may move out of the district,
however modern working environment will likely allow staff to live
where they choose.
Local workforces will remain for network and treatment operations.
The model may include procuring some shared services from
councils such as customer services.

Scale will provide increased opportunities to find efficiencies
through procurement and improved network wide investment.
Scale will also provide improved career development opportunities
improving the ability to atttract and retain good staff, to support
improved decision making. There will be a singular focus from the
board and management on the delivery of three waters services.

The entity will manage its own revenue and debt, providing it with
financial independence. Gaurantees or provision of uncalled capital
from shareholding Councils will ensure a level of sustainability.
Council will have improved borrowing capacity to finance non-three
waters projects, and the entity will have favourable lending
covenants.

Economic regulation will provide some safegaurds regarding
financial sustainability, additionally, a broader geographic reach will
provide more resilience to changing local economic and
environmental conditions.
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Appendix Two - Local Water Done Well Review: Otago & Southland Three
Waters October 2024
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Document status

Job#  Version Written Reviewed Approved Report Date
2927 DRAFT  S.Cross & R.Slater D.Bonifant D.Bonifant 12 August 2024
2927 FINAL S.Cross & R.Slater D.Bonifant D.Bonifant 30 August 2024
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Introduction and approach

Following a widespread outbreak of gastroenteritis in Havelock North in 2016, the Government undertook a
significant programme of work which resulted in:

Updates to the drinking water standards

The establishment of a drinking water supplier (Taumata Arowai)

Identification of a range of systemic issues relating to the sustainable provision of three waters

services across the country.

Over the period that followed there have been a number of attempts at changing the service delivery model
for three waters services, including voluntary investigations completed by the councils in the Waikato and
Hawke’s Bay regions, and centrally led reviews which resulted in the previous Government’s proposed
“Affordable Waters” programme.

The “Affordable Waters” programme has now been repealed and replaced with a new programme called
“Local Water Done Well”. Under Local Water Done Well:

Council’s will be required to develop “Water Services Delivery Plans”. These plans will need to
demonstrate how councils will manage and invest in their three waters services to meet current and
future standards, and remain financially sustainable

Councils will be supported to voluntarily work together to combine services for more efficient and
effective delivery

New CCO models will be developed to allow councils to separate the finances (including debt) for

three waters services from shareholder councils’ balance sheets.

This report is the first stage of work completed by the councils of the Otago and Southland regions under the
Local Water Done Well programme. The approach is to undertake work on a first principles approach
(though drawing on data collected through previous studies), to identify a “no regrets” improvement
pathway for service delivery in the two regions.

Specifically, this first stage of work is intended to:

Highlight the key local and regional challenges
Identify areas of common interest, complimentary issues, and clear opportunities

Determine the strategic objectives that will be used to assess the likely effectiveness of potential
improvement models; and

Develop a long list of options to be considered.

© Morrison Low 1
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The change in government and consequential repeal of the previous Government’s Three Waters reform
programme resulted in significant changes to planning assumptions made by councils in the development of
their 2024/34 Long Term Plans. As a result, councils were given the opportunity to delay the adoption of
their Long Term Plans by up to 1 year.

We have relied on the latest adopted/approved financial and asset information available for each council in
the analysis included within this report. Where councils have elected to delay their Long Term Plans by a
year, this information typically relates to either the 2021/31 LTP or early internal drafts of the 2024/34 long
term plan that were prepared prior to the decision to defer. A detailed description of our approach to
analysing the data provided from council’s 2021 long term plans is outlined in Appendix One.

© Morrison Low 2
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Combined regional view

The future delivery of three waters services across New Zealand faces challenges from a wide range of
converging issues. However, these issues are typically able to be grouped into three common themes:
A need for significant investment in infrastructure, including:
— Long held resource consents nearing expiry
— Ageing infrastructure and increased renewals investment requirements

— The increasing need to invest in, and utilise, technology to meet regulatory requirements for
the provision of water and wastewater services

— The condition of assets

— Increasing or changing regulatory standards and intervention, including requirements to
discharge treated wastewater to land rather than freshwater

— Changing demand

— Climate related pressures including increased frequency of droughts and severe wet weather
events.

Increased financial constraints, including:

— The need to significantly increase rates or other revenue that needs to be collected to fund
service provision

— Areduction in available borrowing capacity
— The difficulty in funding significant infrastructure investment in small or remote communities
— Ensuing affordability concerns for impacted communities

Challenges with the recruitment, retention, and development of skills, experience and expertise.

The Otago and Southland regions are no different. Our analysis of the current state challenges is
summarised in the following section and in the individual council analysis. The analysis identifies that:

The Otago and Southland regions are facing a wave of investment required from a large number of
expiring wastewater treatment consents, ageing infrastructure and significant population growth at a
local level.

A rapid increase in total borrowings to fund investment in three waters infrastructure. In some
cases, councils which have historically held very low levels of debt are now projected to exceed
borrowing limits that have been imposed by the Local Government Funding Agency (LGFA).

Large rates rises for the ongoing provision of three waters services. The three waters residential
rates in some areas are anticipated to increase up to five-fold over the next ten years. This will raise
significant affordability concerns for these communities.

Our work in 2021 highlighted recruitment challenges across both regions, with vacancy rates
averaging 13% across the two regions. Conversations with key staff through this piece of work have
identified that recruitment and retention challenges have not improved significantly since that
earlier work.

© Morrison Low 3
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Investment requirements

The combined investment profile for the Otago and Southland councils features a $4.3 billion programme of
work, across eight councils. The work programme almost doubles from $280 million to over $540 million
dollars of planned annual capital delivery between 2025 and 2030.

There is a significant delivery challenge associated with scaling up to such a large programme of work. The
delivery of a three waters work programme that is double the current scale not only requires the funding but
would require a significant increase in contracting, engineering and project management resources across
the regions.

Combined investment profile for Otago and Southland Councils
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Borrowing requirements

Financing a $4.3 billion dollar work programme requires significant borrowing. Total three waters debt
across the Otago and Southland Councils is expected to reach $2.2 billion by 2031 on conservative
projections?.

On a per capita basis, debt across the combined regions will more than double from $2,500 per person to
over $5,600 per person in 2031. Servicing and repaying that debt will add $450 to the average annual three
waters rates bill.

Combined debt per capita and debt to revenue ratio for Otago and
Southland regions
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As three waters infrastructure has been the largest contributor to borrowing for councils, when considered in
isolation three waters debt is likely to exceed 500% of three waters revenue in 2031.

Proposed financial arrangements announced by the Government on 8 August 2024 reference LGFA’s
willingness to lend to an effective rate of 500% of three waters revenue. We understand that it is unlikely
that lending covenants will actually be measured based on debt to revenue, but rather an alternative
benchmark will be used.

1 These projections include debt projections based on modified 2021 LTPs for some councils. Given significant uplifts in capital works
programmes from 2021 to 2024, we would expect debt to be higher than this in 2031.
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Rates rises

Three waters rates across the Otago and Southland regions are predicted to rise significantly over the next
seven years. Some communities are projected to experience increases of more than 160% to their existing
residential three waters rates bills during that time period. By 2034, some councils will have three waters
rates that are up to five times larger than they are in 2025. For some councils, this means a rapid increase in
rates in the final years of their LTPs.

While there is significant variation across the regions, the affordability of three waters services and rates is
likely to become a key consideration for all councils moving forward. Regionally, the weighted average
residential rates will increase at least 63% from $1,435 in 2025 to over $2,350 in 2034.

This may be compounded by the announcements made on 8 August 2024 that indicated a future economic
regulator will have the power to set minimum and maximum levels of investment and revenue, thereby
restricting councils ability to smooth investment and rating impacts.

Potential three waters rates rises across the combined regions
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Local context matters
While there are clearly common themes that impact the future sustainability of providing three waters

services in Otago and Southland, the local context for those issues differs significantly across councils. This
local context helps to identify how similar challenges may need to be resolved through different approaches.
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Some councils are experiencing rapid growth

The councils in Otago and Southland are vastly different in terms of their growth profile and population
projections. While population is expected to continue to grow rapidly in areas such as Queenstown Lakes
District Council (QLDC) and Central Otago District Council (CODC), in areas such as Southland District Council
(SDC) and Gore District Council (GDC), population is expected to remain relatively stable.

Annual propulation growth projections - Stats NZ high
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The two Councils that are experiencing the highest levels of growth in the Otago and Southland regions
(QLDC and CODC) have a combined three waters capital works programme of $966 million just to respond to
provision of infrastructure to support that future growth. This represents approximately half of the three
waters capital works programme for both Councils.

While Dunedin City Council (DCC) has allowed approximately $68 million for three waters growth
infrastructure between 2024 — 2034, the remaining councils in the Otago and Southland regions have only
forecast incidental expenditure on growth projects over the LTP period.

Servicing the growth that is occurring in QLDC and CODC requires significant organisational effort and
planning. It can also have significant financial implications because development contributions that are used
to fund that growth infrastructure are often received over time, meaning councils must borrow to fund its
construction.

Growth councils require careful planning to ensure infrastructure is provided to support development just in
time for the development to occur, and to ensure that consents, treatment plants, pump stations and bulk
water/wastewater pipelines are appropriately sized to address future demand.

Addressing future growth demands is likely to become even harder following recent announcements by the
Minister of housing. Tier one and two councils under the national policy statement on urban development
will now be required to provide up to 30 years of plan enabled development capacity. This will likely require
further investment in growth infrastructure.
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Provision of water, wastewater and stormwater services is becoming increasingly expensive as drinking
water, environmental, and health and safety standards continue to become more stringent. These
increasingly stringent standards are requiring significant investment to be made, particularly in wastewater
treatment plants.

The Otago and Southland regions include a mixture of highly urbanised and largely rural populations. DCC
has as many as 92% of its residents living in an urban environment. Invercargill City Council (ICC) and QLDC
each have greater than 85% of their population living in urban areas.

By contrast, Clutha District Council (CDC), Waitaki District Council (WDC) and SDC each have fewer than half
of their population living in urban areas. Only 22% of SDC’s population live in urban areas.

Percentage of population living in urban areas
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The costs of meeting increasingly stringent regulatory standards is particularly notable in small and rural
communities, where costs are spread over a very small number of ratepayers. While some councils have
adopted district wide charging to deal with this, these small schemes are still difficult to maintain
economically.

In most cases councils with multiple small townships also have comparatively low populations. Further,
when a large proportion of a district’s population lives in small townships, spreading costs is simply a matter
of timing. While some townships may have (comparatively) expensive upgrades due in the next five years,
the remaining townships may have similarly expensive upgrades due in the following 5 years.

Managing small schemes cost effectively requires a different approach to the management of three waters
services in highly urbanised environments.
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Some councils have older networks than others

While age is not the sole determining factor about whether a water, wastewater, or stormwater network is
in good condition or needs to be replaced, in the absence of high-quality condition data or asset
performance information, it can be a good indicator.

The Otago and Southland regions contain some of the oldest townships in New Zealand. As a consequence
they also have a number of long lived assets. DCC notes in its infrastructure strategy that its main sewerage
interceptor dates back to the early 1900s and is still in use. DCC also has a number of other assets of similar

age.
Average age of water, wastewater and stormwater networks
of councils in the Otago and Southland regions
70
60
50
40
30
20
10 I
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Ageing infrastructure and the pending “renewals bow wave” are issues that have been frequently cited as
major challenges for the waters sector in New Zealand. As could be expected, aging infrastructure is often in
poor condition, or may be leaky due to age or material. Leaky water networks mean high rates of water loss,
contributing to the need for water restrictions during summer, while leaking stormwater and wastewater
overflows can lead to inundation of the wastewater network causing overflows of raw sewerage and
potential consent breaches.

Councils with older networks such as ICC, DCC, WDC and GDC are expected to undertake a significant
programme of renewals over the next 10 years. These councils are expected to spend over $850 million in
three waters renewals over the next 10 years, or around half of their combined three waters capital works
programme.
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Among the issues lie a range of opportunities

The scale of the three waters infrastructure challenges facing the Otago and Southland regions is substantial.
While the underlying causes for the increased level of investment facing councils may differ, there are a
number of clear opportunities for collaboration that could be explored.

Examples of where further opportunities could be explored, or may be leverage as part of any new service
delivery model include:

o Exploring opportunities for networks to be connected in neighbouring areas. There are only likely to
be a small number of these opportunities (for example the Clifton and Winton wastewater treatment
facilities) that are economically viable. However, combining networks is likely to give effect to longer
term operating efficiencies and improved network resilience. There is nothing to prevent such
opportunities to be explored currently.

e A number of Council’s have in house operations and maintenance teams that work on part or all of
their water and wastewater networks. These councils currently need to employ a large enough
workforce to ensure adequate cover for after hours, and annual and sick leave of staff. Developing a
shared workforce between neighbouring councils would provide more workforce resilience, and
potentially enable operational efficiencies.

o All councils have significant capital works programmes ahead which will require engagement of
specialist contractors to complete. However, given the comparatively remote location of the
Councils of Otago and Southland, and the distance from most major population centres in New
Zealand, attracting large scale contractors can be challenging. Alignment of procurement and project
management approaches, and coordination of large scale work programmes would likely assist in
attracting contractors to the regions.

o Councils across Otago and Southland differ in terms of the local context which influences their three
waters investment and service delivery needs. These differences create further opportunities in a
shared service model, as the increased scale will allow for increased specialisation of roles. For
example, councils may be able to pool resources to have dedicated development engineering, design
engineering, urban and rural water specialists, and project management skills that would otherwise
be out of reach.

e Increased scale may allow for specialist equipment to be jointly acquired, for example CCTV
equipment for condition assessment or equipment to aid leak detection.

e There may be funding and financing opportunities available through the ability to leverage a
combined balance sheet and revenue base. The Government’s announcements of 8 August 2024
indicated that wholly owned three waters CCOs may be able to access borrowing up to 500% of its
revenue, and for that borrowing to be kept off a council’s balance sheet. However the terms,
including the interest rate, of that borrowing will be determined by LGFA based on its assessment of
risk and credit worthiness. This means that bigger entities, with bigger asset and customer bases,
may be able to access more or cheaper debt than their smaller counterparts.
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Central Otago District Council

24’ 306 population (2023)

18’875 people serviced with water supplies

7 wastewater treatment plants

8 water treatment plants

453 km water supply pipes

73 km stormwater pipes

264 km wastewater pipes

28 water connections per kilometre

56% of people live in urban areas

$85’900 average household income (2019)

Growth

The CODC district has very high
population growth in some of its
townships. 53% of its planned
capital works programme,
totalling $244 million is intended
to address growth pressures.

© Morrison Low

Key issues

Small communities

Servicing small communities and
balancing the need for
significant investment in those
communities in the future. Six
of CODC's registered drinking
water supplies service
townships that individually have
fewer than 1,000 people
connected.

A
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Affordability

To meet estimated investment
needs in three waters, average
three water rates are projected to
increase 80% from $1,900 to over
3,450 by 2034.
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Planned investment profile for CODC $458 million of planned
investment over 10 years

CODC's three waters capital works
programme peaks at $64 million per year in
2029. For context, that’s over 50% more than
its entire capital works programme in 2024.

L L Uy
e |

This investment profile is likely to reduce by
up to $100 million due to recent government
announcements that suggest discharge to
freshwater environments will be permitted
and fit for purpose water treatment for small
supplies.

Consents Expiring
Expiring consents

CODC has four consents that are due to expire
in the next 5 years. The two wastewater
consents are for Alexandra and Omakau.

Both currently discharge to freshwater

receiving environments. The additional

financial impacts of discharging to land (if D% 0%
required) are expected to be in the order of

- e . Expired Gto 10 11toc 20
S60 million - $70 million combined. . :

Years
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Network performance

Real Water Loss % - CODC CODC experienced an estimated
26% real water loss in the 2023

financial year, which is in the lower
half of councils in the Otago and
Southland regions. Water loss in
2022 was 25%.

There were 2.75 dry weather
overflows of the wastewater
network per 1,000 connections in
2023.
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Compliance

CODC was not fully compliant with the drinking water standards in 2023, non-compliance related to a lack of Protozoal barriers
in its Ranfurly, Patearoa, Cromwell and Omakau supplies. It also had supplier notifications for MAV exceedances in its Roxburgh
and Cromwell schemes and issued temporary consumer advisories for its Ranfurly and Patearoa schemes in 2023.

22/23 results 22/23 Target 21/22 results

Bacterial compliance Not Achieved 100% Compliance ‘ N/A

Protozoal compliance Not Achieved 100% Compliance ‘ N/A

CODC received 5 Abatement Notices and 2 Infringement Notices for its wastewater treatment plants in 2022/23, an increase
from 3 Abatement Notices in 2021/22. Two abatement notices have since been lifted, with three remaining in place as at
August 2024.

Demand management

CODC has experienced a period of rapid population growth since 2013. The average
annual growth rate of 3.7% is much higher than the growth seen from 2006-2013 which
was an annual average of 1.2%. Over the last two years this growth has slowed to a rate 516
of 2.5% due to impact of Covid. Short term and long-term indicators suggest the
population growth rate will continue at a rate similar to the last two years, rather than
the more accelerated rate seen prior to that.

Water Consumption
(Ipd/resident)

To respond to infrastructure pressures arising from Growth, CODC has provided for $244 million of investment in growth
projects. Existing universal water metering also provides opportunities to address growth challenges.

Network condition and age

CODC’s water, wastewater and stormwater infrastructure has the second lowest average age of all of the councils in the Otago
and Southland regions. Expected useful life of water infrastructure varies depending on a range of factors, including material,
diameter, and operating conditions, however given the low average age of infrastructure, CODC is unlikely to have an
immediate need for significant renewals investment.

Water Supply 27 ‘ 84% 8% 5% 1% ‘ 2%

Wastewater 31 ‘ 86% 9% 3% 2% ‘ 0%

Stormwater 31 ‘ 99% 0% 1% 0% ‘ 0%

Condition assessment of CODC’s three waters assets show a high portion of assets in Condition 1. Again, this indicates no
immediate need for significant renewals investment, however we would have expected to have seen more of a distribution in
the other condition grades.

2 Compared to previous year
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Three waters residential
rates

Combined three waters residential rate - CODC

The average residential rate for three
waters services in CODC is projected to
more than double from about $1,300
including GST in 2024 to about $3,450
in 2034 according to early drafts of its
2024 long term plan (which was
subsequently deferred).

U U U U

Combined three waters debt per capita - CODC
Three waters debt
CODC's initial draft 2024 Long Term Plan S
forecast an increase in total three waters
related borrowings from approximately
$55 million in 2024 to about $297 million
in 2034. This represents a four-fold
increase in per capita debt, from about
$2,000 per capita to about $8,700 per
capita in 2034.

Whole of council debt

Over the period of the initial draft

Debt to revenue ratio with and without three waters - 2024/34 long term plan, CODC’s debt

CcoDC was projected to grow to over 215% of

its revenue; this is primarily because of
intense capital investment requirements
for three waters. The projections show
CODC breaching LGFA’s 175% debt to
revenue limit for unrated councils in
2026, at which point CODC would need
to obtain a credit rating.

Council expects to generate significant
future revenue from the development of
residential and industrial land in its

Debt to revenue incl 3 Water = Debt to revenue excl 3 Water district. This is the cause of the spikes in
the chart above.
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Clutha District Council
18’315 population (2023)

15,000 people serviced with water supplies

1 1 wastewater treatment plants
16 water treatment plants
2’505 km water supply pipes

57 km stormwater pipes

2 17 km wastewater pipes

3 water connections per kilometre
36% of people live in urban areas

$86’300 average household income (2019)

Key issues

Mixed use rural water Low connection density Compliance
schemes

Council owns and manages 22 Council has one of the longest Delivering drinking water that is
rural water schemes for reticulated water networks in compliant with drinking water
domestics consumption and the country, and consequently | standards has been challenging in
drinking water for stock. The the lowest connection density in a number of rural mixed use
ongoing costs of operation and New Zealand. Low connection schemes in particular. 6,221
maintenance of the schemes is density results in high costs to people connected to schemes
expected to become unaffordable | operate and maintain a network | had consumer advisory notices in
over time. that services few people. place in 2023.
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Planned investment profile for CDC
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Expiring consents

CDC has three water supply consents that have
expired and 7 that expire in the next 5 years. There
are a large number of consents (24) that expire in
the years 21 to 30.

CDC has 45 resource consents across its 27 water
and wastewater treatment plants. Some
treatment plants have more than one applicable
consent.

Network performance
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$181 million of planned
investment over 10 years

The programme peaks at $53
million in 2032. For context, this is
about equal to CDC’s entire planned
capital works programme (for all
activities) in 2024.

Consents Expiring

9%
L

6to 10 11to 20 21to 30

CDC experienced 28% real water loss in the 2023 financial year. This is average for the councils in Otago and Southland.

regions.

Real Water Loss % - CDC

© Morrison Low

There were 4.19 dry weather
overflows of the wastewater
network per 1,000 connections in
2023. CDC’s wastewater network
met its target levels of service in
the last two years, although with
4.19 dry weather overflows is
worse than most other councils in
the Otago and Southand regions
and their targets are all also lower
than CDC's.
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Compliance

All 14 of Clutha’s drinking water schemes have bacterial barriers, protozoal barriers, and residual disinfection in place other
than Tuapeka West (which is to be replaced with the Greenfield Bore scheme).

Notwithstanding this, all schemes other than the Lawrence and Balclutha schemes issued supplier notifications to Taumata
Arowai regarding unsafe, or maybe unsafe, drinking water. Eight of the 14 schemes had consumer advisory notices issued
during the 2023 year, of which six were permanent advisory notices.

22/23 results 22/23 Target 21/22 results

Bacterial compliance 0% 100% - Not Achieved 81%
0% 94% - Not Achieved 39%

Protozoal compliance 0% >89% - Not Achieved 49%

0% >66% - Not Achieved 0%

Seven schemes exceeded Maximum Allowable Values for aluminium in 2023.

CDC received 7 Abatement Notices and 3 Infringement Notices for its wastewater treatment plants in 2022/23.

Demand management

The Clutha district is not expected to experience significant population growth in the
near future. Changes in demand owing to population or economic growth are therefore Water Consumption
not expected to create any significant challenges for the district moving forward. 530

A number of Clutha’s existing surface water takes already have low flows, particularly (Ipd/resident)
during summer months. Any future increases to minimum water flow levels that may

be imposed as part of future consent renewals may require CDC to find alternative

water sources or implement further demand management strategies for those affected scheme.

Network condition and age

The age of each of CDC’s water, wastewater and stormwater infrastructure is about average for the councils in the Otago and
Southland regions.

CDC notes in its asset management plan that the impacts of an ageing network are becoming evident now, particularly in
relation to its concrete and asbestos cement water supply reticulation assets.

Water Supply 36 28% ‘ 2% 5% 2% ‘ 1% ‘ 62%

Wastewater 41 49% ‘ 32% 13% 1% ‘ 2% ‘ 3%

Stormwater 53 20% ‘ 62% 6% 5% ‘ 5% ‘ 2%

A large quantity of the water supply network has yet to be condition assessed.

3 Compared to previous year
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Three waters residential rates
The average three waters residential rate in
CDC for 2023/24 was approximately $1,460
(including GST). Over the period of the LTP
this is expected to more than triple to about
$4,900 by 2034.

Combined three waters residential rate - CDC

CDC separates rural and urban drinking water
charges, so may not represent charges for all
customer groups.

Three waters debt Combined three waters debt per capita - CDC

Three waters debt for CDC is $12 000
projected to increase from

approximately $70 million in 2023/24

to a peak of $194 million by 2033/34.

In per capita terms, three water debt

will nearly triple from $3,660 per

person to $9,300 per person.

Whole of council debt

: : : Based on LTP projections, CDC will exceed
Debt to revenue ratio with and without three LGFA’s 280% debt to revenue lending
waters - CDC covenant by 2032/2033. At this point it will
300% be unable to borrow further funds without
significant cost to ratepayers.

CDC’s own draft Long Term Plan does not
100% indicate that this lending limit will be

50% breached. We note that our calculations of

0% debt to revenue ratios rely upon data from

funding impact statements and projected
statements of financial position using a
consistent approach across all councils. It is
likely that actual calculations may differ given
differences in reporting across councils.

Debt to revenue incl 3 Water e Debt to revenue excl 3 Water

Without three waters related debt, Council is unlikely to reach or exceed any borrowing limits within the foreseeable future.
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Dunedin City Council

128’90 1popu|ation (2023)
people serviced with water supplies
115,357

7] wastewater treatment plants

4 water treatment plants
1,390 km water supply pipes
385 km stormwater pipes

958 km wastewater pipes

3 5 water connections per kilometre
929 of people live in urban areas

$88’800 average household income (2019)

Key issues

South Dunedin flooding Providing for growth Ageing infrastructure

Regular flooding of South
Dunedin has been identified as a
critical issue that needs to be

Network capacity issues on
parts of Dunedin’s water

Dunedin’s water, wastewater and
stormwater networks are all the

resolved.
A joint programme of work is
underway with Otago Regional
Council to look at planning, land
use and infrastructure
opportunities to resolve this
issue.
It is likely that infrastructural
intervention will require
substantial investment.

© Morrison Low

network mean that it is unable
to provide for future housing
development in parts of its city.
Water take limits during dry
periods also occasionally impact
water supply across the
network.

equal oldest in Otago and
Southland.
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Planned investment profile for DCC
$890 million of planned

investment over 10 years

The programme is based on consistent
delivery of around $90 million per
year from 2028. For comparison,
DCC’s 2023 annual report shows it
delivered $93 million in three waters
capital projects during the year.

Millions

Expiring consents Consents Expiring (count by year)

The resource consents for the Green Island and
Tahuna wastewater treatment plants are due to
expire in 2032. Resource consents for the
Waikouaiti and Middlemarch wastewater
treatment plants are due to expire in 2027 and
2029 respectively. 0 6%
i I

6to 10 11to 20 21to 30

Years

EWW BEWS

Network performance

DCC experienced 15% real water
loss in the 2023 financial year,
which is amongst the lowest in the
Otago and Southland councils.
Water loss was 22% in 2022.

Real Water Loss % - DCC

There were 3.58 dry weather
overflows of the wastewater
network per 1,000 connections in
2023, an increase from 2 per 1,000
connections in the previous year.

© Morrison Low 20
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Compliance

DCC was not fully compliant with the drinking water standards in 2023. Non-compliance related to lower than required levels of
free available chlorine in the Wingatui distribution zone and exceeding the maximum sampling intervals in a number of
locations. Steps have been put in place to address all of these issues.

All of DCC’s water supplies have bacterial and protozoal barriers and residual disinfection in place.

Taumata Arowai reports than in 2023 it received 3 notifications for MAV exceedance on the Dunedin City supply, and that the
Waikouaiti supply exceeded lead MAVs on one occasion.

22/23 results 22/23 Target 21/22 results

Bacterial compliance 81% 100% - Not Achieved 50.5%

Protozoal compliance 98.6% 100% - Not Achieved 99.6%

Demand management

Dunedin experienced 3.2% growth in its population between 2022 and 2023.

Dunedin already faces some constraints on water supply. It’s draft 2024 infrastructure Water Consumption

strategy notes that constraints exist in relation to: 280
Flows and pressure not always meeting requirements for firefighting purpose (Ipd/resident)

Occasional issues during summer months where raw water take needs to
reduce to maintain minimum flows

Infrastructural constraints on the volume of water able to be delivered to some parts of the city

Expiring water take consents, particularly in the Taieri plains area which is already over-allocated

Network condition and age

A large proportion of Dunedin’s three waters network is yet to have a condition assessment, however DCC’s infrastructure
strategy identifies that a significant proportion of its wastewater reticulation network and treated water pipelines are in poor
condition.

Particular issues are noted relating to the wastewater network, which is experiencing stormwater and ground water infiltration
and inundation. This also creates capacity issues in the network during high intensity rainfall events.

Water Supply ‘ 49 2% 4% 4% 1% 2%

Wastewater ‘ 61 1% 3% 3% 1% 1%

Stormwater ‘ 57 1% 1% 2% 1% 3%

4 Compared to previous year
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Combined three waters residential rate - DCC . .
Three waters residential

$2,500 rates

$2,000

Projections for Dunedin City Council,
$1,500 based on its adjusted 2021/31 Long Term
Plan, see average residential three waters
rates increase from $1,430 including GST
$500 in 2024 to $1,980 including GST by 2031.

$1,000

Three waters debt P Combined three waters debt per capita - DCC

$3,000

Dunedin’s three waters net debt over

the period of its adjusted 2021/31 $2 500
long term plan is projected to rise

from approximately $247 million in 52,000 /

2024 to $428 million in 2031. This $1.500
translates to $2,980 per capita in
2031.

$1,000

5500

Whole of council debt

Debt to revenue ratio with and without three
waters - DCC Dunedin’s 2021 Long Term Plan projects

- total debt to reach 180% of revenue by
200% 2031.

150% . .
An increased capital works programme and

100% borrowing requirements identified as part of
the 2024 long term plan preparation would
likely have resulted in further increases to
0% debt to revenue ratios. Our projections do
/ ' 6 6 ! / not anticipate Dunedin breaching its 280%
borrowing limits based on increased three

50%

waters capital expenditure alone.

Notably, DCC’s debt to revenue ratio is expected to improve if three waters revenue and debt were to be transferred. However,
the upward trend of borrowings excluding three waters, indicates that at the time of the 2021 LTP, three waters investment
needs were not significantly constraining planned investment in other council activities.
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12,711p0pulation (2023)

9’ 290 people serviced with water supplies

3 wastewater treatment plants

3 water treatment plants

126 km water supply pipes

62 km stormwater pipes

108 km wastewater pipes

10 water connections per kilometre

76% of people live in urban areas

$96’800 average household income (2019)
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Separation of wastewater &
stormwater

Approximately 40 % of Gore and
25 % of Mataura's wastewater
and stormwater networks are

combined.

A study completed in 2018
estimated that it would cost $175
million to achieve full separation

of the Gore network.

© Morrison Low
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Key issues

Water loss

Approximately 38% of Gore's
water and 56 % of Mataura
water is lost through leakage.

Given limitations on water takes
from Gore’s surface water
supplies during dry periods, a
reduction in leakage would
reduce the need for water
restrictions.

Debt constraints

GDC’s current debt projections see
it breaching both the LGFA lending
covenants for credit rated, and
unrated, councils. With the
significant majority of this
borrowing relating to three
waters, investment in three
waters infrastructure will be
constrained without additional
rates rises to support further
lending.
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Planned investment profile for GDC
$227 million of planned

investment over 10 years

The programme is back loaded,
peaking at $51 million in 2033. For
context, GDC’s entire planned capital
works programme (for all activities) in
2024 equalled only $11 million

Millions

030 031/22 2022/33 2032/34
03 031/32 2032/33 20

n/31 3
U/z1 2

a77/22 I072/74 2029/20 2
Lifia AlaflY AULE 20 £

W Gore district

Consents Expiring (count by year)
Expiring consents

GDC is currently in the process of applying to renew

cultural impacts are expected as part of this consent
renewal process.

its expired discharge consents for the Gore and 3
Mataura Wastewater Treatment Plants. Significant
upgrades to improve the performance and minimise I

Expired Oto5 6to 10 11to 20 21to 30 31+

Years

Network performance

Approximately 38% of Gore's water
and 56 % of Mataura water is lost
through leakage. Investigations
have not been able to identify the
source of this leakage.

Real Water Loss % - GDC

Managing water loss on the
network would reduce the
frequency of water restrictions
being required in summer.

GDC’s wastewater network met its target levels of service in 2023, with no dry weather overflows being reporting in its annual
report.
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Compliance

Gore reported that it was not compliant with protozoal and bacterial criteria in the drinking water quality assurance rules in
2023. Non-compliance related to the Mataura and Hilbre Ave water treatment plants. The Hilbre Ave water treatment plant is
due to be decommissioned once a pipeline has been installed to enable raw water from that plant to be treated at the East
Gore water treatment plant.

A temporary consumer advisory notice was in place for the Gore water supply for 2 days in 2023.

22/23 results 22/23 Target

Bacterial compliance Non-compliant

Protozoal compliance Non-compliant

GDC had no abatement notices, infringement notices, or enforcement orders on its wastewater network in 2023 or 2022.

Demand management

GDC district is not expected to experience significant population growth in the near

future, with population estimates indicating a small reduction in the population of the Water Consumption
Gore district by 2043. Water consumption, at 452 litres per resident per day, is the 452

third lowest in the two regions.

(Ipd/resident)
The district currently experiences periods where surface water takes for the Gore

water supply need to be supplemented from a second water source. Increased
frequency of extreme weather events and changing resource consent conditions may increase the need for this in the future.

Increased frequency of intense rainfall events may exacerbate existing capacity issues on the wastewater network, which are
primarily the result of the large portion (40% in Gore) of combined wastewater and stormwater network.
Network condition and age

GCC's assets are the third oldest across the two regions, with 21% of its water network having a predicted renewal date prior to
2030. Over 70km of water reticulation assets are predicated to require renewal in the 2030s, including the majority of its
asbestos cement pipes.

Water Supply ‘ 45 18% 0% 0% 0% 0%

Wastewater ‘ 52 10% 0% 3% 0% 1%

Stormwater ‘ 43 17% 1% 0% 0% 0%

A significant portion of the assets have yet to be condition assessed, this is a risk to Council. A condition assessment carried out
in 2022 identified that over 60% of earthenware wastewater pipes were assessed as being in poor or very poor condition.
Earthenware represents a significant proportion of the network.
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Combined three waters residential rate (incl GST) - GDC Three waters residential
rates

The average three waters residential
rate in GDC for 2023/24 was
approximately $990 (including GST).
Based on draft 2024 Long Term Plan
financials that were prepared prior to
$1,000 Council opting to defer it’s long term
: plan, this was expected to increase
five-fold to $5,000 by 2034

$3,000

$2,000

Three waters debt Combined three waters debt per capita - GDC

Three waters debt for Gore District $16.000
Council is projected to increase from $14.000
approximately $22 million in 2023/24 $12 000
to over $180 million by 2033/34
according to early drafts of its now
deferred 2024 long term plan. In per
capita terms, three water debt will
increase nearly six-fold from $1,750
per person to over $13,500 per
person.

Whole of council debt

Debt to revenue ratio with and without three Gore District Council is projected to

waters - Gore District Council exceed its 175% borrowing limit for
unrated councils until 2027/28 at which

jcu point it would need to obtain a credit
ZEU rating to access further borrowing

200% capacity. LGFA’s 280% debt to revenue
150% ratio is currently also projected to be
100% T exceeded in 2032/33 at which point GDC

would need to increase revenue to fund
further investment.

The removal of three waters sees Gore’s
debt steadily reduce over time, and for
e Debt to revenue excl 3 Water borrowing to remain well within the 175%
limit.

Debt to revenue incl 3 Water
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Invercargill City Council

55,599p0pu|ation (2023)
50’456 people serviced with water supplies

2 wastewater treatment plants

1 water treatment plant

422 km water supply pipes
417 km stormwater pipes

376 km wastewater pipes

52 connections per kilometre
9 1% of people live in urban areas

598’000 average household income (2019)

Key issues

Expiring consents Water source resilience

Expiring resource consents for ICC is currently dependent on a
wastewater treatment plants in | single water source, an additional
Bluff and Clifton are estimated to source is required to provide
cost a combined $111 million water security and resilience.
which is included in ICC’s LTP. Any Development of an additional
future requirement to discharge to| water source has been identified
land would incur further costs. as a strategic priority and there is
Price estimates range from $5—27| $60 million in ICC’s LTP for this
million for Bluff and $40 — 200 project
million for Clifton

© Morrison Low
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Ageing infrastructure

ICC’s three waters infrastructure
has the equal oldest average age

across the group
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Planned investment profile for ICC $460 million of planned

investment over 10 years

ICC’s three waters capital works
programme peaks at $71 million per
year in 2029; that’s 50% larger than
its entire capital works programme in
2024

Millions

W Invercarg

. . Consents Expiring
Expiring consents

ICC has six wastewater consents that are due
to expire in the next 5 years, with a further
two due to expire in the following 5 years.
These consents relate to its wastewater
treatment plants in Clifton and Bluff, and
$111 million has been provided for within its
LTP for the upgrades to support these
consent renewals.

Real Water Loss % - 1CC Network performance

ICC experienced an estimated 18.5% real
water loss in the 2023 financial year,
which is in the lower half of councils in
the Otago and Southland regions. Water
loss in 2022 was reported as being 9.7%.

There were 1.37 dry weather overflows
of the wastewater network per 1,000
connections in 2023
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Compliance

ICC reports full compliance with the drinking water standards in its 2023 annual report and is not reported to have any
Maximum Acceptable Value (MAV) exceedances or consumer advisory notices during the year.

22/23 results 22/23 Target 21/22 results

Bacterial compliance 100% 100% - Not Achieved 100%
Protozoal compliance 100% 100% Not Achieved 100%

ICC has been compliant with all of its wastewater consents, reporting no consent breaches in the last two years.

Demand management

ICC has planned to install water meters across its network and has set aside $10.8
million in its LTP to do this. ICC already reports the lowest average water consumption
per resident out of all councils in the Otago and Southland regions. 231

Water Consumption

Demand projections for ICC’'s water supply, show ICC is likely to remain within its (Ipd/resident)
consented water take limits for the foreseeable future, with or without the aluminium
smelter at Tiwai point remaining open

Network condition and age

ICC’s water, wastewater and stormwater infrastructure each have the equal highest average age of all of the councils in the
Otago and Southland regions.

Water Supply 49 16% 27% 18% 21% 18%

Wastewater 61 21% 11% 44% 16% 8%

Stormwater 58 18% 13% 37% 24% 8%

39% of ICC’s water network has been identified as being in poor or very poor condition, while 24% of wastewater assets and
32% of stormwater assets fell into the same categories. ICC’s asset management plan notes a low level of confidence in the
asset condition data as many of the assets sampled had known issues.

5 Compared to previous year

© Morrison Low 29

Item 25.8.2 - Appendix 2 Page 115



Council meeting 8 May 2025

A

MorrisonLow

Combined three waters residential rate - ICC

Three waters residential rates

Average residential rates (including GST) for
three waters are expected to increase by
110% from approximately $1,300 in 2024 to
over $2,750 by 2034.

Combined three waters debt per capita - ICC
Three waters debt

54,000
Net three waters debt is projected to
increase from approximately $20 million in 5
2024 to over $220 million by 2034, or from $2 500
$358 per head of population to over $3,500 $2.000

per capita. $1,500

51,000

Debt to revenue ratio with and without three Whole of council debt

A -
waters - ICC Council’s total debt to revenue ratio is

200% forecast to peak at 178% in 2031/32, and it is

150% unlikely to exceed LGFA lending limits.

100% In the short term, without three waters debt
and revenue, ICC will have reduced borrowing
capacity (though still within LGFA lending

0% limits).

50%

X » e i iy iy . . .
5 AT A U\ SN G S A Longer term, ICC will have an improvement in
Q¥ D oY ok ¥ -0 DT 7 i . e
’ ’ ’ its total borrowing capacity if three waters
Debtto revenue incl 3 Water e Debt to revenue excl 3 Water debt and revenue was transferred.
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Queenstown Lakes District Council

47’808 population (2023)

96’47 1 people serviced with water supplies

14 wastewater treatment plants
14 water treatment plants
642 km water supply pipes

465 km stormwater pipes
5 16 km wastewater pipes

5 1 water connections per kilometre
88% of people live in urban areas

Sl 10’600 average household income (2019)

Key issues

High level of growth Borrowing capacity

QLDC continues to experience
significant levels of population
growth.

QLDC’s LTP projects an average
debt to revenue ratio over the
ten year period of 260%. The
costs of serving this debt and

funding depreciation account for
half of the 15.6% rates rise
proposed for the 2024/25
financial year.
Debt limits leave very little
borrowing headroom.

Providing infrastructure to support
that growth is expensive, $721
million of investment has been

identified as being needed in the
next ten years.

© Morrison Low
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Servicing tourism demand

QLDC’s economy is dependent on
its high levels of tourism. While
tourism supports business in the
district, the high peak tourist
population means QLDC’s three
waters infrastructure needs to
support a population that is almost
double its resident population.
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Planned investment profile for QLDC

Millions

-
A
1>

B Queenstown-Lakes district

Expiring consents

QLDC has a steady rate of consents
expiring until the 11 to 20 year
period where 66% of its consents
are due to expire.

Real Water Loss % - QLDC

© Morrison Low
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$1.5 billion of planned
investment over 10 years
QLDC'’s three waters capital works
programme peaks at $196 million per
year in 2029, for context QLDC'’s

entire capital works programme in
2024 total $202 million.

Consents Expiring

66%

Unknown

Network performance

QLDC experienced an estimated 32%
real water loss in the 2023 financial
year, which is in the top half of councils
in the Otago and Southland regions and
high for a young network age.

There were 2.03 dry weather overflows
of the wastewater network per 1,000
connections in 2023

32

Item 25.8.2 - Appendix 2

Page 118



Council meeting 8 May 2025

A

MorrisonLow

Compliance

Queenstown has 10 registered drinking water schemes. Of these, six have all barriers in place, and four do not have protozoal
barriers. All ten schemes have residual disinfection in place.

22/23 results 22/23 Target 21/22 results

Bacterial compliance 55% 100% - Not Achieved 100%
Protozoal compliance 40% >50% Not Achieved 11%

QLDC reported 85% compliance with its resource consents in 2023 (the same as the previous year). There were two abatement
notices for two wastewater treatment plants in the district in 2023.

Demand management

Demand management and servicing growth are the biggest issues facing QLDC. It’s long

term plan sets aside half of its three waters capital works programme, or $721 million Water Consumption

over the next ten years to support growth. 508

QLDCs three waters asset management plan notes that the district is already facing (Ipd/resident)
regular water restriction during peak periods and is struggling to meet consumer
demand in some areas.

QLDC’s 2022/23 water consumption rate is among the highest in the Otago and Southland regions and the consumption trend
has worsened compared to the previous year.

Network condition and age

QLDC’s water, wastewater and stormwater infrastructure all have the lowest average age of all of the councils in the Otago and
Southland regions.

Water Supply ‘ 19 58% 14% ‘ 11% 9% ‘ 1%

Wastewater ‘ 22 53% 13% ‘ 10% 12% ‘ 5%

Stormwater ‘ 25 58% 15% ‘ 11% 4% ‘ 8%

QLDC notes that the condition of its three waters infrastructure is very good, with over 70% of its water supply and stormwater
assets rated as good or very good. 66% of QLDC’s wastewater network is also in good or very good condition.

6 Compared to previous year
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Combined three waters residential rate - QLDC . .
Three waters residential

rates

The average three waters residential
rate in QLDC for 2023/24 was
approximately $1,100 (including GST).
Over the 10 years covered in QLDC’s
LTP the three waters rate is expected
to increase by 230% to almost $3,700
in 2034.

Three waters debt . Combined three waters debt per capita - QLDC
Three waters debt for QLDC is projected to $14,000

increase from approximately $240 million in  EEEEsas

2023/24 to over S1 billion by 2033/34
according to its 2024 long term plan. In per
capita terms, three waters debt will triple
from $4,470 per person to over $14,167 per
person.

$10,000
5‘,&@@: )

& AnA
56,000

Whole of council debt

Based on LTP projections, QLDC is projected to
Debt to revenue ratio with and without three remain very closely within its 280% borrowing
waters - QLDC limit through the period of its LTP. While
projected debt levels do not exceed borrowing
limits, QLDC will retain very little borrowing
250% headroom.

300%

200%
The removal of three waters sees Queenstown’s

150% debt reduce steadily during the LTP period. This
100% indicates that investment in community
— infrastructure outside of three waters has been
T constrained during the LTP period due to the
need to invest in three waters. 60% of
Queenstown’s capital works programme relates
to three waters services, while only 33% of its

0%

Debt to revenue incl 3 Water e Debt to revenue excl 3 Water operating revenue (excluding development
contributions) is from three waters charges.
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Southland District Council

3 1,833p0pulation (2023)

1 1’403 people serviced with water supplies

19 wastewater treatment plants
12 water treatment plant

6871 km water supply pipes
112 km stormwater pipes

246 km wastewater pipes

1 3 water connections per kilometre
2 2% of people live in urban areas

Sl 12’000 average household income (2019)

Key issues

Small communities Expiring consents Affordability

SDC provides reticulated drinking Half of SDC’s existing resource | Average residential rates for three
water to 12 communities within its| consents across its three waters | waters are expected to more than
district, and reticulated activities are expiring within 10 | double from approximately $1,465
wastewater to 19 communities. years, including 13 consents in 2024 to over $4,310 by 2034.
Only two of these communities | relating to wastewater treatment
have populations over 1,000
people and opportunities to
connect schemes are very limited.

© Morrison Low
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Planned investment profile for Southland District AR [ e Ts K@ It =L

Council investment over 10 years

SDC's three waters capital works
programme peaks at $33 million per
year in 2028, for comparison its three
waters capital works programme in
2024 was $12.5 million.

Millions

Expiring consents

SDC has 13 wastewater consents that are
due to expire in the next 10 years.
Treatment plant upgrade and consent
renewals are planned for Balfour,
Winton, Gorge Road, Manapouri,
Nightcaps and Ohai, totalling around $37
million.

Consents Expiring

Recent announcements regarding

standardised design for wastewater

treatment plants with populations of 3% .
fewer than 1,000 people may reduce |

future investment requirements for Expired 610 10 Vears 11to 20 21to 30

EWW mEWS mSW

10%

some of these plants.

Network performance

Real Water Loss % - SDC
SDC experienced some of the lowest

rates of estimated water loss in the
Otago and Southland regions, with
15% water loss across its water
supply schemes in the 2023 this was
down from 16% in 2022.

There were no dry weather
overflows of the wastewater
network reported in 2023.
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Compliance

SDC has 12 drinking water schemes registered with Taumata Arowia. All 12 schemes have bacterial and protozoal barriers and
residual disinfection in place other than the Eastern Bush/Otahu Flats RWS scheme which does not have a protozoal barrier in
place.

SDC had one long term consumer advisory notice in place on its Tuatapere scheme for 198 days in 2023.
22/23 results 22/23 Target 21/22 results

Bacterial compliance ‘ 100% - Not Achieved

Protozoal compliance ‘ 100% Not Achieved

SDC reported that in 2022/23 there were 15 incidents where resource consents for wastewater were breached.

Demand management

SDC does not anticipate any significant growth in demand across the district.

Water Consumption
Given the limited expected growth it is not anticipated that a specific programme will

be required to manage people related growth. SDC intends to undertake further work 583
in the upcoming three years to more fully understand the impact of climate change (Ipd/resident)
related demand.

SDC notes that it has existing capacity issues on its stormwater network, and that future efforts to separate its wastewater and
stormwater networks in those areas may overwhelm the existing stormwater infrastructure.

Network condition and age

The age of SDC’s 3 waters assets are all in line with the Southland/Otago region average, except its wastewater which is

younger.

Water Supply ‘ 39 19% 5% ‘ 65% 6% ‘ 5%

Wastewater ‘ 30 10% 20% ‘ 40% 20% ‘ 10%

Stormwater ‘ 49 17% 16% ‘ 24% 30% ‘ 9%

A high proportion of SDC’s wastewater and stormwater assets are in poor or very poor condition, while the majority of its water
infrastructure is in an average condition.

7 Compared to previous year
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Combined three waters residential rate (incl GST) - SDC
Three waters residential rates
o Average residential rates (including GST) for
three waters are expected to more than
double from approximately $1,465 in 2024 to
over $4,310 by 2034.

3,500
3,000
2,500
2,000
1,500

1,000

2023/24 2024/25 2025/26 2026/27 2027/28 2028/29 2029/30 2030/31 2031/32 2032/33 2033/34

Combined three waters debt per capita - SDC

6,000

Three waters debt

Net three waters debt is projected to

increase from approximately $46 4,000
million in 2024 to almost $200 million

by 2034, or from $1,410 per head of
population to over $5,540 per capita.

2023/24 2024/25 2025/26 2026/27 2027/28 2028/29 2029/30 2030/31 2031/32 2032/33 2033/34

Debt to revenue ratio with and without Whole of council debt

three waters - SDC SDC does not currently hold a credit rating and
200% therefore has a borrowing limit from LGFA of
175%.

150%
Based on LTP projections, this will be close to

100% being exceeded in 2031. Borrowing capacity
will be heavily constrained without a credit
50% rating.

Removal of three waters debt and revenue
I TR U, VR AP would ensure SDC stays well within LGFA
Xe) Y ] > 3

> _ ) ) e
& & P lending limits.
¥ v L

Debt to revenue incl 3 Water e Debtto revenue excl 3 Water
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Waitaki District Council

23’472 population (2023)

20’202 people serviced with water supplies

8 wastewater treatment plants
15 water treatment plants
1’766 km water supply pipes

57 km stormwater pipes

20 1 km wastewater pipes

7 water connections per kilometre
45% of people live in urban areas

$82’200 average household income (2019)

Key issues

Small communities Compliance Water loss

WDC provides drinking water and | Delivering drinking water that is | WDC experiences the highest rates
wastewater services to a number compliant with drinking water | of water loss across the Otago and
of small schemes. 13 of its 15 standards has been challenging in Southland regions, with an
drinking water schemes serve a a number of small and rural estimated loss as high as 60% in
population under 1,000. Every schemes in particular. Kurow.

water and wastewater scheme in
Over half of WDC’s water schemes Water loss can be difficult to

WNDC has their own targeted rate, )
. e ) were under long term consumer | detect due to the high prevalence
meaning large variations in the . . ] I . ) .
i ) advisory in 2023, with an of free draining soil meaning loss is
rates paid to receive water and . .
. estimated 1,478 people affected. | not often evident on the surface.
wastewater services.
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Planned investment profile for WDC $430 million of planned
investment over 10

years

WDC's three waters capital works
programme peaks at $72 million
per year in 2029, for context
WDC's entire capital works
programme in 2024 totalled $84
million.

Millions

/20 2020/21 2021/22 7022/22 2033 /324
9/30 2030/31 2031/32 2032/33 2033/34

Expiring consents Consents Expiring

We have not been provided with consent expiry
data for WDC. However, WDC’s capital works
programme includes consent related upgrades
for Duntroon, Kurow, Lake Ohau, and Oamaru
wastewater treatment plants. Total estimated
capital expenditure for these upgrades total $89
million.
Expired 0to5 61to 10 11to 20 21to 30
Years

Network performance

Real Water Loss % - WDC

WDC experienced between 35% -
60% water loss across its water
supply schemes in the 2023
financial year. This is the largest
rate of lost water across the Otago
and Southland regions.

There were 1.3 dry weather
overflows of the wastewater
network per 1,000 connections in
2023
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Compliance

WDC reported only 25% compliance with the drinking water standards in its 2023 annual report. Eight of its 15 registered water
supply schemes were under long term consumer advisory notice during 2023. Combined, these schemes service a population
of 1,478.

22/23 results 22/23 Target 21/22 results

Bacterial compliance 100% - Not Achieved

Protozoal compliance 100% Not Achieved

WDC received two infringement notices in 2023 for its wastewater consents, these related to abatement notices received in
2022.

Demand management

WNDC has high levels of water loss and the third highest level of water consumption per
resident across the Otago and Southland regions. Water Consumption

WNDC is only expected to experience modest growth over the next ten years. Controlling 524
water loss and demand management should ensure that infrastructure and existing (Ipd/resident)
water consents are able to manage future demand for three waters services.

Funding has been set aside to undertake wastewater treatment plant capacity studies for the Oamaru and Kurow wastewater
treatment plant and the Oamaru stormwater network over the next five years. This should provide additional data to confirm
whether capacity upgrades are required in the future.

Network condition and age

WDC’s wastewater and stormwater infrastructure have average ages of 50 years or more. It's water network has a lower
average age, of 40 years. This makes WDC’s water network among the oldest in the Otago and Southland regions.

Water Supply 40 0% 0% 0% 0% 0% 100%

Wastewater 50 23% 3% 0% 2% 1% 71%

Stormwater 55 0% 0% 0% 0% 0% 100%

The majority of WDC's water, wastewater, and stormwater networks are in an unknown condition. The proportion of
wastewater assets rated as being in very good condition appears high compared to average asset age.

8 Compared to previous year
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Combined three waters residential rate - WDC . .
Three waters residential rates

R
s Average residential rates (including GST) for
three waters are expected to increase by
51% from approximately $1,380 in 2024 to
over $2,050 by 2031.

Increases in planned investment since the
2021 LTP may increase rates by a further
$1,600.

There may be a wide variation in actual
charges due to the WDC's use of scheme
based targeted rates.

$2,000

$1,500
$1,000

5500

TatTa T ]
2030721

Combined three waters debt per capita - WDC

55,000

Three waters debt $4 500

54 000

Net three waters debt is projected to
increase from approximately $54
million in 2024 to over $110 million by $3,000
2031, or from $2,230 per head of $2 500
population to over $4,470 per capita.

53,500

$2,000
$1,500
$1,000

$500

L . Whole of council debt
Debt to revenue ratio with and without three

waters - WDC Council’s total debt to revenue ratio is forecast
to peak at 150% in 2025, and it is unlikely to
exceed LGFA lending limits.

200%
150%
Transfer of three waters debt and revenue
100% would improve Council’s debt to revenue ratio,
and improve its access to funding through
50% LGFA. Negative values represent council
holding investment assets that exceed its debt

in later years.
2023/24 2024/25 2025/26 2026/27 2027/28 2028/29 2029/3

We understand updated financial projections
show debt significantly exceeding LGFA limits.

Debt to revenue incl 3 Water e===Debtto revenue excl 3 Water
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Appendix Three - Modelling assumptions

Assumptions applied to our “comparator” scenarios

In order to enable a like for like comparison between regional delivery options and the existing delivery
model, we have made adjustments to financial and capital investment programmes provided by each council
as the ‘status quo’. These adjustments ensure that differences between regional delivery models are not
purely the result of a different approach to managing revenue, debt and expenditure, or differences to
underlying assumptions across the individual models.

This also means that the comparator scenarios presented in our modelling may not mirror an individual
councils’ current long term plan projections.

We have endeavoured to ensure that our approach aligns with the requirements of a water services delivery
plan. This means that some councils may wish to use the comparator case from this modelling as a starting
point for a water services delivery plan (WSDP) for in-house delivery. This is however a “best endeavours”
approach, and councils may further refine capital programmes before preparing their WSDP.

Where councils are undertaking detailed asset and investment planning work this should then be used to
inform their WSDP.

To assist councils in understanding the alignment of our comparator case with their own WSDP or LTP work,
we have outlined the key adjustments and changes we have made below.

Operating expenditure

Our modelling of the comparator case scenarios for operating expenditure predominantly relies on each
council’s own operating budgets, as provided through our information request. Adjustments have been
made to:

e Recalculate interest costs based on any amendments made to the capital works programme (refer
below) and any additional revenue generated in order to stay within borrowing limits.

e Recalculate interest rates using a common interest rate across all councils. We have applied an
interest rate of 5.52% in our modelling. Interest is calculated off the previous year’s closing balance,
meaning the effective interest rate is slightly lower than this when current year movements are
considered.

o Recalculate depreciation based on any amendments made to the capital works programme.
Depreciation rates are set at 1.53% for water supply, 1.53% for wastewater, and 1.47% for
stormwater.

o Assets are revalued at 2% per annum and depreciation recalculated based off revalued asset base
(including additions). This is broadly consistent with eh methodology currently proposed by
Commerce Commission.

o Inflation is modelled at 2% per annum for years 11 — 30.
Capital expenditure

Capital expenditure is based on capital works programmes provided by Council staff with no adjustments in
our base case. The impacts of changes in capital programmes is highlighted through our sensitivity testing.
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Sensitivity testing scenarios that have been applied are outlined in, and are based on, the findings of the
work completed by Utility NZ (Appendix Four - Southern CCO Programme Assurance Findings).

Revenue

Water Services Delivery Plan templates indicate some of the key measures that the Department of Internal
Affairs (DIA) expect to be reported in relation to these tests, and therefore what may be expected by the
Department. In particular:

e Achart demonstrating projected revenue versus projected costs including depreciation, and net
operating surplus or loss. We anticipate that DIA are expecting revenue to at least equal total
expenditure including depreciation based on the examples provided.

e An operating surplus ratio. DIA guidance notes that “Where this ratio percentage is negative, this
represents the percentage increase required for revenues to cover costs”. Costs in this ratio include
depreciation.

Based on these questions, and additional commentary within the WSDP templates, we intend to model
status quo arrangements to be fully funding depreciation from the 2028 financial year onwards. Councils
that are not currently fully funding depreciation currently will be modelled to move to a fully funded scenario
evenly over the remaining years.

In addition, from 2028 and beyond:

o Revenue has been modelled to “break even” before accounting for development contributions,
vested assets and grants and subsidies.

» Additional revenue has been calculated to ensure that the council remains in borrowing limits. This
revenue line is recovered through water/wastewater/stormwater charges and is calculated to be no
more than the amount needed to remain within agreed debt caps.

e The additional debt repayment/control revenue is modelled to ensure that debt caps are not
breached over the life of the modelling period, however the additional revenue is modelled over the
entire modelling period, meaning revenue is collected in anticipation of debt otherwise exceeding
limits. This will impact price paths, where councils may have otherwise deferred increases in
revenue to a later year than our modelling. Our modelling attempts to smooth the impact of this
increase.

o Development contribution revenue has been modelled to scale proportionally with changes in
growth capital expenditure. Scaling is completed annually. Development contributions are only
modelled where councils have provided details regarding expected development contribution
revenue in their data.

Debt and borrowing costs

Revisions to capital works programmes, revenue, and expenditure all impact the amount of debt required by
councils to fund their three waters activity. Our modelling recalculates three waters debt under the base
case scenarios to ensure comparability with regional delivery models.

To calculate debt, we have:

e Assumed each councils’ starting debt position is correct.

o Identified the cash surplus available from operations, development contribution receipts, and capital
and operating subsidies.
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Subtracted the cost of capital works from the cash surplus.
Where this value is negative, we have increased borrowings to fund the difference.
Where this value is positive, we have modelled a debt repayment.

We have not assumed any “regular” debt repayments under a table loan facility. Council’s typically borrow
through bond issues that are repaid on maturity date. Our modelling effectively assumes that these bonds
are renewed if needed. Our modelling also assumes that in any given year there will be sufficient bonds
expiring that council will have the opportunity to repay debt if it holds surplus cash.

We've also made the following minor additional assumptions to data provided by councils.

The percentage of water, wastewater and stormwater revenue received from residential customers
is assumed to be consistent with the percentage split across these activities as provided to WICS in
their RFl of 2021.

Where specific projections of the number of connections has not been provided, we’ve assumed
connection growth continues at the rate of growth in rateable units.

We've assumed the proportion of residential to non-residential customers is consistent with WICS
RFI where detailed breakdown of these projections has not been provided.

In all models, we have assumed that council revenue and debt relating to non-three waters activities
is unchanged under all investment scenarios. That is, even where three waters investment, charges,
or debt increase, we have assumed that there is no consequential or offsetting reduction in the
corresponding expenditure/charge for non-three waters activities.

In 30 years modelling, we have relied on capital programmes from infrastructure strategies or long
term capital works plans provided to us by participating councils.

Corporate costs, as provided, have been retained in the base case. Some of these costs may
represent “stranded overhead” in individual councils, however we note that the amount of cost
allocated varies greatly across councils, and assessment of the amount of stranded overhead in each
council would not be possible without a detailed assessment of the cost allocation and
apportionment approaches used by each council.

© Morrison Low 49

Item 25.8.2 - Appendix 2 Page 131



Council meeting 8 May 2025

il

MorrisonLow

WSE assumptions

To create a Southern WSE and wholly owned WSE we have modelled transitional and organisational costs for
a Southern WSE or wholly owned WSE, based on a ground up approach. The full details of costs included in
our model are outlined below.

Operating and capital efficiencies

Efficiencies have been modelled using the efficiency data produced by the Water Industry Commission of
Scotland (WICS) for the Department of Internal Affairs (DIA) as a base case, noting the following adjustments:

o The total achievable efficiency identified by WICS have been scaled back by 70% for the Southern
WSE and 90% for a wholly owned WSE. These total achievable efficiencies have been compared to
our bottom up estimates to confirm that the scaling is appropriate. This has reduced the baseline
total achievable efficiencies from 50% capital and 53% operating efficiencies to 16% operating and
15% capital efficiencies.

» Efficiencies have then been scaled according to data produced by WICS in reports produced for DIA.
This has resulted in modelled scale efficiencies of 11% capital and 12% operating efficiencies for the
Southern WSE and between 1 - 3%% for wholly owned WSEs (depending on scale).

» We've assumed that these efficiencies are achievable over a 10 year period, commencing two years
after the establishment of the WSE. Efficiencies are modelled as being achieved evenly over that
time period.

Borrowing

The Government and the Local Government Funding Agency (LGFA) jointly announced that water entities
would be able to borrow up to a 500% debt to revenue ratio. The fine print of that announcement noted
that entities will actually be measured based on an FFO to debt ratio, with the intention that lending
covenants would be set at such a level that the WSE could maintain an “investor grade” credit rating.

Our modelling adopts the following FFO ratios, based on recent discussions with, and guidance published in
December 2024 by, LGFA:

e 12% for a wholly owned WSE

o 8% for the Southern WSE.

Modelling is designed to maintain debt close to these ratio throughout the modelling period.
Costs of change

Corporate overhead from each council has been replaced with costs for the Otago Southland WSE, and
transition costs have been included:

o Increased compliance costs associated with regulatory reforms (recognising the role and
requirements to report to both a service and economic regulator)

e The requirement to fund a levy imposed by Taumata Arowai and the Commerce Commission; these
costs are included in all models

e Transitional costs to establish the Otago Southland WSE (assumed to be borne by the Otago
Southland WSE)

o Additional resources required or additional costs for resources

e Any change is assumed for modelling purposes to take place on 1 July 2027.
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Costs have been indexed using BERL inflation rates for water services through 2034, and 2% per annum
thereafter.

For wholly owned WSEs we have compared transitional costs and ongoing operational costs to work
completed for one of the councils in the working group by a different consultancy. Through this exercise we
have confirmed that estimated transitional costs and ongoing operational costs are broadly consistent at a
total level, despite different methodologies and approaches being used to determine those costs.

We therefore have a high level of comfort that the costs used are reasonable.

CCO transition costs were determined by comparing Morrison Low’s initial assessment with bottom up work
completed by a different consultant for one of the constituent councils. Given the increased level of detail in
that work, we have applied those costs where appropriate in a wholly owned CCO model.

For clarity, total CCO costs are similar (typically +/- 10%) under either approach, however the distribution of
costs differs.

_ Whouy owned WSE southern WSE

Transitional team Combined in single total $2,325,000

Entity establishment $7858,000

Business process design $500,000

Communications and engagement $500,000

Rebrand $200,000

Restructuring costs $300,000

Finance and funding workstream $500,000

Legal and compliance costs $500,000

Office set up $1,230,000

ICT systems $480,000 - $850,000 $7,000,000
(repeated in year 1 of
WSE)

Total transition costs $2,000,000 - $4,120,000 $13,840,000
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CCO costs were determined by comparing Morrison Low’s initial assessment with bottom up work completed

by a different consultant for one of the constituent councils. Given the increased level of detail in that work,

we have applied those costs where appropriate in a wholly owned CCO model.

For clarity, total CCO costs are similar (typically +/- 10%) under either approach, however the distribution of

costs differs.

_ WhOIIy ovned WSE southern WSE

Governance

Executive team and
support staff costs

IT infrastructure &
systems

Auditor costs

Council rates

Accommodation -
office rent

Office overheads

© Morrison Low

$410,000

$1,530,000

Scaled $400,000 -
$850,000

None

None

$350,000

Combined in above

$480,000

$2,060,000

$2,760,000

$200,000

$640,000

$300,000

$30,000

Includes directors and the costs of
supporting shareholder Councils & Maori to
develop and implement accountability
framework

CEO & Four general managers

Additional staff to create support structure.
Includes HR, IT, Finance, health and safety
and customer service + operational staff
where required

Uses Watercare IT budget as the basis and
scaled based on population served

Additional costs for audit

The cost of paying rates to councils for
water assets located on council land

15m? per staff member based on reviewing
average office rental in Provincial centres
($250m?) used. Allowance for all staff to
have office space provides for costs of
multiple locations

10% of office accommodation cost for
insurance, electricity etc
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Appendix Four - Southern CCO Programme Assurance Findings
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Southern CCO — Programme Assurance

This report provides an independent assurance assessment of the capital programmes for Clutha,
Central Otago, Gore, Waitaki, and Timaru District Councils as they consider forming a joint Council-
Controlled Organisation (CCO) for 3-Waters services.

Objective

The objective is to evaluate the financial confidence in baseline expenditure projections by analysing
cost and planning assumptions, renewals investment sustainability, and sensitivity to proposed
national wastewater standards. The findings will inform the financial modelling of the structure and
pricing options for the CCO business case.

Methodology

The assessment employs a simplified risk-based scoring method to evaluate the likelihood of
material changes to financial projections. This approach allows financial analysts to apply an
indicative range to projections based on assessed risk levels.

Results

Cost Estimate Accuracy — Across the five Councils’ short-term projects (Years 1-3) are
generally well-defined with appropriate contingencies, medium- to long-term projects (Years
4-10) exhibit greater uncertainty due to reliance on early-stage cost estimates, inconsistent
contingency application, and exposure to evolving regulatory requirements. This is not
uncommon for long term plans, however.

Asset Sustainability and Renewals- The asset sustainability assessment identified varying
levels of programme expenditure risk. While Central Otago DC, Waitaki DC, and Timaru DC
demonstrate lower risks due to stable renewals investment, Clutha DC and Gore DC face
medium to high risk of material changes to renewals expenditure from deferred investment
combined with an ageing infrastructure base. Gore DC exhibits a significant backlog of
renewals investment, combined with an asset based nearing the end of its service life. This is
likely to require significant changes to the programme beyond Year 10, to maintain service
levels.

Sensitivity to Wastewater Standards - Proposed national wastewater standards introduce a
risk-based approach, potentially reducing treatment requirements and compliance costs for
smaller schemes. This significantly increases the likelihood of material change to the baseline
financial projections beyond the three-year window, particularly affecting Gore, Clutha, and
Central Otago. The standards could lead to notable reductions in current programmes,
especially for smaller wastewater schemes benefiting from lower treatment standards.

Commonality of Planning Assumptions - Lastly, it is important to ensure that all Water Service
Delivery Plans are developed on consistent assumptions of affordability and of the service
levels desired by the CCO. There is some inconsistency across the Councils at present, such
as, projects being deferred or excluded due to funding constraints or uncertainties, while
others have been less constrained and open about their network needs. Notable examples are

1. Waitaki DC may have several small scheme WWTP upgrades missing from its
programme that create a high likelihood of material change for Wastewater programme
later in the 10-year window. This is due to the high levels of uncertainty on the projects at
the time to justify their inclusion in their programme.
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2. By contrast, Gore DC has included a significant stormwater separation project (> $200m
over 30 years), which also transparently addresses significant service level deficits for the
district.

3. CODC has programmed a significant investment in growth which reflects a proactive
approach to servicing future communities, but it also assumes that revenue will be
recovered as and when projected.

4. Clutha DC have assumed several WWTP plants will need to be brought forward for re-
consenting due to recent non-compliance. This may change with the proposed WW
Treatment Standards.

Summary of Findings

The assessment identifies varying levels of risk to the baseline capital programme across the
Councils. While short-term financial outlooks are stable, long-term risks remain significant due to
uncertainty in cost estimates, ageing assets, and evolving regulatory requirements. Clutha and Gore
are expected to experience medium to high risks of material changes, while Central Otago and
Waitaki face moderate risks over the medium term. Timaru shows consistently low risk across all
3-Waters due to their historic investment in treatment and focus on renewals over the coming years.

Council Risk of Material Change and Financial uncertainty to apply to Baseline
Year1t03 [Years41t010 Year 1010 30
Clutha DC ® - Medium Risk (-10%/+20%) [N/A (see note below)
Central Otago DC ® - Medium Risk (-10%/+20%)
Gore DC © - Low Risk| g Risk -10%/+25%
— (-5%/+10%)
Waitaki DC ® - High Risk -10%/+25%
Timaru DC ® - Low Risk -5%/+10%

NB: Of note, is that long-term planning is inherently uncertain. The level of policy, regulatory, and
legislative reforms over the past six years has amplified this further. This uncertainty limits the value
in assessing the confidence in planned expenditure beyond the 10-year horizon. However,
quantifying the key investments necessary remains important for the CCO, including major asset
renewals to maintain service levels and resource consent renewals for wastewater and drinking
water infrastructure. These have been provided by all five Councils.

Recommendations

To enhance financial confidence in the future CCO, Councils could commit to a Memorandum of
Understanding or similar agreement to standardise their programme planning assumptions on
service levels, standards, cost estimation practices, and renewals investment strategies.

Also, given the significant sensitivity, to the proposed WW standards on investment levels, Councils
could also commit to undertaking a deeper review of these projects once these standards are
legislated for.

These assumptions greatly influence service pricing, particularly with consumer price protection
imminent. A unified commitment could highlight the broader value of the reforms to key
stakeholders and other interested parties.
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About Utility

Utility is a specialist infrastructure advisory firm with expertise in asset management, financial
assurance and capital investment planning. Utility has worked extensively within local government,
providing independent assessments that support sound decision-making for infrastructure projects.
Our approach combines technical rigor with strategic insights to ensure investment programmes
are pragmatic, cost-effective, and aligned with regulatory requirements.

Disclaimer

This report is based on information provided by the Councils and publicly available data at the time
of assessment. While every effort has been made to ensure accuracy, the findings and
recommendations are subject to change based on new information or regulatory adjustments. This
report does not constitute financial or legal advice and should be used as a decision-support tool
rather than a definitive financial forecast.

Version Status and History

Version Issue Date Author Status and Changes
1.0 13* March 2025 Vaughn Crowther Final for Morrison Low
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Context

Gore, Central Otago, Clutha, and Waitaki are exploring options for a joint Council-Controlled
Organisation (CCO) to deliver 3-Waters services. CCO options are to be considered in March, with a
preferred option to go to public consultation in April / May. Before moving forward, stakeholders
need confidence that the proposed CCO and regional pricing model is based on robust baseline
expenditure programmes. In particular:

1. How reliable and accurate are the 10-year financial projections (baseline) of each Council?

2. What degree of confidence can we place in the financial projections, in terms of the
commonality of planning assumptions, and of any potential changes resulting from deferred
or un-budgeted projects?

3. Furthermore, if and how will the proposed regulatory changes to wastewater standards
impact on the current baseline programme?

Objective

To assess the confidence in baseline expenditure projections by analysing cost assumptions,
renewals investment sustainability, and regulatory change sensitivities. The findings will inform the
financial modelling of the structure and pricing options for the CCO business case.

Method of Scoring

To assist financial analysis and provide clarity when adjusting the 10-year financial projections for
the combined Councils, a simplified risk-based scoring method has been employed. This approach
allows financial users to easily apply an indicative plus or minus range to projections based on
assessed risk levels.

To assist financial analysis and clearly inform adjustments to the 10-year financial projections for
the combined Councils, a simplified risk-based scoring method has been applied. This method
provides financial analysts with a straightforward way to incorporate an indicative plus or minus
range into financial projections.

A 'material change' refers to a variation in project budgets exceeding 15% of the original cost
estimates.

Score Description Recommended
financial adjustment
range:

® - Low Risk of |Budget estimates are highly reliable, with |-5%/+10%

Material Change minimal likelihood (<10%) of significant

changes.

® - Medium Risk of | There is moderate uncertainty (10% to 50% | -10% /+ 20%

Material Change likelihood) that budgets will materially change,

® - High Risk of | There is a substantial likelihood (>50%) that | 10% / + 25%

Material Change project budgets will experience material

changes

Application to Financial Projections
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Financial analysts should apply these ranges to the 10-year financial projections, ensuring
projections include appropriate financial buffers for uncertainties, especially for medium and high-
risk rated projects. Low-risk projects require minimal adjustments due to their greater budget
certainty.

Method of Assessment

This Programme Assurance report provides an independent assessment of the financial confidence
in the Councils’ proposed 10-year capital plans. It specifically evaluates:

1. Cost Estimation Assurance — To understand the likelihood of material changes to budgets,
inyears 110 3,and years 410 10

2. Asset sustainability — The likelihood of long-term renewals backlog having a material impact
on the baseline.

3. Sensitivity to National Wastewater Treatment Standards.

4. The commonality (or not) of key planning assumptions and if projects / investments of
material size are excluded that should not be.

The method of assessment used was:

1. Focussed on the areas creating the most risk to the baseline— By applying an 80/20 rule, the
high costs projects in years 1 to 3, and again for years 4 to 10 were identified.

2. Engaged directly with Asset Managers on these high risk / cost projects to establish
estimation method, contingency levels and remaining scope risk not priced- in.

3. Identified missing projects by reviewing long-term and annual plans, Taumata Arowai
registers etc.

4. Applied assumed Wastewater Standard assumptions by classifying schemes based on size
and assessing each planned WW upgrade.

5. Reviewing findings with individual Council GMs and the Project Team.

6. Sharing preliminary findings with DIA for feedback.
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Cost Estimation Assurance

This aspect of assessment aimed to understand the following questions:

1. Arethe cost estimates in the capital programme well-founded, given their scale and timing, and
if not, are the levels of contingency included, appropriate to reflect this risk?

2. Arethere critical projects / expenditure missing from the programme that could pose a financial
risk in future planning cycles? Included is the expectation that universal water metering will
come into effect within 3 years of the establishment of the CCO (Post 2027).

Methodology Used for Cost Estimate Assurance

For expedience, the method used to assess cost estimates was as follows:

1. Identify High-Cost Projects - An 80/20 approach was taken, to identify the highest cost
projects that make up most of the planned expenditure over 10 years, and 30 years where
significant. Only level of service driven projects were assessed, and growth projects with a
high proportion of level of service cost allocation (>40%).

Then of these projects, the following was established through interviews and review of project
information provided:
2. How were cost estimates for the specific projects developed? For instance, using historical
cost data being inflated, consultant estimates?
a. If a consultant’s estimate was used, to what level? (Level 0 — Order of Magnitude,
Level 1 — Conceptual, Level 2 — Preliminary, Level 3 — Detailed Design, Level 4 -
Tendered).
b. If not, is the level of contingency appropriate for the project's stage, timing and
complexity?
3. Interms of risks to scope, how well is the project defined to avoid material scope creep?
Risk levels are applied using the following indicators. * A material shift is defined as a budget change
of more than 15% relative to initial cost estimates.

Risk Level Definition Indicators

® Low Risk Minimal likelihood - Estimates at Level 3+ (Detailed/Tendered)

of Material (<10%) of material* - Contingency applied appropriately for project stage
Change shifts. - Well-defined project scope with low variation potential
@® Medium Some likelihood (10% | - Estimates at Level 2-3 (Preliminary/Detailed)

Risk of to 50%) of material - Contingency exists but is inconsistent to the remaining
Material change exists but scope uncertainty

Change may be manageable | - Some scope uncertainty, but moderate confidence in

assumptions
- Expected in Years 3-7 project
@ HighRisk | Significant likelihood | - Estimates at Level 1-2 (Order of Magnitude/Preliminary)

of Material (>50%) of material - Contingency is unclear or insufficient

Change programme shifts. - Scope is not well-defined, making cost overruns >15%
likely
- Missing projects that could drive unplanned capital
increases

- Expected in Years 7+ projects, unless significantly large.
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Clutha DC

UTILITY

The original capital programme assessed was revised down significantly, from $116.3M to $37.1M,
following the provision of updated cost estimates. The revised programme has been assessed as
low risk of material change, with most projects in the near term already in construction or at the
tender stage, improving cost certainty.

Timeframe | Risk Rating | % of Spend Reasoning
Years 1-3: | @ Low 35% Most of these projects are at scoping, tender, or
Risk ($13.0M0 construction stage, reducing cost uncertainty.
Years 4-10: | @ Med 65% Estimates have been updated and a 30%
Risk ($24.1m) contingency applied, reflecting the high scope risk
that remains.

ltems of note:

Clutha has scheduled zone metering for most schemes within 3 years. However,
universal metering will require a larger level of CAPEX than is scheduled.

Central Otago DC

The total high-risk capital programme assessed was $122.2M, which makes up 62% of all Level of
Service CAPEX over the next 10 years. A large portion of projects are growth-driven, with significant
level-of-service improvements. Cost certainty is higher in the near term, while longer-term WWTP
projects have some exposure to regulatory changes.

Timeframe

Risk Rating

% of Spend

Reasoning

Years 1-3:

® Low
Risk

33%
($40.6M)

Projects in this period have greater cost certainty,
as they are progressing through tender,
construction, or advanced planning. While there is
some exposure to regulatory-driven scope
adjustments, cost estimates are well-developed
with appropriate contingencies applied.

Years 4-10:

® Med
Risk

67%
($81.6m)

Projects in this period are based on Level 2
estimates, with a reasonable contingency applied,
supporting cost confidence. However, longer-term
infrastructure upgrades remain exposed to scope
changes and regulatory factors, particularly for
wastewater treatment.

[tems of note:

Significant amounts of the Capital Programme are to service projected growth in
the district.

CODC is already fully metered with volumetric charging in place for drinking water.
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Gore DC

UTILITY

The total high-risk capital programme assessed was $67.6M, which makes up 94% of all Level of
Service CAPEX over the next 10 years. The greatest risk remains in Years 4-10, where most projects
still lack detailed cost certainty, and missing projects could result in budget shortfalls. The
stormwater separation project, in particular, carries high financial and scope uncertainty due to its
reliance on preliminary modelling rather than detailed cost estimation.

Timeframe | Risk Rating % of Reasoning
Spend
Years 1-3: | @ LowRisk | 21% Cost certainty is moderate due to a mix of more
detailed (Level 3) and preliminary (Level 0-2)
(814.3m) _ o .
estimates on specific projects. Stormwater
separation is acknowledged as an ongoing
programme with set budgets each year.
Years 4-10: | @ HighRisk | 79% Most projects rely on early-stage cost estimates
(853.3m) | (Level 0-2), increasing the likelihood of cost
changes. Scope and cost risk is high for the
planned stormwater separation programme
beyond the 10-year window.

ltems of note:

A significant stormwater separation programme is planned over the long term of
30 years (>$200m). The project is addressing service level deficits and health risks
from localised flooding, which will likely increase due to climate change.

The programme has included CAPEX for universal water meter rollout.

Utility have observed that this cost of this programme exceeds the replacement
cost of the entire stormwater network of the district (c. $42m), by several orders of
magnitude. There is a likelihood that a programme of this scale will require
extensive review and is primarily included to highlight a significant issue that needs
addressing.
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Waitaki DC

UTILITY

The total high-risk capital programme assessed was $96.5M, which makes up 83% of all Level of
Service CAPEX over the next 10 years. The greatest financial risk exists in Years 4-10, where most
projects lack detailed cost certainty, and scope changes could drive significant budget increases.

Timeframe

Risk Rating

% of
Spend

Reasoning

Years 1-3:

@ Medium
Risk

18%
($17.4m)

Projects in this period have better cost certainty,
being closer to execution with more detailed cost
estimates. However, some estimates remain at
Level 2 (Preliminary), and contingency application
is inconsistent, increasing the risk of minor cost
OVerruns.

Years 4-10:

@ High Risk

82%
($79.1m)

Most projects rely on early-stage cost estimates,
increasing the likelihood of material cost changes.
Scope risk is high, particularly for wastewater and
stormwater  projects.  Additionally, missing
compliance-related investments (Lake Ohau,
Kurow, Palmerston, Omarama, Hamden, Moeraki
WWTPs) could result in significant unplanned
capital increases at the end of 10-year programme.

ltems of note:

Several wastewater projects are excluded from the current programme that will
have a material impact on wastewater investment levels in years 4 to 15. It has
been stated that this is due to the high levels of uncertainty regarding their scope,
timing and possible solutions.

The programme has included CAPEX for universal water meter rollout.

Timaru DC

The total high-risk capital programme assessed was $161M, which makes up 58% of all CAPEX over
the next 10 years. The greatest financial risk exists in Years 4-10, where most projects lack detailed
cost certainty, and scope changes could drive significant budget increases.

Timeframe | Risk Rating % of Reasoning
Spend
Years 1-3: | @ Low Risk | 42% Projects in this period have a mix of low and
(68.1m) medium-risk cost estimates. However, a minimum

of 30% contingency is in place across all budgets,
which mitigates this risk sufficiently. The large
projects planned within the next 12 months, have
design level cost estimates.
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Timeframe | Risk Rating % of Reasoning
Spend
Years 4-10: | @ Medium | 58% Larger projects in this period are more exposed to

high-risk cost estimation and scope uncertainty,
with early-stage estimates and scope uncertainty
despite 30% contingencies applied to all.

ltems of note

Most of the programmed investment is on the renewal of existing assets.
Investments to meet drinking water standards and wastewater consents have
largely been delivered for the district.

The programme has included CAPEX for universal water meter rollout.
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Asset Sustainability

UTILITY

This assessment determines the likelihood of an unrecognised long-term backlog or liability for
asset renewals in investment programmes, excluding accumulated depreciation reserves, having a
material impact on the baseline programme.

Does the current level of renewals investment pose a significant future spending liability for the CCO
that is not accounted for?

Method

The sustainability of renewals investment considers the likelihood that additional renewals
expenditure will be needed beyond what is planned, due to unexpected asset failures. This looks at
two key indicators in combination.

Average Age - It looks at this at a very high level, over the next 10 to 30 years. It is assessed
by comparing the average age of the assets, calculated from its depreciated replacement
cost (proxy of life remaining) divided by its gross replacement cost (Proxy life expectancy).
The lower this % value indicates the higher the risk of asset failure. i.e. the assets are nearing
end of life.

Ther rate of ageing - This is then considered with another analysis, of whether future planned
renewals spending is keeping pace with the rate at which the assets are ageing. If it is not,
then the risk of asset failure is increasing. This will also increase the need for additional
expenditure.

Exclusions - Preferably, as assessment of the age distribution of the assets would provide a
more accurate assessment of age. i.e. understanding the 75%tile of age rather than average
age. Also, projects deemed a renewal, yet also provided significant service level or growth
benefits were excluded, particularly if they distorted results.

The following indicators of risk were applied to each Council:

Risk Level Definition Indicators

® LowRisk | Minimal likelihood | - Assets are relatively young and/or have

of Material (<10%) of material* | renewals investment adequately matching or

Change shifts. exceeding the rate of asset ageing
(Renewals/Depreciation ratio >1)

@ Medium Some likelihood (10% to | Assets are middle aged, with renewals

Risk of 50%) of material change | investment not reflecting this risk. Renewals

Material exists but may be |investment lagging behind asset ageing

Change manageable (Renewals/Depreciation ratio approximately 0.6—
1).

@ High Risk | Significant likelihood | Significant risk due to an older asset base and

of Material (>50%) of material | inadequate renewals investment reflecting this.

Change programme shifts. (Renewals/Depreciation  ratio  <0.8), likely
requiring  substantial ~ future  expenditure
adjustments.

Where material is defined as being a change in budgeted costs of greater than 15%.
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Clutha DC

UTILITY

There is a likelihood of material change to the renewals programme. Assets are approximately
halfway through their life, with a reasonable level of investment now underway to stop the net

ageing.
Clutha DC Average Life Rate of Ageing Risk to Renewals Programme
Remaining (Renewals /
(DRC/ GRC) Depreciation over 10
years)
Wastewater | 57% | Middle aged | 0.5 Assets are ageing | @ Med Risk
Water Supply | 60% | Middle aged | 1.5 Getting younger ®- Low Risk
Stormwater | 49% | Middle aged | 1.6 Getting younger @ Medium Risk
Overall Score | @ Medium Risk

[tems of note:

c. $5m of Cast Iron main renewals in the water network have been deferred beyond
the 10-year window during the LTP on affordability grounds.
Large proportions of the pipe assets have been recorded with expected lives at
over 100 years. This can skew results greatly if not correctly assumed.

Central Otago DC

There is a low risk of material changes anticipated in the next 10 years.

Central Otago Average Life Rate of Ageing Risk to Renewals
DC Remaining (Renewals / Depreciation Programme
DRC / GRC) over 10 years)
Wastewater Middle  aged B : @®- Low Risk
60% | network 0.9 — Asset age is steady
Water Supply | 70% | Young network | 1.0 — Age is steady ®- Low Risk
Stormwater Middle  aged . @ Medium Risk
57% | network 0.6 Assets are ageing
Overall Score | @ - Low Risk

ltems of note

Central Otago's rate of growth in new and vested assets could be outpacing the
average ageing rate (depreciation). This could skew these metrics by reducing the
average asset age over time. An assessment of 75%tile age would improve this
understanding.
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Gore DC

UTILITY

There is a high likelihood of material change, particularly post year 10. Large parts of the assets
network are near the end of life also, with annual renewals spend still well below what is needed to
halt this decline. Particularly for WW and SW. This indicates a high amount of asset renewals will be
necessary, beyond what is programmed.

Gore DC Average Life Rate of Ageing ....and over 30 Risk to Renewals
Remaining (Renewals / years Programme
(DRC / GRC) Depreciation over 10
years)
Wastewater An old | 0.7 Assets are 0.5 Assets are| @ HighRisk
36% | network ageing ageing
SVXSET; 29% lr?gtworkdd 1.2 Getting younger 1.0 Age is steady @ High Risk
Stormwater 4.4 Getting | @ High Risk
An old | 0.2 Assets are ageing | younger  rapidly
28% | network (see note)
Overall Score | @ High Risk

[tems of note:

Gore DC believes their asset sustainability is slightly better than presented in this
assessment but acknowledges having the oldest infrastructure network does pose
significant risk of cost increases. Gore DC has been pro-actively managing the
tension between asset renewal needs and affordability for their community. Their
renewals programme was deferred on affordability grounds recently, so the 30-

year programme has been included to assess this.

Waitaki DC

There is low risk of a material change to the renewals anticipated in the next 10 years. The network
has over half of its life left by value, and the rate of replacement largely matches the rate of ageing.

Waitaki DC Average Life Rate of Ageing Risk to Renewals
Remaining (Renewals / Depreciation Programme
(DRC/ GRC) over 10 years)
Wastewater | 65% | Middle aged 1.4 Getting younger @ - Low Risk
Water Supply | 60% | Middle aged 0.8 Assets are ageing @ - Low Risk
Stormwater | 52% | Middle aged 0.8 Assets are ageing @ Medium Risk
Overall Score | @ - Low Risk

The Oamaru Rising main duplication and Oamaru Muddy Creek stormwater
capacity upgrade were removed from the renewals programme assessment.
These may have been costed as renewals, possible incorrectly, which was skewing

the assessment significantly.
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Timaru DC

There is low risk of a material change to renewals anticipated in the next 10 years. The network has
over half of its life left by value, and the rate of replacement exceeds the rate of ageing by several
orders of magnitude.

Timaru DC Average Life Rate of Ageing Risk to Programme
Remaining (Renewals / Depreciation
(DRC/ GRC) over 10 years)
Wastewater | 58% | Middle aged 4.7 Getting younger @ - Low Risk
Water Supply | 55% | Middle aged 5.3 Getting younger ® - Low Risk
Stormwater | 50% | Middle aged 3.9 Getting younger ® - Low Risk
Overall Score | @ - Low Risk
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Sensitivity to National Wastewater Treatment Standards

This section evaluates the likelihood of material changes to planned Wastewater Treatment Plant
upgrades from the proposed Wastewater National Treatment Standards.

The assessment is a score that indicates the level of sensitivity to a material change, where material
is a budget change of more than 15% relative to initial cost estimates.

@ - Low Risk of Material Change — Minimal likelihood (<10%) of material shifts in overall
Wastewater Treatment Plant cost estimates.

@ - Medium Risk of Material Change — Some likelihood (10% to 50%) of material shifts in
overall Wastewater Treatment Plant cost estimates, requiring adjustments to the
programme.

@ - High Risk of Material Change — Significant likelihood (>50%) of material shifts in
Wastewater Treatment Plant cost estimates, requiring major adjustments to current
programmes.

Explanation of the New Wastewater Standards

Proposed national wastewater standards were released for public consultation on 26th February.
They aim reduce the amount of expenditure on wastewater treatment by, streamlining consenting
processes, taking a more risk / impact-based approach to wastewater discharges standards. The
standards differentiate requirements based on discharge type (water or land) and scheme size as a
proxy for environmental impact.

Method and Assumptions

The assessment applied to WWTP cost estimates have used the following assumptions:

1. For WWTP’s that discharge to water (Freshwater and Oceans):

Schemes with access to large water bodies may benefit from dilution capacity,
which can influence discharge conditions and potentially reduce treatment
requirements.
Schemes serving fewer than 1,000 users will not require nitrogen or phosphorus
removal under the proposed land discharge standards. While this is not explicitly
stated for water discharge schemes, it suggests that smaller loads may not require
advanced nutrient removal.

2. For WWTPs discharging to land:
The standards remove land disposal requirements to account for cultural
considerations; however, Councils can still pursue this pathway if desired.
Treatment requirements are now risk-based, meaning land discharge schemes will
be classified by site suitability and environmental sensitivity.

3. Consenting terms
All consents will have a 35-year term.
Schemes with consents expiring within two years of the new standards taking
effect can request a two-year extension.
The new standards aim to streamline the consenting process, reducing the existing
administrative process of consent applications (c. 40% of costs stated in
standards).

4. Enabling efficiencies and ‘Packaged Plants’ as an option:
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Standardising requirements across the country enhances scalability and supports

the use

of modern packaged wastewater treatment plants, improving efficiency

and affordability, particularly for smaller schemes.

Direct li

aison with the DIA indicates a maximum WWTP upgrade cost of $15k-

$20k per connection is being targeted for smaller schemes (< 1,000 people).

Sensitivity  to

Standards

Reasoning

Clutha DC -c. $52m of planned WWTP upgrades in the current programme is planned

® Medium
Risk of Material
Change

Several small schemes under 1,000 pax requiring lower treatment and Milton
(larger scheme). However, there remains a reasonable level of uncertainty in
their need at all, as they are planned due to non-compliance with existing
consents standards. The new standards may reduce this risk and defer them—
or reinforce the need for earlier upgrades, depending on their final form.

Cost estimates have already dropped significantly (c. 75%) from recent WWTP
re-estimations, incorporating revised land treatment assumptions (prior to
release of the WW Standards).

Central Otago DC - ¢c. $57m of WWTP Upgrade CAPEX is planned.

® Medium
Risk of Material
Change

Alexandra WWTP remains unchanged, as further adjustments would increase
risk. Omakau WWTP has been reassessed, with changes made to align with
revised expectations. Lake Roxburgh Village remains unchanged. While some
flexibility may emerge in discharge requirements under the new standards, the
overall impact on treatment processes is expected to be limited with large
amounts allocated to growth and renewal.

Gore District Council —c $77m of WWTP Upgrade CAPEX is planned.

@ High Risk
of Material
Change

Sensitivity to the proposed changes is high for the Gore and Mataura WWTP
planned upgrades. Primarily due to removal of land purchase and wetland
development originally included for cultural treatment at Gore WWTP. For
Mataura WWTP, sensitivity is material but less significant as the existing
discharge is expected to align with proposed regulatory standards, eliminating
the immediate need for significant upgrades.

Waitaki District Council ¢. $27m of WWTP Upgrade CAPEX is planned.

@ Medium
Risk of Material
Change

Several smaller schemes (Duntroon, Kurow, Lake Ohau, Omarama, Palmerston)
may be affected, but some, like Lake Ohau, could see upgrade needs largely
unnecessary under the new standards. Of greater uncertainty, is that several
schemes lack a confirmed scope or funding and are excluded from the
programme.

Timaru District C

ouncil No WWTP upgrade CAPEX planned.

® - Low Risk
of Material

Timaru have already invested significantly in their Wastewater treatment plants
in recent years and have long term consents in place. No material changes are

Change

anticipated.

Summary of F
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This assurance assessment has identified varying levels of risk to the baseline capital programme
across the five Councils. While the short-term financial outlook is stable, long-term risks remain
significant due to uncertainty in cost estimates, aging assets, and evolving regulatory

requirements.

Year 1103 | Years 410 10
Clutha DC Near-term budgets have high accuracy. Medium-term risks emerge
primarily due to wastewater regulatory changes and moderate ageing
of stormwater assets, though water assets are sustainably managed.
Water Supply ® Low (-5%/+10%) ® Medium (-10%/+20%)
Wastewater ® Low (-5%/+10%) @ Medium (-10%/+20%)
Stormwater ® Low (-5%/+10%) @ Medium (-10%/+20%)

Central Otago DC

Cost certainty strong in short-term but moderate risks emerge longer-
term, particularly with wastewater upgrades due to proposed

standards.

Water Supply ® Low (-5%/+10%) ® Medium (-10%/+20%)
Wastewater ® Low (-5%/+10%) ® Medium (-10%/+20%)
Stormwater ® Low (-5%/+10%) ® Medium (-10%/+20%)

Gore DC Immediate cost certainty acceptable but long-term high risks exist
across all asset classes, driven by ageing infrastructure, significant
deferred renewals, and sensitivity to WW standards.

Water Supply ® Low (-5%/+10%) @ High (-10%/+25%)
Wastewater ® Low (-5%/+10%) @ High (-10%/+25%)
Stormwater ® Low (-5%/+10%) @ High (-10%/+25%)

Waitaki DC Short-term cost reliability is good, but medium-term risk exists from
slightly insufficient renewal budgets and uncertainties in wastewater
project scope and regulatory impacts.

Water Supply ® Low (-5%/+10%) @ Medium (-10%/+20%)
Wastewater ® Medium (-10%/+20%) @ High (-10%/+25%)
Stormwater ® Low (-5%/+10%) ® Medium (-10%/+20%)

Timaru DC Consistently low risk across asset classes with robust renewals
investment and stable asset conditions, requiring minimal financial
adjustments.

Water Supply ® Low (-5%/+10%) ® Low (-5%/+10%)
Wastewater ® Low (-5%/+10%) ® Low (-5%/+10%)
Stormwater ® Low (-5%/+10%) ® Low (-5%/+10%)

Long-Term Planning Uncertainty beyond Year 10
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The very nature of long-term planning means it carries inherent uncertainty, particularly given the
significant policy, regulatory, and legislative reforms that have shaped the last two Long-Term
Planning (LTP) cycles. Given this context, assessing the confidence of planned expenditure over the
10- to 30-year horizon other than low, is inherently limited in value.

However, it remains important to identify key known investments that will be necessary within these
longer-term timeframes. These include:

Major asset renewals, which will be required to maintain service levels.

Resource consent renewals, particularly for wastewater and drinking water
infrastructure.

Recommendations

To strengthen the confidence in the financial projections of the proposed CCO and any pricing
model options, the following actions are recommended.

1. Standardised Capital Planning & Cost Estimation Practices

o Introduce a structured cost estimation framework that standardises how
contingencies and cost escalations are applied.

o Councils should also commit to a Memorandum of Understanding (MoU) or similar,
to align cost estimation methodologies, service level expectations, and renewals
investment strategies.

2. Targeted Review of High-Cost Investments and Regulatory Changes

o Conduct a detailed review of high-cost projects (>$10m) with early-stage estimates,
particularly for Gore DC’s stormwater separation and Waitaki DC's wastewater
upgrades.

o Once wastewater standards are formalised, also conduct a detailed review of
planned wastewater treatment plant upgrades.

Furthermore, as consumer pricing will be a critical aspect of any future service delivery model for
3-waters, the planning processes and assurance levels will need to be explicitly driven by the effect
to future customer prices, not just financial forecasts.
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Central Otago District Council

Local Water Done Well Financial Modelling
March 2025

Introduction

This report outlines the initial results of our financial modelling of Central Otago District Council’s (CODC) three
waters functions under alternative service delivery models and capital investment programmes.

The delivery models and modelling assumptions applied to each are summarised in the table below.

Service delivery Modelling assumptions

Source data provided by CODC forms the foundation of the
modelled outcomes, with specific adjustments applied for
the following:
The existing service
delivery model,
encompassing the
current structure of Debt movements and financing costs aligned to
three waters teams targeted rates movements.
within CODC’s wider
infrastructure group.

Progressive depreciation funding to 100% fully funded
by FY2028. Adjustments are applied to targeted rates.
In-house Council
division

Depreciation calculated based on global rates and
alternate capital investment profiles.

Where required, increase revenue to maintain total
council debt-to-revenue below 250%.

Modelling inputs are aligned to the in-house model above,
with separate adjustments to allow for:
. Establishment of a
Council-controlled newly formed CCO to Establishment costs and ongoing additional overheads™.
organisation . .
(CCO) — CODC only deliver water services Efficiencies as a result of the service delivery model.
from 1 July 2027.
Where required, increase revenue to maintain a funds

from operations (FFO) to debt ratio above 12%2.

! Further details provided in Appendix A
2|n the case of CODC, funds from operations effectively represent its net operating cash flows.
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Results

The chart below compares average residential household waters charges for CODC as an in-house division and
as a single council CCO. For comparative purposes, all costs are nominal (i.e. they include inflation).

Figure 1 Average annual waters charge per residential household

Average Annual Waters Charge per Residential Household
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= CODC in house CoDC cco

CODC In-house division vs single council CCO

The household costs under a CODC CCO diverge from the in-house business unit from inception. This is
primarily due to the requirement for the CCO to increase revenue (and therefore household charges) to stay
within borrowing limits. The in-house business unit faces similar debt constraints, but not until the outer 20
years projected. The effect of debt constraints is explained further in the debt section below.

Additionally, the CCO requires capital investment during setup and incurs higher ongoing operational costs
than the in-house business unit, both of which are funded through increased charges. Projected efficiencies
associated with the CCO model are modest at the size and scale of a CODC CCO and are not fully realised until
over a decade into its operation.

Over time, the higher upfront charges of the CCO model keep down debt and, along with the efficiencies,
contribute to the lower annual household costs under the CCO model in the long term (FY2039 onward).
However, the cumulative value of household charges to this point are notably lower under the in-house
business unit.

A key difference between the CODC CCO and the CODC in-house division models is debt. More specifically, the
different borrowing limits that apply and the practical impact those differences have on household charges are
explained below for each model and shown in the corresponding charts.
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Debt under the in-house model

Under the in-house model, debt continues to be measured at a total council level. At the point of CCO
transition at the end of FY2027 CODC's debt is estimated to be 65% three waters and 35% non-three waters.
Therefore, Council is effectively using the wider Council revenue to support high levels of debt in three waters

(as do many other councils). That position continues throughout the thirty-year period with the proportion of
three waters debt growing over time (see Figure 2 below).

Figure 2 In-house debt capacity
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From FY2025, CODC operates with a gradually declining level of debt headroom, and by FY2035 all of Council
debt capacity is fully utilised. To remain within the targeted debt-to-revenue ratio of 250%, our modelling
assumes an increase in rates revenue during this period, resulting in higher household charges.

The proportion of debt allocated to three waters is substantial and significantly limits Council’s ability to adjust
its non-waters investment programme if needed. Given that regulatory requirements largely dictate
investment in water infrastructure, Council’s flexibility to strategically shape its broader capital programme is
effectively constrained.

Because the three waters debt is over-leveraged, meaning its debt-to-revenue ratio is higher than CODC’s
overall ratio, transferring three waters to a wholly owned CCO would free up capacity on CODC’s balance
sheet, providing greater financial flexibility for other priorities.
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Figure 3 All of Council debt to revenue %
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Under a CODC CCO. there is a different approach to debt and how it is measured. Total Council debt and
revenue are no longer relevant. Only debt transferred to the CCO and only revenue generated by the CCO is
considered.

A different ratio is also used, funds from operations (FFO) to debt, where the benchmark is maintaining a ratio
above 12%. For CODC, FFO effectively represents operating profit minus depreciation, which is a non-cash
expense. The 12% FFO-to-debt threshold often produces outcomes near 500% debt-to-revenue. However,
FFO focuses on free cash flows relative to the closing debt balance rather than comparing operating revenue
to debt.

Where these FFO limits were breached in our modelling, an adjustment is applied to the CCO’s revenue to
ensure no breach occurs in the base case results presented in this reporting.

The chart below illustrates this effect, comparing the CCO base case (staying within FFO to debt limits) to an
unadjusted version where no specific increases in household charges are modelled (no FFO debt limits). The
unadjusted base case is shown to fall well below debt limits without specific adjustments to household
charges.
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Figure 4 CCO FFO to debt
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As shown below, the immediate debt constraints and subsequent higher household charges under the CODC
CCO model ultimately result in less three waters debt over the 30-year period. This contributes to lower
annual household costs of the CCO over the longer term (FY2041 onward) as fewer financing costs are
incurred.

Figure 5 Total three waters debt
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The transitional establishment costs and additional overheads unique to the CCO were determined by
comparing Morrison Low’s initial assessment with bottom-up work completed by Rationale. Given the

increased level of detail in Rationale’s work, we have applied those costs where appropriate in a wholly owned

CCO model. For clarity, total CCO costs are similar (typically +/—10%) under either approach. However, the

distribution of costs differs.

Table 1 CCO establishment costs

CCO establishment costs m

Change management $1,873,000
Office fit out $1,305,000
IT infrastructure & systems $945,000
Total $4,123,000

Table 2 CCO additional overheads

CCO additional overheads m

Directors $220,000
Stakeholder governance framework $191,000
Executive Team costs $195,000
Additional resources $1,334,000
IT infrastructure & systems $852,000
Council rates $2,000
Office overheads $343,000
Total $3,137,000
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6 DATE OF THE NEXT MEETING

The date of the next scheduled meeting is 15 May 2025.
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