2
k-

; Water Services
Delivery Plan

IIIIIIIIIIIIIII

Horowhenuasx  PRALMY ()R ANGIRIIN



Contents

Part A: Introduction, Statement of financial sustainability, delivery model, implementation

Plan and @SSUTANCE ......ciiveuiiiiiiiuiiiiiieniiiiieniiiiteniitiessssssiressssssresssssstassssssssssnssssssenssssssanns 3
INEFOAUCTION 1.t s e e e st e e s st e e e sabb e e e s e nbeeeessanneeeesnnees 3
Statement that water services delivery is financially sustainable........cccccccoevviiiiiniiennnns 7
Proposed delivery MoOdel...... ... i e 10
IMPIEMENLALION PIAN coeeiie e e e e e e e e e 15
Consultation and ENZAgEMENT ......uiiiiiiiiiee e e st e e e rreee s 18
Assurance and adoption of the Plan...........cooiiiei e 22

Part B: Network performance........c.cceueciiiiieeiiiiiiniiiiieniiiiiiieeeneses. 28
Investment to meet levels of service, regulatory standards and growth needs............... 28

Part C: Revenue and financing arrangements .........ccciveeeiiiiinnniiiiinnniininenen. 120
Revenue and charging arrangements — Horowhenua District .......ccccceeeevveciiiieeeeeeeeeennnn, 120
Revenue and charging arrangements — Palmerston North City......ccccccovveciiiieenennnne, 124
Revenue and charging arrangements — Rangitikei DiStrict ........ccccceeviveeeiviiieeeieiiieeeens 128
Funding and financing arrangements — Horowhenua District .........ccccceeeeiiiieeiciiiineen, 131
Funding and financing arrangements — Palmerston North City......cccccccceveeiiiiveeeeeeennnnnn, 134
Funding and financing arrangements — Rangitikei District.........ccccceeeiiiiiieieiiiiee e, 136

Part D: Financial sustainability assessment.........ccccceiiiieniiiiiinniiiininiiinie. 140
Confirmation of financially sustainable delivery of water services — Horowhenua,
Palmerston North, Rangitikei Combined .........ccooiieiiiiiiiiee e 140
Financial sustainability assessment - revenue sufficiency — Horowhenua, Palmerston
North, Rangitikei COMBINEd.........oouiiiiiiieee e e e 141
Financial sustainability assessment - Investment Sufficiency - Horowhenua, Palmerston
North, Rangitikei COMBINEd........ceeviiiiiiiiiiieee e e e e e e e e eaans 146

Part E: Projected financial statements for water services.......cccceieuvirieniiiiniciiecerenccnennnnns 154

Water Services Delivery Plan: additional information .........cccceeeeeeeieecrienccrencreenccreeneeeenne. 172
Y T={aT i (o= T oY i or=T o] 1 = | I o] o) [=Tot £ 172
Risks @aNd @SSUMPLIONS ..eeeiiiiiiiiiec et e e e e e e et ee e e e e e e s e e e anrraeeeeeaeeeennnns 178
Morrison Low Financial Modelling ASSUMPLIONS.........cevveiieiiiiiiiieeeeeeeeeecicirreeeeeeeeeeennns 191

Page 2 of 203



Part A: Introduction, Statement of financial sustainability,
delivery model, implementation plan and assurance

The nature of the collaboration

Initial consideration — a fully regional approach

Following the General Election on 14 October 2023, the Chief Executives of the seven territorial authorities
in the Horizons region —i.e. Ruapehu District Council, Whanganui District Council, Rangitikei District Council,
Manawatt District Council, Palmerston North City Council, Horowhenua District Council and Tararua District
Council — decided to explore the feasibility of a regional Water Services Council Controlled Organisation (WS-
CCO) to deliver water services. This group of councils had been ‘Entity E’ under the previous Government’s
reform programme. An external consultant was engaged to develop a financial model while a staff working
group considered other (non-financial) aspects of such a collaboration.

Particular attention was given to evaluating the impact of including within the joint organisation Palmerston
North’s Nature Calls wastewater project or having this funded separately and solely by Palmerston North
City Council. The conclusion was to include it, recognising that, over time, all the Councils would have
substantial projects and that a collective approach was the most effective mechanism.

The financial model assumed harmonisation of pricing across the whole area covered by the seven councils.
This resulted in Manawati District indicating that it did not favour continuing collaboration because the
financial model showed there would be higher charges for its community than if it delivered the services
itself.

Understanding the delivery models

In August 2024, the Government released details of the policy decisions which would inform the Local
Government (Water Services) Bill, introduced into Parliament in December 2024. This provided clarity over
the range of delivery models available, in particular the multi-council Council WS-CCO, a single council WS-
CCO and an enhanced in-house model — all of which giving effect to the Government’s requirement for ring-
fencing revenue and meeting its financial sustainability criteria by 30 June 2028.

Tararua District Council was simultaneously exploring collaboration with the three Wairarapa district
councils, eventually opting to propose joining them as the preferred model. Horowhenua District Council
was also exploring joining the Wellington arrangement, but decided to exit that, in favour of a joint
arrangement with Kapiti Coast District Council or a sub-regional group including Manawatu District Council
and Palmerston North City Council. External modelling was commissioned to analyse the implications of this,
using a ‘local pricing’ mechanism rather than full harmonisation. Subsequently, Manawati and Kapiti
confirmed that they would continue an in-house delivery arrangement leaving Palmerston North and
Horowhenua potentially forming a WS-CCO together.
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A three-council, four-council or a five-council WS-CCO?

With Manawati exiting the full regional collaboration, Rangitikei, Ruapehu and Whanganui gave
consideration to forming a joint WS-CCO among themselves, undertook further financial modelling, and
consulted on that. However, decisions by Ruapehu and Whanganui were postponed beyond the time
indicated in consultation documents, in part from recognising the need to give stronger effect to their
obligations under the statutory provisions for the Whanganui and Whangaehu rivers. Before any of these
three councils made their decision, Palmerston North invited them to consider joining with it and
Horowhenua, i.e. to form a five-council WS-CCO. These discussions during May 2025 were informed by
announcements from the Local Government Funding Agency (LGFA) on its borrowing covenants which would
apply to WS-CCOs and presentations from the Commerce Commission on its role as economic regulator. As
a result, Rangitikei resolved to join with Palmerston North and Horowhenua and both councils resolved
accordingly.

Work in developing this plan allowed for Ruapehu and/or Whanganui to be included, with those two
Councils deciding in July 2025 on their delivery model.

On 9 July 2025, Ruapehu District Council resolved to partner with Whanganui District Council, in a two-
council WS-CCO. On 15 July 2025 Whanganui District Council resolved to establish a two-council WS-CCO
with Ruapehu District Council as its future Water Service Delivery Model, subject to the decision of that
Council.

The outcome of these decisions is that the WS-CCO contemplated under this water services delivery plan is
to established by Horowhenua District Council, Palmerston North City Council and Rangitikei District Council
jointly. References to “the Councils” in this document accordingly refer to these three councils.

While the plan has been developed as a joint WS-CCO for the 3 Councils mentioned above, all of the Councils
consulted on various joint WS-CCO options, and remain open to allowing other councils to join, subject to
necessary due diligence and approval processes. All Councils consider that increasing the scale of the CCO
will likely deliver increased benefits, as outlined in this WSDP.

Strategic setting

Long-term plans

All Councils adopted their audited 2024-2034 (HDC 2024-2044) long-term plans in the normal legislative
timeframe, i.e. before 30 June 2024, not delaying adoption for three months nor opting for a 2025-2034
long-term plan and a 2024/25 annual plan.

All noted the uncertainty about the Government’s impending changes to the delivery of three waters
services. At the time of adoption, no details on the options for water services delivery had been announced
so the adopted long-term plans could not show the effect of transferring three waters assets to a new water
organisation.

Although public consultation on an amendment to the Councils’ Long Term Plans is not required if the
amendment is confined to the effect of transferring the delivery of three waters services as proposed in this
Water Services Delivery Plan, the councils have opted for the transfer of assets from 1 July 2027 (i.e. The
start date for their next Long-Term Plans), as the date for the WS-CCO to be fully operational, and the date
when the transfer of assets is in place.

The ten-year budgets in these plans and the 30-year infrastructure strategies they contained have been the
basis for this Water Services Delivery Plan.
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District plans and growth strategies

All councils have operative District Plans and have taken steps to address where growth (especially for
housing) should occur and the implications for three waters infrastructure.

Horowhenua

Plan Change 6A proposes to rezone 22ha of land on the northwest of Levin, which would provide sections for
400-500 houses. This is one of the growth areas identified in the Horowhenua Growth Strategy 2040. The
structure plan for the subdivision will provide for stormwater to be managed through soak pits and
rainwater tanks on private properties as well as swales, dry ponds (dual function as reserves) and reserves.
Public consultation closed in May 2025.

The Council expects that the Otaki to North of Levin (O2NL) highway, set to be finished by the end of 2029,
will make it more attractive for people to live in the district.

Palmerston North

The Future Development Strategy for the city, adopted in June 2024, was prepared in consultation with
Horizons Regional Council. It informs where land rezoning will be prioritised to support housing and
business needs, with specific consideration to growth-related infrastructure needs. It acknowledges that
new bores for water supply will be needed, that pressure sewer systems will be required because most
growth areas will be further away from the wastewater plant, and that stormwater management is a
significant constraint, potentially best addressed by restoring urban streams and nature-based stormwater
management where possible.

An annual Implementation Plan tracks the relevant Plan Changes, for example at Aokautere and
Kakatangiata. The strategy is scheduled for review in 2027.

Rangitikei

Pae Tawhiti Rangitikei Beyond (adopted in 2023) lays the groundwork for Council’s infrastructure planning to
support the anticipated population growth in the next 30 years.

Plan Change 3, using Better Off Funding, is giving specific consideration to where residential growth is best
located in Bulls, Marton and Mangaweka, with specialist studies over the consequential needs for three
waters infrastructure. A formal decision is expected in September 2026.

Regional context

One Plan is the resource management planning document for the Horizons Region. It combines the Regional
Policy Statement, Regional Plan and Coastal Plan. Plan Change 3 (Urban development) reflects the
requirement of the National Policy Statement on Urban Development: fully operative from 16 May 2025, it
requires the provision, in Levin, Feilding, Palmerston North and Whanganui, of sufficient development
capacity to meet the expected demand for housing and business land.

Accelerate 35: the Manawatl-Whanganui Economic Action Plan is the strategic roadmap to accelerate
economic and social growth in the Manawati-Whanganui region. The Lead Team Programme’s aims include
improving infrastructure.

The Manawati-Whanganui Climate Change Joint Committee’s action plan recognises that urban water
supplies will be affected by reduced rainfall and drought, and recommends that councils commit to
encouraging on-site stormwater management and prioritising nature-based solutions in response to
flooding, coastal issues, storm water, and erosion.
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Rangitikei

Horowhenua

Palmerston North
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Statement that water services delivery is financially sustainable

Statement that water services delivery is financially sustainable

Financially sustainable water services provision

This plan demonstrates that water, wastewater and stormwater Services in the Horowhenua District
Council (Horowhenua District), Palmerston North City Council (Palmerston North City) and Rangitikei
District Council (Rangitikei District) will be delivered in a financially sustainable manner by a joint water
services council-controlled organisation (WS-CCO) by 30 June 2028.

The plan covers all water services, including any for which assets are not transferred to the WS-CCO but
retained by a Council. The costs and revenues shown in the plan are thus comprehensive.

The value of stormwater assets for Rangititkei and Horowhenua District Councils is low relative to their
water and wastewater systems, and the Plan reflects this in the relatively low projected future
investment planned. Moreover, Rangitikei District Council does not hold a network discharge (or any)
consents for its stormwater systems, and hence there is a low amount budgeted for Levels of Service
improvements within Rangitikei District.

The following table shows the various delivery modes for each of the Councils.

Council Horowhenua Palmerston North Rangitikei
Water Assets to transfer Assets to transfer Assets to transfer
(excepting mixed-use
rural water supplies)
Wastewater Assets to transfer Assets to transfer Assets to transfer
Stormwater Dedicated assets to Dedicated assets and Responsibility for
transfer responsibility to providing all
transfer (other than in | stormwater services
Assets with primary than in the transport | to transfer; assets to
use for other activities | corridor) transfer (other than in
to be retained in- the transport corridor)
house
Other

*Some stormwater services will remain with each of the councils. In part, this reflects the provisions of
the Local Government (Water Services) Bill which prohibits transferring stormwater assets in the
transport corridor to the WS-CCO.!

The plan sets out how the joint delivery model provides sufficient revenue, sufficient investment and
sufficient debt to respond to the combined areas growth and renewal needs, manage water quality in
line with legislative requirements and ensure resilient services for its communities.

Financial modelling for the plan was undertaken by Whanganui District (initially for the three-council
WS-CCO including Rangitikei and Ruapehu) and Morrison Low (initially for the four-council WS-CCO
including Horowhenua District, Kapiti District, Manawat District and Palmerston North City). While the
specific numbers varied, the trends were the same e.g. lower costs per household as scale increases.

! Local Government (Water Services) Bill: clause 10.
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The output charts from each confirmed compliance with the three financial sustainability tests from 1
July 2028.

This modelling has been predicated on:

investment requirements for ten consecutive years, as set out in the Councils’ adopted (and
audited) long-term plans for 2024-2034, but with regard for the following twenty years,
maintaining current levels of service commitments as set out in the Councils adopted (and
audited) long-term plans for 2024-2034 (HDC 2024-2044),

agreement on the likely cost of transition to a water services WS-CCO and the efficiencies which
could reasonably be anticipated from it.

agreement that there will be price harmonisation within each council area but not across the
whole area covered by the WS-CCO: the starting point for this is ‘local charging’ used to finalise
financial projections for the WS-CCO,

understanding that the WS-CCO will transition customers charged based on capital value to a
combination of volumetric and/or fixed charges within a five-year transition period
commencing 1 July 2027 (the WS-CCQO's establishment date) as required by legislation.

Strategic issues affecting investment

The combined WS-CCO area faces considerable compliance, renewal and resilience and growth
challenges that require major investment in three waters infrastructure over the next ten years and
beyond. The Strategic issues which have been responded to include:

Achieving and maintaining compliance: many wastewater treatment plants, especially in
Rangitikei, face compliance challenges, operating on continuance rights under section 124 of
the Resource Management Act. In addition, there are other resource consents in all Councils
expiring in the next decade, which will require renewal, the most significant one is the
discharge consent for the wastewater treatment plant for Palmerston North, or commonly
known as the ‘Nature Calls’ project (relating to the treatment and disposal of the city’s
wastewater).

This work will be done in the context of new wastewater environmental standards (expected to
be finalised by the Water Services Authority in late 2025) which has the potential to provide a
faster consenting process and less costly solutions. However, it is expected that the Water
Services Authority will be rigorous in enforcing compliance, meaning that the WS-CCO will
prioritise obtaining new consents for those facilities which are currently operating under
section 124 or have expired. If necessary, the WS-CCO has the capacity to absorb additional
debt to fund this work.

Achieving a consistent level of service which reflects (if not exceeds) the highest current
standard achieved by a particular Council: currently there is considerable variation in the levels
of service, partly reflecting the differences in servicing remote, dispersed communities and
dense urban environments Investment decisions by the WS-CCO are a key factor in addressing
this.

Ensuring a balance between the smaller, more remote rural communities and the larger
urban communities: there is considerable variation in scale between the three waters
infrastructure of the Councils. While priorities will ultimately be determined by the WS-CCO
Board, this plan deliberately retains the timing of investment projected by the Councils in their
long-term plans, with some further refinement.

Looking after what we have: timely renewal of aging infrastructure is critical to avoid failure
with consequent loss of water supply, unwanted discharge of wastewater and/or excesses of
stormwater. Councils have varying age and condition profiles and variable condition asset
condition data.

Resilience of service: the WS-CCO area has considerable variation in treatment and reticulation
operations which has been and will be disrupted through weather events. Climate change is
intensifying the effects of these. However, the joint WS-CCO has the greatest capacity of the
various delivery models considered by the Councils to absorb additional debt or fund additional
work if needed to anticipate or respond to such emergencies, and to do so in a coordinated and
standardised manner

Response to growth: All the Councils expect some growth, particularly in Horowhenua and
Palmerston North. The anticipated combined population across the WS-CCO area increase by
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2034 is 1.1%. The Government’s Growing for Housing Growth programme means Councils will
be required to enable more development, in more areas. This will have implications regarding
how and where the WS-CCO invests, particularly in Horowhenua and Palmerston North.
Infrastructure investment will need to anticipate development in key growth areas. While all
the Councils have growth/spatial plans and district plans, it is likely that central Government
policy changes to national directions will have impact on these plans and their intended effect.
Achieving greater efficiencies:

Given the significant values of projects planned for Wastewater (e.g. Palmerston North’s Nature
Calls project and Marton-Bulls and Taihape WWTP’s) expected to be delivered in the next
decade, there is potential alignment and synergies in the procurement of design and building
contracts to achieve even greater capex efficiencies for these projects, over and above those
included in the financial modelling

Getting the best medium- and long-term outcomes at the best price for customers

Providing opportunity to retain key staff and suppliers we already employ or engage locally

Sufficient investment

Planned capital investments are sufficient to address strategic issues, including new and
renewed infrastructure to meet levels of service, compliance, demand management, resource
consenting, and to service growth. These investment needs are outlined in further detail in
Part B. Network Performance.

The financial projections are based on current regulatory standards. It has been assumed that
the new wastewater environmental standards will not mean additional cost, and more likely
lower costs — but that is likely to be offset by the need to renew consents operating under the
continuance provisions of the Resource Management Act.

Analysis of Investment Sufficiency is further detailed in Section D.3 Financial Sustainability
Assessment - Investment Sufficiency.

Sufficient revenue

Water, wastewater and stormwater revenues are projected to increase significantly over the
first ten years and be sufficient to achieve financial sustainability by 30 June 2028.

A conservative approach has been taken in estimating revenue from development
contributions, reflecting current different approaches taken by the Councils.

The potential impact of the Commerce Commission as economic regulator is not yet clear. The
initial information disclosure requirements may not be much more onerous than the measures
currently required under the Local Government Act. However, longer-term the WS-CCO will be
subject to scrutiny in terms of its revenue alongside its investment.

Although the projected average cost of three waters increases from 1.7% of median household
income averaged across the three districts to 2.8% by year ten, this is not significantly higher
than DIA’s implied benchmark of 2.5% of median household income.

Analysis of Revenue Sufficiency is further detailed in Section D.2 Financial Sustainability
Assessment - Revenue Sufficiency.

Sufficient financing

Financing of water and wastewater investments can be maintained at an FFO/debt ratio of 8%
which supersedes the 500% debt to revenue ratio from 1 July 2027, assuming the WS-CCO will
have access to financing through the LGFA. The Councils understand and will comply with the
financial covenants set by the LGFA. Up until that time, the financing must be within the limits
set by the LGFA for each Council. This confirms that the WS-CCO will have sufficient financing.
Where Councils are retaining mixed use stormwater assets (or, in the case for Rangitikei, mixed-
use rural water supplies) after 1 July 2027, this is feasible within their Council-wide debt to
revenue limit for every year modelled.

The collective debt headroom available to the WS-CCO, is projected to be $62.8 million in 2033-
34,
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e Analysis of Financing Sufficiency is further detailed in Sections C.2 Funding and Financing
Arrangements and D.4 Financial Sustainability Assessment - Financing Sufficiency.

Proposed model to deliver financially sustainable water services

The proposed model to deliver water services

The joint water services council-controlled organisation (WS-CCO)

Three water services for the Horowhenua District, Palmerston North City and Rangitikei District
combined servicing area will be delivered by a joint water services council-controlled organisation
(WS-CCO). The WS-CCO will generally own water supply, wastewater and stormwater
infrastructure assets: where assets continue to be owned by a council, the WS-CCO will provide the
relevant services to that Council under a service contract. Together the number of connections will
be in excess of 50,000 connections, which provides a significant benefit to the organisation, in that
it will receive the most advantageous borrowing terms from the Local Government Funding Agency.

Following analysis, financial modelling and community consultation processes, Horowhenua
District, Palmerston North City and Rangitikei District resolved to establish a Multi-Council WS-CCO
as the future water services delivery option. Financial modelling provides confidence that this
delivery model will deliver greater scale benefits for the community in terms of three waters
services than single council delivery options, while nurturing the water resources in the area.

The WS-CCO will be open to have other councils to join it in future, and as allowed for in legislation.

The WS-CCO will:

e be dedicated to deliver water services for all the Councils and ensure financially viable and
environmentally sustainable operations.

e provide communities with confidence that requirements set by the Water Services Authority
and the Commerce Commission (as economic regulator) will be met in a timely way and
without penalty

e ensure meaningful recognition of kaitiakitanga and participation of Manawhenua within
governance, management and operational structures of the WS-CCO.

The Councils agree through their Collaboration Agreement to outline the process to form a WS-CCO
and the approach to completing the Water Services Delivery Plan, transition planning and through
to the services structure for Day 1 to be resourced by a transition team from within the Councils,
providing the necessary functions for the WS-CCO to function at Day 1 and empowering the WS-
CCO Establishment Board to make future decisions guided by the Statement of Expectations.

Scope of services

The WS-CCO will own, manage and operate all transferred water supply infrastructure, wastewater
assets and stormwater assets and deliver the services currently provided by each Council. This
includes the abstraction, treatment, supply and distribution of drinking water, as well as the
collection, treatment and disposal of wastewater. The WS-CCO may maintain or enter agreements
with others to provide components of these services where required.

The WS-CCO will not undertake any services which are not related to three waters services.

Those Councils retaining ownership of some stormwater assets (and mixed-use rural water
supplies) may contract the WS-CCO to provide relevant services including strategy, planning,
consenting, project design, delivery, maintenance, engineering and related services. These will be
included in the WS-CCQO’s Water Services Strategy.
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The WS-CCO may additionally:

e provide non-urban stormwater services to each council by agreement.

e support water-related infrastructure in parks, transport corridors and other public assets,
where aligned with council strategics and agreed service arrangements.

e support water-related services to marae,

e provide water services to non-shareholding local authorities or other water services WS-

CCOs, and

e (with the agreement of the shareholders) extend water-related infrastructure to
communities not currently serviced.

Anticipated benefits

Three waters services are critical to the health and wellbeing of our communities. The anticipated
benefits for all three waters by transitioning to the multi-council WS-CCO service delivery model

include:

Benefit

Description

A holistic approach to water

Offers a coordinated approach to support and improve
the quality and health of the water resources within the
WS-CCO area, recognising the statutory protections over
the Whangaehu River and obligations from Treaty
settlements.

Better for water users / Improved
customer experience

Puts customers at the centre through a sole focus on
waters across the joint area, delivers (in time) consistent
levels of service for all customers.

Improved governance

The WS-CCO will be governed by a skills based board
that will provide specialised governance through the
requirements set out in clause 40 of Bill 3.

Improved financial efficiency

Greater borrowing capacity will support planned capital
investment and provides increased debt headroom for
anticipating or responding to emergencies.

Improved environment for staff

The WS-CCO will require staff in all locations currently
serviced by the Councils to maintain (if not improve) the
current levels of service. But it will also allow new
opportunities for specialisation, including in-depth
knowledge of the requirements of the Water Services
Authority and the Commerce Commission.

Improved compliance

The WS-CCO will be giving priority to addressing
consents operating under continuance provisions or
fully expired, and to ensuring issues raised by the Water
Services Authority and the Commerce Commission are
dealt with efficiently and effectively.
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Operational effectiveness Reduction in duplication — parts, chemicals, process over
time. A more stable operating environment (less subject
to changes in local political situation).

Enables (in time) standardisation of processes and
systems, energy efficiencies and improved data quality
and reliability.

Opportunities of scale Bigger programme of work promotes optimised
resource allocation, provides greater purchasing power
to negotiate better contracts and secure more
favourable pricing, improved regulatory engagement
and consolidation/coordination of consenting activities,
speeds up compliance response where required,

Supports coordinated and Although the boundaries of the participating Councils
boundaryless planning and are not wholly contiguous, the arrangement could
investment enable infrastructure to support community growth and

other development across Council boundaries.

Coordinated emergency management | Adopting standard response protocols and actions for
and responses water services across the entire WS-CCO area will
provide for improved coordination and effectiveness in
emergencies.

Regional contribution Open for others to join when the time is right, with the
potential to further increase the benefits.

Opportunities for other activities Once the WS-CCO is established, Councils will be able to
give greater focus for their other activities over which
they exercise a greater level of local discretion.

Ringfencing of water services revenue
1. Prior to transition (Pre-1 July 2027)

e Each council will maintain financial systems that enables balance sheet separation of
financial transactions attributed specifically to water, wastewater and stormwater activities.

e Shareholding Councils retain operational responsibility for three waters services prior to the
transition.

2. Following transition (From 1 July 2027)

o Water, wastewater and stormwater assets and service delivery will generally be transitioned
to the WS-CCO, which will operate as a standalone legal entity with its own balance sheet
and financial reporting structure.

e The WS-CCO will manage all revenues, operating expenses, capital investments and debt
servicing for the water, wastewater and stormwater assets transferred.

e The WS-CCO revenue will be ringfenced for water, wastewater and stormwater purposes
only.

e Each Council will maintain balance sheet, revenue separation and revenue sufficiency for
those water, wastewater and stormwater assets not transferred to the WS-CCO irrespective
of whether the revenue is retained by the Council for managing those assets or forwarded
to the WS-CCO because of a service agreement to manage those assets.
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Revenue collection

The Councils currently operate a mix of usage-based charges and rates based on capital and land
value. The WS-CCO will, where water, wastewater or stormwater is charged based on capital or
land value, transition to charging based on combination of volumetric and/or fixed charges over a
five-year period for connected properties as prescribed in legislation. This transition aims to create
a fairer, more transparent and financially sustainable pricing structure for water services while
ensuring cost recovery and investment. It will be subject to oversight from the Commerce
Commission.

With agreement from the WS-CCO, each Council may continue to set and collect rates for the
provision of stormwater services (and Rangitikei may do this for its mixed-use rural water supplies).

Transition Period and Phased Implementation
Prior to transition - (Pre-1 July 2027)

e Councils continue collecting water charges through rates and other sundry invoicing
mechanisms and continue to be responsible for all water services.
e Water services revenue and expenditure is tracked separately.

Following transition (From 1 July 2027 — 30 June 2032)

e WS-CCO sets water, wastewater and stormwater charges and councils collect charges on
behalf of the WS-CCO using existing billing systems.

e Existing volumetric or load based charging continues.

e The proportion of charges based on capital and land value reduces in each year of the
transition as required by the legislation.

e The timing of direct billing by the WS-CCO may vary between the councils, depending on
where the WS-CCO inherits or implements universal water metering.

e Where Councils retain assets, they will ensure the associated activities are financially
sustainable by 30 June 2028.

e Price harmonisation will continue within each Council area but not across the whole WS-
CCO area, unless otherwise directed by the Commerce Commission.

e The revenue pathway and charging transition will be set out in the WS-CCO’s Water Services
Strategy and Development Contributions Policy.

Final Phase (by 30 June 2032)

o Complete transition to WS-CCO direct billing

e Pricing structure will be determined by the WS-CCO Board (in accordance with the Water
Services Strategy)

e Revenue sufficiency and cost coverage (WS-CCO to ensure revenues are sufficient to cover):
a. operational costs,
b. capital expenditure,
c. debt servicing and financial obligations, and
d. support mechanisms such as Government rate rebate program.
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In preparing this WSDP, the Councils undertook comprehensive financial modelling of various service
delivery options with its neighbouring councils. The Councils preferred option is to transfer its water
assets and services to a new multi council Water Council-Controlled Organisation (WS-CCO).

Model selection
The preferred option was selected based on the following factors and benefits:

e This model was selected for its ability to consolidate resources, provide economies of scale
including operational efficiencies and enhance service efficiency while maintaining local
ownership and control.

e Over the long term, the multi council WSC-CO will provide affordable water service delivery for
all communities.

e This option aligns with central Government’s expectations that councils pursue multi-Council
WS-CCOs.

Entity set up

This model involves the three councils - jointly establishing a limited liability water organisation with
ownership arrangements set out in a shareholder agreement in compliance with the legislation.

The governance structure will include a shareholder committee, comprising representatives from the
participating councils and Manawhenua, that will be responsible for setting shareholder expectations,
appointing board members, and overseeing performance.

An independent water organisation board will handle operational and financial decisions, ensuring
alignment with the agreed statement of expectations and statutory objectives. Accountability
measures include regular performance reporting to shareholder councils, the preparation of an annual
report, and adherence to legislative requirements.

Equally important is appreciating the sustainability offered through the WS-CCOs access to, an
FFO/Debt ratio of 8% which is equivalent to 500% debt to revenue ratio, funding option offered
through the LGFA supported by the asset life of the payback period.

Water services revenues to be ringfenced

Water services revenues will be ringfenced from other council business through separate financial
accounts, dedicated revenue streams, and robust policies to prevent cross-subsidisation. Revenue
collection will rely on water-specific charges, rates, or fees, set transparently to ensure all service
provision costs are covered.

These measures will be supported by detailed implementation plans, outlining regulatory
compliance, financial projections, and long-term sustainability under the proposed delivery
model. Regular audits and reporting will reinforce accountability and ensure funds are used
exclusively for water services.

The new entity will establish financial structure, balance sheet, debt arrangements, charging and
pricing. The new water organisation will be totally separate from the shareholding councils.

The Commerce Commission as the new water economic regulator will monitor the pricing of
water under any delivery model adopted. This may include the introduction of universal water
metering at a future date to ensure fair and equitable charging for water consumers.
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Implementation plan

Implementation plan

Implementing the proposed service delivery model

Implementing the WS-CCO

This implementation plan outlines the proposals and undertakings (including process, milestones and
timeframes) to establish the WS-CCO as a fully effective entity and meeting all statutory requirements.
Through their Collaboration Agreement, Horowhenua District, Palmerston North City and Rangitikei District
have committed to manage the implementation process following acceptance of this plan.

Principles guiding the implementation process

e A compelling case for change

e Working with Manawhenua across the three council areas

e Commitment to kaitiakitanga, the statutory protections over the Whangaehu River, and the
individual Council’s

e Minimum Viable Product (MVP) approach across all transition planning,

e Staff affected by the transition kept fully informed and involved

e Uninterrupted water services delivery and no reduction in levels of service

e Shared services approach to support the establishment of the WS-CCO, with the WS-CCO
transitioning away from this during the five years following establishment.

e Debt-funded establishment costs,

e Design for potential future mergers with other councils or other WS-CCO’s.
WS-CCO ownership structure

Horowhenua District, Palmerston North City and Rangitikei District will be the establishment shareholders
for the joint WS-CCO.

The WS-CCO will own and manage water, wastewater and stormwater infrastructure assets transferred to it
by the shareholding Councils.

The apportionment of shares is set by the constitution and shareholders’ agreement. This apportionment
does not affect voting rights of the individual Councils in the Shareholders’” Committee: each Council has the
same voting rights.

Engagement with Manawhenua

The shareholders will require the WS-WS-CCO to honour Te Tiriti o Waitangi — the Treaty of Waitangi, the
Treaty Settlements within its area of operation and ongoing relationships with Manawhenua? and will give
effect to the statutory recognition of Te Waii o te ika (Whangaehu River).

The commitments made by individual Councils to Manawhenua arising from Treaty settlements include
protection of specific water resources. The Councils collectively are committed to ensuring that through the
development of a WS-WS-CCO those commitments are honoured.

The proposed governance and oversight arrangements for the WS-CCO are intended to promote
participation by Manawhenua, through membership either on or alongside the Shareholders’ Committee
and/or through a Kaitiakitanga Water Services Advisory Group. Where other mechanisms are identified by
Manawhenua to give effect to their Kaitiaki responsibilities, the WS-CCO will work in good faith to
accommodate these aspirations. Finalising these structures is noted in the Implementation Plan.

Control and financial rights

Each Council’s control and financial rights will be clearly defined within the shareholders’ agreement and the
constitution of the WS-CCO.

2 Manawhenua for Rangitikei includes the Ratana community
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The WS-CCO will set its own charges and manage its own balance sheet and debt under the oversight of an
independent, professional board appointed through the Shareholders’ Committee. It is not expected that
the WS-CCO will be paying dividends to the shareholding Councils within the first five years of its operations.

Shareholder support

The Councils (as shareholders) will provide proportional financial support to enable LGFA borrowing at an
FFO/Debt ratio of 8% which is equivalent to a debt to revenue ratio of up to 500%. As at 1 July 2027, the
financial support will be based on the proportional level of debt transferred by each council.

All the Councils will provide shared services to the WS-CCO through a transition period to ensure service
continuity.

Timeframes and Milestones

Implementation of the new water service delivery model takes a three-phased approach (as tabulated
below) from 1 July 2025 to 30 June 2027. This has a dual focus — ensuring operational readiness of the WS-
CCO while maintaining service continuity. A key assumption is that the WS-CCO will progressively develop its
own systems and processes, gradually unwinding shared services arrangements. In addition, Manawhenua
engagement across all three phases is assumed.

The intended changes in treatment of revenue collection during the implementation phase is addressed in
section A3.5 above.

The table on the following page sets out the three phases, noting the key matters to be addressed in each
phase. It notes amendments to the Bill recommended by the Finance and Expenditure Committee’s report
to Parliament, 3 July 2025.

Phase 1: Phase 2: Phase 3:

1 July 2025-30 June 2026 1 July 2026 — 30 June 2027 1 July 2027

Councils’ preparations WS-CCO legally established WS-CCO Operational

e Commitment Agreement e 12-month establishment e WS-CCO delivers three waters
5|gned.by Council Chief phase services as set out in transfer
Executives e TBC Appointment of Directors agreements and service

e Project team and governance (beyond Establishment Board) agreements with Councils and
structures in place e Councils continue to deliver executes borrowing covenant

e Completion of Water Services and fund three waters services with the LGFA
Delivery Plan until 30 June 2027 e WS-CCO is responsible for

e Agreement by Councils on what e Shareholders issue its regulatory compliance (and
assets they propose to continue (interim) Statement of paying levies imposed by those
to own and how they will be Expectations (by 31 December agencies).
serviced and funded 2026)3 e Shareholders issue a

e Preparation for relationship e First Water Services Strategy Statement of Expectations
with LGFA and other funding and associated charging e Preparation of business
providers regime prepared (by 30 June systems to allow withdrawal of

* Agreement by Councils on 2027)* Shared Services from the
involvement of Manawhenua in e First annual budget (for Councils (with anticipated
the structure of the WS-CCO 2027/28) adopted by 30 June completion in five years)

e Foundational documents 2027° e First half-yearly report (1 July-
completed: e Treasury function established 31 December 2027) by 29

o  Constitution including bank counterparties February 20288
o  Shareholders’ e Employment of Council staff e Second annual budget adopted
Agreement confirmed following offers by 30 June 2028 (for 2028/29

e Location of WS-CCO from the individual Chief financial year) by 30 June
headquarters arranged Executives® 2028°

e WS-CCO registered as a
company

3 Currently, clause 185 of the Local Government (Water Services) Bill
4 Currently clause 5 in Schedule 1 of the Local Government (Water Services) Bill

5 Currently clause 200 of the Local Government (Water Services) Act. The Finance and Expenditure Committee recommends that for the first year,
the annual budget is the financial statements and funding impact statement for that year in the water services strategy.

6 Currently clauses 1-3 in Schedule 1 of the Local Government (Water Services) Bill.
8 Currently clause 208 of the Local Government (Water Services) Bill.
9 Currently clause 200 of the Local Government (Water Services) Bill.
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Appointment of Directors (TBC
if Establishment Board)
Appointment of interim WS-
CCO Chief Executive

Shared services arrangements
with the Councils confirmed to
enable Day 1 operation.
Councils confirm holders of
current contracts required on
Day 1 are willing to be
novated for the WS-CCO (and
arrange that)

Transfer agreements (as
prescribed in legislation?)
adopted by resolution of the
Councils for 30 June 2027
execution.

Borrowing covenant for the
WS-CCO agreed with LGFA (to
take effect from 1 July 2027)
Transfer of debt agreed with
the Councils (including that
related to transition costs
incurred by them)

Any other actions required to
ensure successful transition
on Day 1.

Confirm full financial
sustainability by 30 June
2028

Significance and engagement
policy (by 30 June 2028)*
First assessment of
communities’ access to
drinking water, stormwater
and wastewater services by 31
August 202812

First annual report (for
2027/28 financial year) by 30
September 202813

First trade waste discharge
plan (if delegated by the
Councils) by 30 June 2029
First stormwater risk
management plan (in
collaboration with the
Councils) by 30 June 2030%°
Consider (in discussion with
the Councils) preparing a
separate development
contributions policy or having
one or more the Council’s
policy extend to the WS-CCO.®

7 Currently clause 11 and Schedule 2 of the Local Government (Water Services) Bill
10 Section 13, Local Government (Water Services Preliminary Arrangements) Act.
11 Finance and Expenditure Committee recommends new clause 30E(2).

12 Clauses 58B and 58D Local Government (Water Services) Bill: recommendation from the Finance and Expenditure Committee. (Three years after
commencement of the Act.)

13 Currently clause 6 in Schedule 1 of the Local Government (Water Services) Bill.
14 Currently clause 150 of the Local Government (Water Services) Bill. Finance and Expenditure recommended adding’ discharge’ to the title.

15 Clauses 165-166 of the Local Government (Water Services) Bill. Finance and Expenditure Committee recommends three years after establishment
rather than two.

16 Currently clause 93 of the Local Government (Water Services) Bill.

Page 17 of 203



Consultation and engagement

Consultation and engagement — Horowhenua District

Consultation and engagement undertaken

Consultation background

This is one of the biggest decisions our Council will make for our district. As part of the Government’s
Local Water Done Well programme and new legislation, HDC consulted with its community on how we
may deliver water services in the future.

HDC also coordinated community engagement with our neighbouring councils as practical as possible
so there was clear and consistent messaging.

With New Zealand facing significant challenges when it comes to maintaining and upgrading essential
infrastructure like roads, water, and electricity. The cost of this work is putting pressure on both
government agencies and local government including HDC. This ultimately outlines the underlying
options on how we deliver our water services into the future.

Each option had pros and cons, but one thing is clear. The more people who help share the cost of
water services in the future, the better for everyone. This was a complicated issue to consult on, so HDC
worked hard to engage and involve our community providing the opportunity to contribute through
having a say on the options available for the future delivery of our water services.

In modelling the proposed delivery options, HDC focused on ensuring that the preferred water service
delivery model was:

1. Fit for purpose.

2. Financially sustainable.

3. Subject to more oversight and regulations on quality and cost.
HDC consultation process

HDC realised early on the challenges associated with having a large asset base in infrastructure and a
relatively small connection base (13,700) compared to surrounding councils. We understood that there
would be advantages to working together in collaboration with other neighbouring Councils.

Initially we teamed up with nine other Councils from the Greater Wellington and Wairarapa Region to
the South and eight other councils from Manawatu/Whanganui or Horizons Regional Council
Catchment to the North. We have looked at everything from our assets, proposed work, structures of
organisations, impact on existing staff, lwi/hapu involvement, community involvement, legal aspects,
digital and software needs, and of course the financial implications.

We have prepared for water reform by bringing local water operations and maintenance in house in
November 2024. This has saved us $1m in operational costs and giving us the best possible opportunity
to be reform ready.

Key consultation milestones
e Consultation Document Approval - 26 Feb 2025
e Community consultation - 10 March to 10 April 2025
e Hearings - 30 April 2025
e Service delivery options Council Decision - 4 June 2025

e WSDP Council approval - 6 August 2025.

HDC’s main methods used to consult with its community on LWDW and its preferred service delivery
options were:

e Consultation Document was made available on Council’s website.
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e Facilitated drop in sessions and Citizens Panel Workshop during March 2025.

e Provided feedback form for community to submit on their preferred service delivery options via
online platform, dedicated email address, post or dropping off at Council’s offices.

Consultation Option Percentage of submitters who supported this
option

Option 1: A Water Services Organisation jointly 56% (53 submissions)
owned by Horowhenua District Council,
Palmerston North City Council, Manawatu District
Council and Kapiti Coast District Council.

Option 2: A Water Services Organisation jointly 9% (8 submissions)
owned by all willing councils from the Manawatu-
Whanganui and Kapiti regions.

Option 3: Status Quo 31% (29 submissions)

No Preference identified 4% (4 submissions)

Consultation and engagement — Palmerston North City

Consultation and engagement undertaken

In early January to mid-February Council conducted a pre-engagement campaign with the community.
The campaign focussed on bringing the community up to speed with the pending changes and to
ensure they were informed of these prior to council going to consultation. This campaign included:

e The distribution of an information flyer via the rates bills and handed out at key community
events

e The launch of a website, newspaper and radio ads. An education campaign via social media
focussing on Councils water assets; and

e The hosting of public tours of facilities such as the Wastewater Treatment Plant

At its meeting on 12 February 2025, Palmerston North City Council resolved to adopt the Local Water
Done Well Consultation Document. Consultation ran from 27 February — March 30". The consultation
document set out Councils proposal and sought views on three options:

1. A multi council-controlled organisation with Horowhenua, Manawatu and Kapiti Coast District
Council

2. A multi council-controlled organisation with one or more other Councils within the Horizons
Regional Council boundary; and

3. In-house business unit (status quo with changes)

In addition to the community ranking the options, we also asked the community to select their top six
values from a list of 11 options. The intent of this was to understand the communities' priorities and to
assist Elected Members in their decision-making.

A robust engagement, communication and marketing approach ensured our community were well
informed and had the ability to have their say in a range of ways that suit them.

During consultation there was significant engagement with the community including:
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e Attendance at large scale events e.g. Central District Field Days, Rural Games, Esplanade Day,
Massey Orientation Week and a one off ‘pool party’ established specifically with engagement

in mind

e 5Sdropinsessions across the city’s library network; and

e 7 sector and reference group meetings

The website played a pivotal role as the electronic home for Local Water Done Well. During
consultation 5,378 people visited the hub 12,623 times. Social media platforms were extensively used
during consultation. Across all platforms posts and ads were seen 214,787 times and engaged with (e.g.

commented, reacted, shared) 28,818 times.

Council received 291 submissions to the consultation. Seven submitters requested to speak at the
public hearing held as part of the Sustainability Committee meeting held on 16 April. Key themes from

submissions:

e Submitters want an affordable option for the future and are open to collaborating with a wide

range of councils

e Most viewed collaboration positively and recognised the importance of scale

e Providing a consistent water service at the same level or better ranked the highest of all the

values

e Collaboration with our closest neighbours was seen as a high priority

e Submitters struggled to understand why Council could not continue to deliver water services as

they do now

Option Description

Selection

1 Establish a multi-council WSCCO with four
councils — Palmerston North, Horowhenua,
Manawatu and Kapiti District Coast

198 of 291 supported this as
their first preference (68%)

2 Establish a multi-council WSCCO with one or more | 195 of 291 submitters

councils within the M-W region

supported this as their
second preference (67%)

3 Status Quo with changes Consulted on but not legally
compliant for council

We had a wide range of age groups
Age group Number that submitted, the breakdown is
10to 39 67 shown below:
40to 69 124
69 plus 69
Anonymous age 31
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Consultation and engagement — Rangitikei District

Consultation and engagement undertaken

At its meeting on 26 February 2025, Rangitikei District Council resolved to adopt the Local Water Done
Well Consultation Document (subject to minor editorial changes) for public consultation and the final
approval by His Worship the Mayor.

Consultation opened on 5 March 2025 and closed on 2 April 2025. The Consultation Document ‘Where’s
Water @ Rangitikei?’ sought views on three models:

e Model 1 (Council’s preferred option): A WS-CCO with Rangitikei District Council, Whanganui
District Council, Ruapehu District Council;

e Model 2: Maintain the current water services delivery model — in-house management (the
‘enhanced status quo’);

e Model 3: A WS-CCO with as many councils in the Manawatid-Whanganui region as possible
(noting that other councils in the region have chosen different models as their preferred
model).

Council’s communication team shared one media release at the beginning of consultation titled
"Rangitikei District Council prefers a collaborative approach to future water services delivery".

Social media proved to be an especially effective platform for the Local Water Done Well consultation,
allowing Council to understand and answer resident questions directly, and break down a complicated
topic into easily digestible pieces of content.

Council’s communication team created and shared nine Local Water Done Well social media posts during
the consultation period, encouraging conversation and engagement from residents about what Local
Water Done Well means for them. In total, Council’s Local Water Done Well content reached just over
30,000 Facebook accounts. Roughly 40% of Councils online following resides in Rangitikei, so the reach
for this content went much further.

Ninety submissions were received to the Consultation Document. One submitter asked to speak with
Council: the hearing was held in the Marton Council Chamber on 16 April 2025.

Community meetings were held in Bulls, Taihape and Marton and responses made to comments and
queries posted on Council’s Facebook page.

The breakdown of locations provided by submitters is as follows:

Marton 56 66.7% (of the 84 submitters providing addresses)
Bulls 17 20.2%

Hunterville 8 9.5%

Taihape 3 3.6%

Not stated 6

The Consultation Document invited submitters to rate their level of support for each of the three models,
using a score from between 1 and 10, on the basis that 1 meant no support’ 10 meant ‘full support’,
asking what were the key factors influencing their rating of each of the three models and whether there
was another model which they would like the Council to consider. 86 of the 90 submitters provided
scores.
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The following table totals the scores for each option and calculates a mean. It also shows the number of
submitters who fully supported a model (i.e. scored 10) and those who did not support a model at all (i.e.
scored 1).

Scoring of models

1 2 3

535 422 332
Mean score 6.22 4.91 3.86
Scoring '10 26 23 12
Scoring '1' 19 28 38

While this table shows stronger support for Council’s proposed model (Model 1) than the other two
models, and with a significantly lower number of submitters totally opposed, there is some support for
the in-house model (Model 2), although there was a greater number of submitters who were totally
opposed. The least popular — and the one most obviously not supported is the ‘as many councils as
possible in the Horizons region (Model 3).

Assurance and adoption of the Plan

Assurance and adoption of the Plan ‘

In addition to internal quality assurance processes, the following independent assurance has been
undertaken:

e External peer review of the financial aspects of the plan.

e Review of initial draft WSDP (service delivery aspects) by Internal Affairs for Rangitikei-
Ruapehu-Whanganui collaboration.

e Review by DIA of draft plan for Horowhenua/Palmerston North/Rangitikei collaboration

e Review by Simpson Grierson for legal compliance on Horowhenua/Palmerston North/Rangitikei
collaboration

The below is our current estimate of our levels of confidence in the underlying information included in
the Plan.

Regulatory Compliance: There is a high level of confidence in compliance supported by internal
documentation and existing compliance frameworks, including reports from Horizons Regional Council
and from the auditors for each Council.

Asset Management: There is a high level of confidence that the asset information and approach
outlined in the plan are consistent with the respective council’s asset management information and
practices.

Investment Requirements and Asset Condition: There is a high level of confidence that the

investments and asset information within the plan is consistent with the respective councils’ asset
management plans, condition assessment methodologies and current understanding of optimised
investment. There are limitations with quality and quantum of condition assessment information.

Financial Projections: There is a high level of confidence that baseline financial projections are
consistent with each council’s baseline planning documents, particularly their long-term plans.
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Horowhenua District Council resolution to adopt the Plan

Horowhenua District Council adopted the Joint Water Services Delivery Plan at the Council Meeting held on 6
August 2025 with the following Resolutions:

Resolution Number CO/2025/156 MOVED by Mayor Wanden, seconded Cr Allan:

A. That Report 25/406 Joint Water Services Delivery Plan be received.

B. That this matter or decision is recognised as not significant in terms of S76 of the Local Government Act.
CARRIED

Resolution Number CO/2025/157 MOVED by Mayor Wanden, seconded Cr Grimstone:

C. That Council confirms that responsibility for the provision of stormwater services be transferred to the Water

Services Organisation in such a way that Horowhenua District Council will not be considered a Water Services
Organisation in the future.

D. That Council adopt the joint Water Services Delivery Plan, attached as Appendix A, to this report.
CARRIED
Resolution Number CO/2025/158 MOVED by Cr Olsen, seconded Cr Grimstone:

E. That Council authorises the Chief Executive to make minor changes (if required) to the Water Services Delivery
Plan to allow for certification and joint submission.

F. That Council directs the Chief Executive to certify the joint Water Services Delivery Plan, allowing for any minor
changes to be made, before jointly submitting the Water Services Delivery Plan with the Chief Executives of
Palmerston North City Council and Rangitikei District Council to the Secretary for Local Government on or before 3
September 2025.

G. That Council delegates authority to the Chief Executive to enter into and sign the Collaboration Agreement with
Palmerston North City Council and Rangitikei District Council to progress the joint work programme outlined in
the Implementation Plan, noting there will be a full Council workshop first.

CARRIED
Resolution Number CO/2025/159 MOVED by Cr Procter, seconded Cr Hori Te Pa:

H. That Council notes that there remains the potential that Ruapehu District Council and Whanganui District
Council could be willing to partner as shareholders in the Joint WSCCO, but that this is subject to those Councils
making formal decisions to endorse that form of Joint WSCCO (involving up to 5 councils), as well as the necessary
due diligence and approvals required by the current partner Councils (HDC, PNCC, RDC).

I. That Council encourages Ruapehu District Council and Whanganui District Council to continue constructive
discussions with the [Project Team], and with the Department of Internal Affairs, to determine the pathway that
would provide for them to become shareholders in the Joint WSCCO, including clarifying what that would require
for the current partner Councils and their Joint WSDP (assuming it is accepted by the Secretary of Local
Government on its current terms).

CARRIED

Palmerston North City Council resolution to adopt the Plan

Palmerston North City Council adopted the Joint Water Services Delivery Plan at the Council Meeting held on 13
August 2025 with the following Resolutions:

Moved Grant Smith, seconded Patrick Handcock.

RESOLVED

1. That Council adopt the Water Services Delivery Plan (Attachment 1) to submit to the Department of
Internal Affairs.

2. That Council direct the Chief Executive to certify the joint Water Services Delivery Plan, allowing for minor
changes to be made, before jointly submitting the Water Services Delivery Plan with the Chief Executives of
Horowhenua District Council and Rangitikei District Council to the Secretary for Local Government on or before 3
September 2025.

Page 23 of 203




Rangitikei District Council resolution to adopt the Plan

Rangitikei District Council adopted the Joint Water Services Delivery Plan at the Council Meeting held on 14
August 2025 with the following Resolutions:
Resolved minute number  25/RDC/225
That Rangitikei District Council receives the report ‘Local Water Done Well: Adoption of the joint Water Services
Delivery Plan
HWTM/Cr F Dalgety. Carried
Resolved minute number  25/RDC/226
That Rangitikei District Council notes that Horowhenua District Council and Palmerston North City Council have both
made their decisions on the joint Water Services Delivery Plan by 14 August 2025.
Cr D Wilson/Cr G Duncan. Carried
Resolved minute number  25/RDC/227
That Rangitikei District Council adopts the joint Water Services Delivery Plan, attached to this report.
HWTM/Cr D Wilson. Carried
Resolved minute number  25/RDC/228
That Rangitikei District Council authorises the Chief Executive to make minor changes (if required, and in
conjunction with Horowhenua District Council and Palmerston North City Council) to the joint Water Services
Delivery Plan to allow for certification and joint submission prior to 3 September, and (in conjunction with the Chief
Executives of Horowhenua District Council and Palmerston North City Council), to make changes to address any
minor comments from the Department of Internal Affairs following submission of the Plan.
Cr D Wilson/Cr B Carter. Carried
Resolved minute number  25/RDC/229
That Rangitikei District Council directs the Chief Executive to certify the joint Water Services Delivery Plan, allowing
for any minor changes to be made, before jointly submitting the Water Services Delivery Plan with the Chief
Executives of Horowhenua District Council and Palmerston North City Council to the Secretary for Local Government
on or before 3 September 2025.
HWTM/Cr D Wilson. Carried
Resolved minute number ~ 25/RDC/230
That Rangitikei District Council delegates to the Chief Executive the authority to enter into and sign, on behalf of
the Council, the Collaboration Agreement with Horowhenua District Council and Palmerston North City Council that
will provide for the operational guidelines and individual Council commitments on how the decision to establish the
joint WS-CCO will be enacted, noting that there will be a Council workshop before the Collaboration Agreement is
signed.
Cr F Dalgety/Cr G Duncan. Carried
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Certification of the Chief Executive of Horowhenua District Council

| certify that the information relating to the Horowhenua District Council in this Water Services Delivery Plan:
e complies with the Local Government (Water Services Preliminary Arrangements) Act 2024, and

e theinformation qo f’(‘nsd in the PJan,as pertaining to Horowhenua District Council is true and accurate.

O

Name: Monique Davidson

Signed:

Designation: Chief Executive

Council: Horowhenua District Council
Date: 21/08/2025

Certification of the Chief Executive of Palmerston North City Council

| certify that the information relating to the Palmerston North City Council in this Water Services Delivery Plan:

e complies with the Local Government (Water Services Preliminary Arrangements) Act 2024, and

e theinformatio ined in thé Plan-gs pertaining to Palmerston North City Council is true and accurate.
|

d Jrockett
Designation:  Chief Executive

Signed: :

Name: Wai

Council: Palmerston North City Council
Date: 21/08/2025

Certification of the Chief Executive of Rangitikei District Council

| certify that the information relating to the Rangitikei District Council in this Water Services Delivery Plan:
e complies with the Local Government (Water Services Preliminary Arrangements) Act 2024, and

e the information contained in the Plan as pertaining to Rangitikei District Council is true and accurate.

Signed: MMV / S

J
Name: Carol Gordor’
Designation:  Chief Executive

Council: Rangitikei District Council
Date: 21/08/2025
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Compliance Table provided by Simpson Grierson on the WSDP

CONTENT REQUIREMENT UNDER PRELIMINARY ARRANGEMENTS ACT

JOINT WSDP
REFERENCE

13(1)(a) — current state of water services network

Part B, pages 68-75

13(1)(b) — current levels of service

Part B, pages 31 -67
and 84 - 88

13(1)(c)(i) — areas in the district that do and do not receive water services

Part B, pages 31 —33,
49 —-52 and 55 - 57

13(1)(c)(ii) — water services infrastructure associated with providing for population
growth and development capacity

Part B, pages 47 — 48,
54 - 55, and 66 - 67

13(1)(d) — whether/to what extent water services comply with current and
anticipated regulatory requirements

Part B, pages 84 - 109

13(1)(e)(i) — description of any non-compliance with current and anticipated
regulatory requirements

Part B, pages 84 - 109

13(1)(e)(ii) — how the proposed delivery model will assist to ensure water services will
comply with regulatory requirements

Part A, pages 10- 14

13(1)(f)(i) — capex and opex required to deliver water services

Part B, pages 110 - 115
(capex); Part E, pages
155 - 170 (opex)

13(1)(f)(ii) — capex and opex required to ensure water services comply with regulatory
requirements

Part B, pages 110 - 115
(capex); Part E, pages
155 —-170 (opex)

13(1)(g)(i) — operating costs and revenue required to deliver water services over plan
period

PartE, pages 155-177

13(1)(g)(ii) — projected capex on water services infrastructure

Part B, pages 110 - 115

13(1)(g)(iii) — projected borrowing to deliver water services

Part D, pages 150 — 154

13(1)(h) — current condition, lifespan, and value of the water services networks

Part B, pages 68 - 75

13(1)(i) — asset management approach for delivering water services

Part B, pages 75 - 84

13(1)(j) — issues, constraints, and risks that impact on delivering water services

Additional information
pages 177 -189

13(1)(k) — anticipated or proposed model for delivering water services

Part A, pages 10- 14

13(1)(I) — how revenue from, and delivery of, water services will be separated from
territorial authority’s other functions and activities

Part A, pages 12 - 13

13(1)(m) — consultation undertaken on proposed model

Part A, pages 18 - 25
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13(1)(n) — what the territorial authorities propose to do to ensure delivery of water
services will be financially sustainable by 30 June 2028

Part A, pages 7 —-12;
Part D, pages 142 - 158

13(1)(o)(i) — implementation plan for delivering proposed model

Part A, pages 18 - 22

13(1)(o)(ii) — implementation plan setting out the actions that the territorial
authorities will take to ensure delivery of services it will be providing will be financially
sustainable by 30 June 2028

Part A, pages 12 -13 and
15-17; Part D, pages
141-153

13(2)(a) — process for delivering the proposed model

Part A, pages 15—-17

13(2)(b) — commitment by each territorial authority to give effect to the proposed
model once plan accepted

Part A, page 4, page 22 -
25

13(2)(c) — name of territorial authority committing to model

Part A, page 4, page 22 -
25

13(2)(d) — timeframes and milestones for delivering proposed model

Part A, pages 16 - 17

14(1)(a) — which territorial authorities will be parties to proposed model

Part A, page 4, page 22 -
25

14(1)(b) — water services to be delivered under proposed model

Part A, page 7

14(1)(d) — likely form of the joint arrangement e.g. joint WSWS-CCO

Part A, pages 10-14

14(2)(a), (b) and (c) — to the extent that information is available, the ownership
structure, governance structure and rights under proposed model

Part A, pages 15- 16

15(1)(a) — plan must cover at least 10 financial years starting from 2024-25

PartsA-E

15(2) — plan must provide the required information in detail for the first 3 financial
years covered by the plan and outline in relation to subsequent years covered by the
plan

PartsB-E

18(2) and (3) — plan must include certification from each chief executive of each
territorial authority that the plan complies with the Act and the information in the
plan is true and accurate

Part A, page 25
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Part C: Revenue and financing arrangements

Revenue and charging arrangements — Horowhenua District

Revenue and Charging Arrangements

Charging and billing arrangements

HDC does not maintain individual scheme/catchment charges for water, wastewater or stormwater
activities within its district. Three waters charges are charged separately and set out on the
following basis:

e Drinking water — A separate fixed charge per household across the district. The level of the
fixed charge depends on whether customers can connect with council’s network. If the
connection is metered, customers pay volumetric charges in addition to the fixed charge if
they exceed the allowance. There is no differentiation between volumetric charges for
residential, commercial or industrial connections.

e Wastewater — A separate fixed charge per household across the district. If appropriate a
trade waste fee will be charged.

e Stormwater — A separate fixed charge per household across the district.

The fixed charges are also determined based on factors such as the rating base, growth
assumptions and budget requirements. The 3 waters charges are shown as separate lines on HDC’s
rates notice.

HDC is transitioning to 100% volumetric charging for drinking water as water meters are rolled out
progressively. There is no intention to change the wastewater charges currently, while recognising
there is a potential option for it to be a volumetric charging system. There is also no intention to
change the stormwater charges.

HDC is transitioning to 100% volumetric charging for drinking water as described above. There is no
intention to change other charging mechanisms in the near future. The WSWS-CCO will direct
future changes as it is established.

HDC is forming a WSWS-CCO with neighbouring councils Palmerston North City and Rangitikei
District. HDC does not currently ringfence water revenue, but this will change once the WSWS-CCO
is formed and directed by it.

| Water services revenue requirements and sources

HDC is forming a WSWS-CCO with Palmerston North City and Rangitikei District Councils, and the
detailed revenue requirement is covered in the below sections.

The 3 waters household charges are described in the section above. Other sources of revenue
include the following:

e Trade waste charges — Trade waste is monitored where applicable and if considered to be
high risk may be charged on a volumetric basis.

e Utility connection charge — A utility connection charge is applied when connections are
made to HDC’s 3 waters network. The fees are determined based on the actual cost
incurred.

e Development contributions
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e Grants and subsidies — for growth-related projects, funds from Crown Infrastructure
Partners. Property rent (for property co-located with treatment plants)

Commercial customers are currently being charged the same as residential customers, except for
trade waste. Trade waste is monitored where applicable and charged on a volumetric basis or risk
basis.

| Existing and projected commercial and industrial users’ charges l

As well as working with regional partners, HDC has worked with Morrison Low to develop base case
financial projections that show how HDC could be compliant if it were to provide water services
under an in-house unit. These show that

- Projected revenues are sufficient to cover the costs (including servicing debt) of water
services delivery;

- Projected revenues are sufficient to finance the required level of investment; and
- Projected revenues would meet the ‘revenue sufficiency’ test.
But that to do so would require a large increase in the cost of services. This is demonstrated by the

Chart and Table below:

Projected water services revenue and expenses

60.0

50.0

40.0

30.0

sm

20.0

0.0

(10.0)

24/25 25/26 26/27 27/28 28/29 29/30 30/31 31/32 32/33 33/34

Expenses (excl. depn, interest) (Sm) Interest costs (Sm) mmm Depreciation (Sm)

— R eyvenue (Sm) == e Net surplus/{deficit) (Sm)

If HDC were to continue to provide water services under an in-house business unit then the average
cost (cost per household inc GST) would need to double from $1,710 in 2024/25 to $3,474 in
2033/34. For consistency, the same metric and same assumptions are used here as has been in Part
D for the three Council WS-CCO.
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Projected FY2024/25 FY2025/26 FY2026f37 FY2027f2&8 FY2028f39 FY2029/30 FY2030f/31 FY2031/32
average

charge per
connection

FY2032/33 FY2033/34

[ rating
unit
{including
GST)
Drinking 639 777 346 1,168 1,222 1,254 1,287 1,344 1,389 1,418
water

Wastewater 866 1,021 1,222 1,355 1,512 1,642 1,715 1,765 1,750 1,685
Stormwater 205 222 244 353 370 380 387 353 351 372
Average 1,710 2,020 2,412 2,916 3,104 3,276 3,392 3,502 3,531 3,474
charge per
connection
[ rating
unit
Increase in 12.8% 18.1% 19.4% 20.5% 6.4% 5.5% 3.6% 3.2% 0.8% -1.6%
average
charge
Water 2.4% 2.7% 3.1% 3.6% 37% 37% 37% 37% 3.6% 3.4%
services
charges as
% of
median
household
income

Projected charges for residential households over the 10 year period are presented in the Financial
sustainability section D of this WSDP. The following is a description of the current charging
approaches for water, wastewater and stormwater services.

Water

HDC sets targeted rates to fund the provision of reticulated water supply. This rate funds the cost of
operating, maintaining and improving the supply of reticulated drinkable water to various
Communities within the District.

This rate is set differentially as a fixed charge of a uniform amount as below. Council also charges
for the volume of water consumed (metered).

There is no differentiation between residential, commercial or industrial properties in relation to
charging for the volume of water consumed.

Connected Differential

Council sets a fixed charge rate on all rating units across the district connected to a reticulated
drinkable water supply. This does not include Moutoa, Waikawa, or Kuku schemes, which are not
drinkable supplies. A reticulated potable water supply is connected to a rating unit if a lateral/s
exists for the purpose of delivering water from the trunk main to the rating unit, and there is a
connection from the land within the rating unit to that lateral/s or trunk main. Liability for the rate
will be assessed on whichever is the greater of:

e each rating unit, or
e the number of SUIPs of each rating unit, or
e the number of connections of each rating unit.

The Council sets a lesser fixed charge for rating units connected to the Foxton Beach water supply
network to recognise the universal metering that also applies for Foxton Beach.

Availability Differential

A fixed charge rate on any rating unit not connected to, but within 100 metres of a trunk main for a
reticulated drinkable water supply that is available to the rating unit. A reticulated drinkable water
supply is available to a rating unit if a lateral/s exists for the purpose of delivering water from the
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trunk main to the rating unit or, if no lateral exists, if Council will allow the rating unit to be
connected. This rate is set at 50% of the fixed charge for a connected rating unit.

Water by meter (volumetric)

In all schemes (except Foxton Beach), the additional fees for metered supplies are subject to an
allowance of 91 cubic metres (m3) per quarter. A charge per m3 will be made for water consumed
in excess of 91m3 per quarter on any rating unit connected to any water supply; except Foxton
Beach where a meter is used to measure consumption on the network.

Wastewater

HDC sets targeted rates to fund the provision of reticulated wastewater services. The wastewater
rate funds the cost of providing reticulated wastewater disposal for various Communities in the
District, according to whether a property is connected or serviceable. This rate is set differentially
as a fixed charge of a uniform amount as below.

Connected Differential

Council sets a fixed charge rate on all rating units across the District connected to a reticulated
wastewater disposal system. A reticulated wastewater disposal system is connected to a rating unit
if a lateral/s exists for the purposes of accepting wastewater from the rating unit to the wastewater
trunk main, where there is a connection from the land within the rating unit to that lateral/s or
trunk main.

Liability for the fixed-sum rate will be assessed on whichever is the greater of:
e each rating unit, or
e the number of SUIPs of each rating unit, or
e the number of connections of each rating unit.

Availability Differential

A fixed charge rate on any rating unit that is not connected to a reticulated wastewater disposal
system, but is within 30m of a trunk main that is available to take waste from the rating unit. A
reticulated wastewater disposal system is available to a rating unit if a lateral/s exists for the
purpose of accepting wastewater from the rating unit to the wastewater trunk main or, if no lateral
exists, if Council will allow the rating unit to be connected. This rate is set at 50% of the fixed charge
for a connected rating unit.

Stormwater

HDC sets targeted rates to fund the provision of stormwater services. This rate funds all stormwater
costs (providing and maintaining drainage systems, continuous improvements and extensions to
the stormwater network and meeting resource consent conditions) within the Stormwater Group of
Activities.

This rate is to be set using CV of all urban rating units. Urban rating units are defined as those rating
units within the towns of Levin, Foxton, Shannon, Tokomaru, Foxton Beach, Waitarere Beach, Hokio
Beach, Ohau, Waikawa Beach, and Manakau as shown on the maps available defining those areas
for rating purposes held at Council’s office in Levin.

| The affordability of projected water services charges for communities

HDC is aware of affordability issues for its ratepayers and water consumers and seeks to maintain a
balance between the prudent use of debt, managing issues of intergenerational equity,
depreciation funding, and ratepayer affordability.
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Financial projection included in this WSDP (indicative base case if the services are delivered in-
house) see average resident water charges increasing from 2.4% of median household income to
3.4% of household income by 2034. This will see increasing affordability challenges for the
community. The projected water charges for the WS-CCO are covered under the joint WSDP which
can be used to compared against the indicate base case values.

The WS-CCO, on its creation, will need to consider the implementation of hardship policies to
ensure that ratepayers continue to be able to afford water services.

Revenue and charging arrangements — Palmerston North City

Revenue and charging arrangements

Charging and billing arrangements

Palmerston North City Council currently charges consumers for water services as follows:

e City-wide common volumetric user charges for non-residential water supply use

e City-wide fixed targeted rates (per separately used and inhabited part) for water supply
and wastewater to residential properties and per rating unit for all other properties

e Fixed targeted rates per pan for wastewater for non-residential properties

e Trade waste charges based on measured load and the nature of the discharge

e Utility connection charges based on measured load and the nature of the discharge

e Development contributions based on the Council’s development contributions policy

e Stormwater services are funded as a component of general rates calculated on a
differential basis based on land use.

Each supply scheme within the city is funded as part of a citywide water services approach,
rather than catchment-specific charging.

The revenue from these services is ringfenced and accounted for separately from other Council
operations to ensure transparency and compliance with legislative requirements.

There are currently no changes proposed to the structure of how consumers are charged for
water services over the 2024-34 Long-Term Plan period. However, Council continues to
monitor equity and affordability across sectors and will review billing mechanisms in future LTP
cycles, particularly in the context of broader water reform developments.

The Council will review whether or not it is practicable to separate the rates for stormwater
from the general rate for 2026/27 and if there are changes proposed they will be consulted on
in conjunction with the development of the Council’s 2026/27 annual plan.

The Council recognises the planned WS-CCO will need to address its preferred charging
mechanisms and that there is a movement toward universal metering. The Council has not
formally discussed implementation of universal metering and the capital expenditure budgets
in the 2023/24 - 2033/34 LTP make no provision to do this.
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Water services revenue requirements and sources

Revenue Requirements Under the Plan

The Palmerston North City Council’s Long-Term Plan (LTP) 2024—34 sets out significant
investment in water infrastructure over the next 10 years, with increasing capital and
operational expenditure across drinking water, wastewater, and stormwater services. This
includes renewals, new infrastructure, capacity upgrades, and compliance improvements, most
notably the Nature Calls wastewater upgrade programme. These investments drive the
projected revenue requirements, with the financial strategy indicating a growing need for
revenue to meet service levels and future regulatory obligations.

Sources of Revenue
The primary sources of revenue for water services are:

e Targeted rates for water supply and wastewater (charged to both residential and non-
residential ratepayers)

e A proportion of the general rate for stormwater services

e Volumetric charges for metered properties (primarily commercial and industrial users)

e Trade waste charges based on measured load and the nature of the discharge

e Development Contributions, applied to growth-related infrastructure demand

e (Capital subsidies and grants, where applicable (e.g. from central government or
infrastructure partnerships)

e Other user charges, such as service connection fees and inspection charges

Water Services Organisation Considerations

As part of the Local Government (Water Services Preliminary Arrangements) Bill, Palmerston
North City Council has confirmed the establishment of a Water Services Council Controlled
Organisation (WS-CCO) with Horowhenua and Rangitikei District Councils for the provision of
water services. At the time of writing, no final decisions have been made regarding the role of
WS-CCO in relation to revenue collection. However, it is expected that when a WS-CCO is
established, it will either take over some charging responsibilities, or alternatively, Council may
continue to collect charges on behalf of the provider and pass them through. The details of this
arrangement will be clarified as the WS-CCO model is developed.

Charging and Collection Methodology

Residential consumers are primarily charged through fixed targeted rates determined by
service availability. Most residential properties are not metered for water consumption.

Non-residential consumers, particularly industrial and commercial properties, are more likely
to have water meters installed and are charged based on actual usage in addition to targeted
rates.

Collection of charges is managed by Council through its existing rating and billing systems. All
water-related revenue is ringfenced to ensure it is used solely for water service operations,
renewals, and improvements.
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Existing and projected commercial and industrial users’ charges
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Palmerston North City Council currently uses a mixed model to charge for water services:

Residential Consumers

Residential properties are primarily charged through fixed targeted rates for water supply and
wastewater, and a proportion of the general rates (based on land value) for stormwater. Most
residential households are not metered and do not incur volumetric charges.

The fixed targeted rates for 2024/25 (GST inclusive) were:

e Water (connected) $415 and (serviceable) $207.50
e Wastewater (connected) $375 and (serviceable) $187.50

Non-Residential Consumers (Commercial and Industrial)
Non-residential users, including commercial and industrial properties, are typically metered
and pay both a fixed and volumetric charge for water supply.

The metered water targeted rate (GST inclusive) for non-residential consumers for 2024/25
included:

e A fixed charge of:
o $230 per metered connection for pipe sizes 25mm or less, and
o $490 per metered connection for pipe sizes greater than 25mm
e Avariable charge of $1.78538 per cubic metre of water consumed.

Trade waste charges are based on the measured load and the nature of the discharge.

These users also pay fixed targeted rates for wastewater (most based on the number of pans at
$375 per pan for 2024/25) and a proportion of the land value based general rate for
stormwater services, which are calculated based on property type, connection status, and land
use. Council handles all billing and collection through its centralised rating system, and revenue
is ringfenced for investment back into the three waters network.

Projected Charges for Residential Households (10-Year Outlook)

The 2024-34 Long-Term Plan outlines an increase in average water-related charges for
residential households over the next decade, largely due to growing infrastructure needs and
significant capital projects such as the Nature Calls wastewater upgrade.

e InYear1(2024/25), the average residential household paid approximately $1,100
(including GST) in total water-related charges (including drinking water, wastewater,
and stormwater).

e By Year 10 (2033/34), this is projected to rise to around $2,500 (including GST) + an IFF
levy of at least $1,000 (including GST).

These projections account for inflation, increased service demand, and the phased
introduction of funding mechanisms (e.g. special purpose levies for major projects). Council
will continue to monitor affordability and equity as part of its ongoing financial strategy.
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The affordability of projected water services charges for communities

Palmerston North City Council acknowledges that the affordability of water services is a key
consideration, particularly in light of the significant capital investment planned over the next
decade. As of FY2024/25, the average water services charge per connection (including GST) is
projected to be $1,150, which represents approximately 0.9% of the city’s median household
income. Over the 10-year period to FY2033/34, this is forecast to increase by 145.8%, reaching
approximately $2,493 per connection, or 1.3% of projected median household income.

While this increase reflects the need to invest in essential infrastructure upgrades, particularly
the Nature Calls wastewater programme and ongoing renewals it does present affordability
constraints for some households. Council is mindful of the cumulative financial impact on
ratepayers and will continue to assess affordability through its ongoing financial and revenue
strategies. Opportunities to manage the impact on vulnerable households, such as staged
implementation and support mechanisms, will be explored as further clarity around funding
models (e.g. special purpose vehicle funding and WS-CCO arrangements) becomes available.

Revenue and charging arrangements — Rangitikei District

Revenue and charging arrangements

Charging and billing arrangements

Council currently charges two targeted rates for each of the three waters: one is for properties
connected to the respective supplies, which funds 75-80% of the budgeted costs, the other is for all
rateable properties, which fund 20-25% of the budgeted costs. This recognises a wider benefit from
the provision of three waters beyond those properties which are directly connected. Exceptionally,
properties in Hunterville Township do not pay a connected rate: instead, they pay for metered use.
This is because the town supply is provided by the Hunterville Rural Water Supply, and the quantity
is limited (as it is to farmers on the rural scheme). (Farmers on the Erewhon and Omatane rural
supply scheme similarly buy ‘units’ which prescribe the limits of water which will be supplied.)

Council policy is to meter commercial users of water and extraordinary users that are either outside
of the water rateable area or have land areas of a large size.

Council currently has no plan to change the charging mechanism whilst it remains the custodian of
the billing function. At the time of writing, no final decisions have been made regarding the role of
WS-CCO in relation to revenue collection. However, it is expected that when a WS-CCO is established,
it will either take over some charging responsibilities, or alternatively, Council may continue to collect
charges on behalf of the provider and pass them through. The details of this arrangement will be
clarified as the WS-CCO model is developed

Three waters revenue is separately recorded from other Council activities and managed separately
via segmentation within the RDC General Ledger and associated Financial Reporting Suites.
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Water services revenue requirements and sources

Revenue is a mix of targeted rates and metered charges, as outlined in the section above. Council
currently does not charge development contributions. Council currently charges two targeted rates
for each of the three waters: one is for properties connected to the respective supplies, which funds
75-80% of the budgeted costs, the other is for all rateable properties, which fund 20-25% of the
budgeted costs.

Currently (for the 2024/25 financial year), the rating types and calculation basis (GST Inc) is per the
table below:

Rate Types
For the year ending 30 June 2025

Rate or Charge (inc Total Rates Funding

Rate Type Categories of Land Caleulation Base
GST) {inc GST)

Wastewater public good . . .

All rating units Fixed amount per SUIP 5129.97 51,036,526
(funds Sewerage)
Wastewater connected Rating units connected to Fixed amount per number of

wastewaterschemes within waterclosets and urinals in $568.27 $3,135,721
(funds Sewerage) the district the rating unit
Wat bli d

aterpublicgoo All rating units Fixed amount per SUIP $183.85 $1,466,176

(funds water)
Rating units connected to
Marton, Bulls, Taihape, .

Waterconnected Fixed amount per SUIP $1,036.05 $4,837,827.62
Mangaweka, Ratana

schemes: Residential

Rating units connected to
Marton, Bulls, Taihape,

(funds water) P Fixed amount per SUIP $1,036.05
Mangaweka, Ratana

schemes: Non-residential

Fixed amount per unit or part

Hunterville rural {funds water) Connected rating units [geee $352.63 $483,414
uni
Fixed amount per unit or part
Hunterville rural- urban (funds water) Connected rating units e P P 534348 $128,937
uni
Fixed amount per unit or part
Erewhon rural (funds water) Connected rating units e P P $242.02 $373,046
uni
Fixed amount per unit or part
Omatane rural (funds water) Connected rating units [geee P P 58659 59,246
uni
Putorino rural (funds water) Connected rating units Landvalue $0.001033 510,410
Marton, Bulls, Taihape, Fixed amount per cu metre in
Water by volume P P $232 $640,478
Mangaweka, Ratana schemes excess of 250m3 per annum
Fixed amount per cu metre in
{funds water) Bulls ANZCO P 51.72 $281,312
excess of 250m3 perannum
Hunterville urban (funds water) Connected rating units Fixed amount per cu metre $6.06 $186,401
Stormwater public good . . .
All rating units Fixed amount per SUIP $30.49 $243,123
(funds stormwater)
; Fixed amount per rating unit
Marton, Bulls, Taihape, | . .
(as identified on rating maps
Stormwater urban (funds stormwater) Mangaweka, Ratana, . . . 5165.77 $729,369
) available to view on Council's
Hunterville .
website)
Total 3 Waters Rates $13,561,986

Rating revenues make up the majority of revenues for water services and these are currently
projected to be as follows over the next 10 years. With the exception of Bulls ANZCO (as noted in
the above table), there is no difference in rates for water services charged to residential, commercial
or industrial rating units.

Projected Funding impact statement - Water Services ($000) FY24/25 FY25/26 FY26/27 FY27/28 FY28/29 FY29/30 FY30/31 FY31/32 FY32/33 FY33/34
ISources of operating funding

General rates 2 2 3 3 3 4 4 4 5 5
Targeted rates 11,460 12,503 13,843 15,213 16,575 17,037 19,174 20,397 21,700 23,084
Subsidies and grants for operating purposes 0 0 0 0 0 0 0 0 0 0
Local authorities fuel tax, fines, infringement fees and other receipts 0 0 0 0 0 0 0 0 0 0
Fees and charges 57 58 59 61 62 64 65 66 66 67
Total operating funding 11,519 12,563 13,905 15,277 16,640 18,005 19,243 20,467 21,771 23,156
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As is currently the practise, all Three-Waters financial activity would remain ringfenced from the
other council activities until the full transition of all financial elements and functions to the proposed
WS-CCO is completed.

Existing and projected commercial and industrial users’ charges

Council policy is to meter commercial and industrial users of water and extraordinary users that are
either outside of the water rateable area or have land areas of a large size. Those rates are set
annually through Council’s rates resolution.

Current rating policy does not distinguish commercial and industrial users from other rate payers.
The exception to this, is the volume-based water usage charge to ANZCO (Bulls), which is discounted
by 26% from that applicable to other ratepayers for water usage in the district. It is expected that
this charge will continue to make up approx. 2% of total Three-Waters revenue in coming years.

The affordability of projected water services charges for communities

Currently long-term plan projections for water services rating align to the overall rating positions
consulted on as part of 2024-34 LTP deliberations.

The Infometrics median household income for the Rangitikei District as of 1 June 2024 was $116,661.
Using this value as the median household income for 2024/25 and increasing the median household
income by 3% per annum over the 10 years of the Long-Term Plan, combinates in water services
charges for the Rangitikei District as a percentage of household income increasing from 1.8% in
2024/25 to 2.65% in 2033/34.
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Funding and financing arrangements — Horowhenua District

Water services financing requirements and sources

Based on the indicative base case, HDC's net debt ‘in relation to 3Waters Services’ is expected
to increase from $84.5M to $164.8M over the 10 years of the LTP 2024-34. Further detail
regarding the projected increase in debt is set out in the financial sustainability sections of this
WSDP. Council’s LTP (2024) agreed to move to fully funding depreciation from 2027/28, and is
progressively working towards that. There is also a plan to repay debt more quickly under the
financial strategy by using higher rate increases (post year 6 of the LTP) to get ahead.

As noted above, a separate WS-CCO has been proposed to be established. The WS-CCO is
expected to require some level of working capital. It is expected that:

e Working capital requirements will be determined having regard to billing and payment
frequency and the liquidity requirements of the WS-CCO’s lenders.

e Working capital may be acquired through additional lending on establishment date, or
through the transfer of some cash reserves from council. Neither option is anticipated
to impact the net borrowing position of the WS-CCO.

e Working capital requirements, and arrangements for the establishment of working
capital, will depend on the ultimate ownership and governance structure of the WS-
cco.

HDC does not currently have a specific limit for 3 waters debt. In the absence of this we have
used a 500% debt to revenue ratio as a guide for the balance of this document. However, the
following lending limits are currently applicable at a council-wide level:

e HDC’'s own limit of debt at a debt to revenue ratio 250% of operating revenue.
e LGFA lending covenants of 280% debt to revenue.
HDC is not forecast to breach any relevant lending limit for the period covered by this plan.

Debt is currently acquired through a mixture of fixed term, fixed rate debenture stock and
floating rate stock. Debt is repaid at the end of the debenture term, with repayment coming
through either refinancing or cash reserves depending on the current financial position.
Projected financials included within the WSDP seek to maintain three waters debt at an
appropriate level to balance affordability and intergenerational equity considerations, and
remain within prudent lending limits over the period.

The tenor, refinancing, interest rate risk and debt repayment are managed in accordance with
HDC's Liability Management Policy (available on request).

Page 131 of 203



Internal borrowing arrangements

There are no internal borrowing arrangements at HDC, all debts are secured externally and
attributed to the service they belong to. Council uses the LGFA as a source of loans and uses
rates as security for all borrowings from the LGFA.

Further detail regarding Council’s approach to managing reserves and borrowing is outlined in
its ‘Liability Management Policy’ and ‘Revenue & Financing Policy’ (available on request).

Council does not propose to use any internal borrowing arrangements before the
establishment of a WS-CCO.

HDC manages its external treasury function at a total council level. External debt is supported
through separate accounts for each activity, detailing annual debt movement based on actual
capital and operating cashflow for the activity.

This ensures that the total borrowing for each activity is traceable and that each activity’s debt
can be easily determined. Each activity is charged interest based on HDC’s weighted average
cost of borrowing, as applied to each activity’s debt balance

Full financial ringfencing will be achieved through the establishment of a WS-CCO.

Determination of debt attributed to water services

HDC manages its borrowing at an activity level and is able to determine existing three waters
debt balances through recorded movements against each activity.

Annual movement in debt is determined based on each activity’s overall cash flow. Debt
movements in HDC’s funding impact statements (in its LTP, Annual Report and this plan) are
shown as “Increase (decrease) in debt”.

Debt presented in this plan represents net debt (after reserves and investments have been
considered.

As at 30 June 2024, HDC's net debt position was:

$000s Drinking water Wastewater Stormwater Three waters

Net debt 19,522 45,697 19,307 84,525
Operating revenue 7,542 11,825 2,366 21,733
Debt to revenue ratio 259% 386% 816% 389%

Debt to be transferred to the proposed water services WS-CCO has been calculated based on
movements in the funding impact statement. Given the time will elapse between the
submission date of this plan and the establishment of a WS-CCO, further work will be
completed to update debt balances prior to 1 July 2028.
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Insurance arrangements

Council has significant insurance cover through the MW LASS insurance procurement project.

Council currently insures our Water, Wastewater and Stormwater assets as well as Council’s
operational assets (plant and equipment) and buildings.

Council has assumed that Central Government will contribute 60% of the funding to reinstate
infrastructural assets following a significant natural disaster. HDC’s 40% share is insured for
disaster recovery through the Local Authority Protection Programme (LAPP). LAPP is a mutual
self-insurance arrangement with other local government entities to insure underground
infrastructure against disaster damage similar in nature to Christchurch’s earthquake.

HDC has recently completed a comprehensive review of our insurance programme and
coverage levels, which led to the Council taking on more insurance risk with increased
deductibles. Council has also budgeted $100,000 to be funded through rates to build up a fund
for adverse events or emergencies on an annual basis.

No change is proposed to the ownership of three waters assets, and HDC confirms that it
intends to continue to hold an appropriate level of insurance over three waters assets. HDC has
an annual review of insurance with AON, which is in progress of getting reviewed as of 1 July
2025.
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Funding and financing arrangements — Palmerston North City

Funding and financing arrangements

Water services financing requirements and sources

Borrowings totalling $66.9M related to water services as at 30 June 2024. The LTP assumes a further
net increase in borrowing of $149.1M for water services across the 10 years between FY2024/25 —
FY2033/34

The forecast borrowing does not include the sum of $549m (over the ten years) for the Nature Calls
wastewater programme #628 — Totara Road Wastewater Treatment Plant — Consent Renewal Upgrade’.
The LTP assumes it would be financed through a special purpose vehicle (SPV) under the Infrastructure
Funding and Financing Act (IFF) (rather than loan-funded through general Council borrowings). It was
assumed the SPV would set an annual levy payable by ratepayers. Early assessments were that this levy
would amount to at least $1,000 per property depending on how it was distributed amongst
ratepayers.

The Council’s approach to borrowing is outlined in its Financial Strategy. It has a self-imposed
borrowing limit of 250% of operating revenue and an LGFA borrowing covenant of 280% of debt to
revenue.

The LTP and annual budgets include provision to repay debt over the lesser of the life of the asset
funded or 30 years.

Budgets also make provision to fund capital renewals from annual rates revenue rather than fund
depreciation

The Council manages its overall debt portfolio in accordance with the provisions of the Liability
Management section of its Treasury Policy. This includes the policy for interest rate risk management.

The Council does not operate a separate borrowing limit for water services but the borrowings required
to support the projected investment in water services exceed the 250% borrowing limit (especially if
the Nature Call programme is included).

It is expected that the proposed new WS-CCO will have the ability to borrow up to an FFO ratio of 8%
which is equivalent to 500% of net debt to revenue and this level is forecast to be sufficient to finance
the forecast water investment over the next ten years.

The WS-CCO will need to assess its working capital requirements and obtain appropriate funding lines
from financial institutions. It may be that the shareholder Councils will need to provide some initial
funding to facilitate the company’s establishment. More detailed assessments of these will progress
over the coming months.

The WS-CCO will develop its own financial strategy and treasury policies which will govern its approach
to debt management.
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Internal borrowing arrangements

The Council does not have any internal borrowing arrangements. All debt is sourced externally, at a
corporate level then attributed to individual activities based on actual capital expenditure. Activities are
allocated interest on the activity debt balance at the Council’s weighted average cost of borrowing.

At the present time all term borrowing is sourced from the LGFA and the Council has revolving credit
lines with banks to cover short term and working capital requirements.

Council does not propose to use any internal borrowing arrangements before the establishment of the
WS-CCO.

Shareholders will work together over coming months to determine how water related existing debt is
to be appropriately transferred to the WS-CCO. The Council will have portions of its overall debt
portfolio that are due to mature at about the time the WS-CCO is planned to begin operations.

Full financial ring-fencing will be achieved through the establishment of the WS-CCO.

Determination of debt attributed to water services

The Council had total borrowings attributed to water services of $66.9M as at 30 June 2024

Debt is currently tracked by activity based on Council’s Funding Impact Statement (FIS) structure. This
enables the determination of debt specifically attributed to each of the water services.

As at 30 June 2024, combined water services had a net debt to operating revenue ratio of 224%.

Insurance arrangements

Council currently insures Water, Wastewater and Stormwater assets as well as operational assets (plant
and equipment) and buildings.

Council has assumed that Central Government will contribute 60% of the funding to reinstate
infrastructural assets following a significant natural disaster.

Council’s 40% share is insured for disaster recovery through the Local Authority Protection Programme
(LAPP) using AON as broker. LAPP is a mutual self-insurance arrangement with other local government
entities to insure underground infrastructure against disaster damage. This insurance period for this
cover runs from 1 November to 31 October each year.

Council has separate material damage policies for above-ground assets and these are arranged through
broker, Marsh. The insurance period runs from 1 July to 30 June each year. Assets are insured for re-
instatement.

Until 30 June 2027, the Council will own and insure the assets. From 1 July 2027, the WS-CCO will own
and, therefore, need to insure the transferred water assets.

Each year assets are reviewed and insurance schedules updated. The approach to insurance is reviewed
in conjunction with the respective brokers. Each year asset valuations are updated.
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Funding and financing arrangements — Rangitikei District

Funding and financing arrangements

Water services financing requirements and sources

Projected debt for Water Services over the next 10 years is derived from the level of capital
expenditure required on Growth and Level of Service investments, (given asset replacement is
predominately funded from depreciation collected as part of Rates).

Projected water services investment requirements
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Generally, Council will primarily seek debt finance through the Local Government Funding Agency
(LGFA). Such debt will be secured by way of a charge over rates revenue offered through a Debenture
Trust Deed (“DTD”). Under a DTD Council’s borrowing is secured by a floating charge over all Council
rates levied under the Local Government Rating Act.

Net external borrowing requirement is depicted in the graph below. Under existing LGFA debt
covenants, water services debt funding could be accommodated under a whole of council revenue
umbrella, as it is today, as a standalone entity, the level of capital investment required would see
LGFA borrowing covenants exceeded without a significant change in programmed capital
expenditure.
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Projected water services net debt to operating revenue
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Sources of ting funding

General rates 2 2 3 3 3 4 4 4 5 5
Targeted rates 11,460 12,503 13,843 15,213 16,575 17,037 19,174 20,397 21,700 23,084
Subsidies and grants for operating purposes 0 0 0 [ 0 ] ] 0 0 [
Local authorities fuel tax, fines, infringement fees and other receipts 0 0 0 0 0 0 0 0 0 0
Fees and charges 57 58 59 [ 652 64 B85 66 &6 67
Total operating funding 11,519 12,563 13,905 15,277 16,640 18,005 19,243 20,467 21,771 23,156

of funding

Payments to staff and suppliers 4,539 4,707 4,856 5,011 5,215 5,367 5,509 5,701 5,845 5,993
Finance costs 1,582 1,912 2,168 2,226 2,475 3,549 4,756 5,342 5,931 6,565
Internal charges and overheads applied 2,380 2,544 2,733 2,806 2,943 3,135 3,204 3,359 3,574 3,656
Other operating funding applications 0 v} 0 o 0 0 1] 0 o o
Total of operating fundir e 8511 9,163 9,757 10,043 10,633 12,051 13,469 14,402 15,350 16,214
Surplus/(deficit) of operating funding | 3,008 | 3,400 | 4,148 | 5,234 6,007 | 5,954 5,774 | 6,065 6,421 | 6,942
Sources of capital funding

Subsidies and grants for capital expenditure 0 o 0 [t} o [} o o o [t}
Development and financial contributions 0 0 0 0 0 0 0 0 0 0
Increase/[decrease) in debt 6,041 4473 1,984 11,623) 4,705 18,048 16,430 13,321) 13,756) 28,052
Gross proceeds from sales of assets 0 0 0 0 0 0 0 0 0 0
Other dedicated capital funding 0 v} 0 o 0 0 1] 0 o o
Total sources of capital funding 6,041 4473 1,984 (1,623) 4,705 18,048 16,430 (3,321) (3,756) 28,052

of capital funding

Capital expenditure - to meet additional demand 1,250 1,686 540 267 7,818 21,750 19,334 0 0 0
Capital expenditure - to improve levels of services 3,850 3,463 914 944 484 484 413 57 177 32,457
Capital expenditure - to replace existing assets 3,949 2,724 4,279 2,402 2,410 2,667 2,456 2,488 2,487 2,537
Increase/[decrease) in reserves 0 0 0 [ 0 ] ] 0 0 [
Increase/(decrease) in investments 0 0 0 0 0 0 0 0 0 0
Total of capital funding 9,049 7,873 5,133 3,613 10,712 24,901 22,203 2,745 2,664 34,994
Surplus/(deficit) of capital funding | 3008 (3,400 14,149)] 15,235} 15,007)] 5,953} i5,773) 15,066)| 16,420)] (6,942}
Funding balance | 0] o] ] 121] 0] 1| 1] ] 1] 0

Internal borrowing arrangements

As at 30 June 2024, Rangitikei District Council had $22.9M of internal borrowing, of which $16.5M is
attributable to Water Services. This represents historical capital investment funded through
council cash holdings rather than through external borrowings. Interest is charged annually at a
current rate of 4.75%. There is little likelihood of further internal borrowing arrangements being
entered into between now and 30 June 2028 with external financing being the preferred (and
planned) method of financing where required for any water services. Internal loan repayment is

factored @ 1/25 of the loan balance at the end of each financial year.
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Determination of debt attributed to water services

Historical external debt attributable to Water Services has been identified at the point of when the
borrowing took place and with respect to the primary driver behind the need to raise debt
financing. Internal debt is a function of water services trading result where deficits have been
funded through internal treasury. As at the 30 June 2024, total Water Services debt (including
internal debt) amounted to $38.5M being $22M external debt and $16.5M internal debt.

The total value of water services borrowings and the net debt to operating revenue calculation on
30 June 2024 is:

30 June 2024
Operating Revenue $11.1M
Total Debt (including internal) $38.5M
Debt as a percentage of revenue 346%

Insurance arrangements

The Rangitikei District Council insurance period runs from 1 November to 31 October each year.

Until 30 June 2027, the Rangitikei District Council will own and insure the assets. From 1 July 2027,
the three-council WS-CCO will own and, therefore, need to insure the two (or three — depending on
the Council's final decision) water assets.

Currently, the Rangitikei District Council is insured as part of the MWLASS mutual coverage, and
therefore, some caps are joint. For example, Infrastructure (underground assets) coverage has a joint
total liability, and RDC has a sub-limit.

The Rangitikei District Council has separate coverage for above- and below-ground assets, reviewing
premiums, excess levels, risk of events, and risk appetite on an annual basis.

Rangitikei District Council utilises the data stored in AssetFinda to evaluate the value of its water
infrastructure. AssetFinda data is updated when any new projects are completed and is revalued
annually. Central Govt covers 60% of the loss. Therefore, the Rangitikei District Council is accountable
for the remaining 40%. For Material Damage & Business Interruption, Rangitikei District Council has
100% coverage for all assets listed in the schedule, including water above-ground assets and water
assets on/crossing bridges

Rangitikei District Council assets are reviewed and revalued as part of the annual report process, and
this data is used for insurance purposes

Currently Rangitikei District Council carries, (in lieu of a formal self-insurance policy), a $250,000
excess per claim for material damage on infrastructure
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Delegations are as per the Rangitikei District Council’s Delegation to Positions Policy, where the Chief
Executive has delegation to sign off on up to $1,000,000 of expenditure, though the Group Manager
Corporate Services manages the process, reporting to the Risk & Assurance Committee with an
independent Chairperson.
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Modelling assumptions for ‘“Three C’ CCO

Assumptions applied to ‘Base Case’ 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.

It is also important to note that this means that the comparator scenarios presented in our modelling may
not mirror an individual councils’ current long term plan projections, and some changes in household costs
may solely be the result of the changes we have made to standardise the models.

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 Reverse the impact of any internal transfers or overhead activities that occur between water,
wastewater and stormwater activities. We have retained overhead allocations from other council
activities to/from each of the waters activities.

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% 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.

e Recalculate depreciation based on any amendments made to the capital works programme. The
depreciation rate applied to the recalculation is based on each council’s average depreciation rate.
Depreciation rates are set at 1.42% for water supply, 1.25% for wastewater, and 0.75% for
stormwater.

e Assets are revalued at 2% per annum and depreciation recalculated based off revalued asset base
(including additions).

e Inflation is modelled at 2% per annum for years 11 — 30.
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Capital expenditure

Our modelling of the base case scenarios for capital expenditure focuses on ensuring that each council’s
comparator case is able to meet the requirements of a water services delivery plan, being:

e Therequirement to meet all relevant regulatory quality standards for its water services.

e The requirement to meet all drinking water quality standards.

e Supports the territorial authority’s housing growth and urban development, as specified in the
territorial authority’s long-term plan.

e The need to demonstrate financial sustainability through:
O  Generating sufficient revenue to ensure long term investment in delivering water services.

o  Being financially able to meet all regulatory standards and requirements for the delivery of
water services.

All councils have reviewed the capital programmes and made adjustments from the initial LTP and
Infrastructure Strategy programmes.

Renewals

Water Services Delivery Plan templates indicate some of the key measures that the Department of Internal
Affairs (DIA / Department) expect to be reported in relation to these tests, and therefore what may be
expected by the Department. In particular:

e The need to report on combined capital expenditure versus depreciation, indicating a desire from
the Department for capex to exceed depreciation. We don’t anticipate this being an issue for any
councils over the ten year period.

e The need to report on an “asset sustainability index” which compares renewals expenditure with
depreciation, and notably, where renewals expenditure is not equal to depreciation, why that
approach is appropriate.

e The need to report on an asset consumption ratio, and note why that ratio may deteriorate over
time (if it does). This is unlikely to be a problem for councils that are spending more than their
depreciation on capital investment each year. This ratio again is intended to ensure their adequacy
of a renewals programme.

All Councils have reviewed the renewal programmes and confirmed them as appropriate.

No other changes have been made to renewals programmes in our base case other than changes applied
through sensitivity testing.

Upgrades

Councils are also required to demonstrate and assert that their WSDPs contain sufficient investment to
meet regulatory requirements and respond to growth.

For all councils our approach to reviewing this and making revisions to the status quo was to check with
each council that:

e Investment is provided for any drinking water treatment plants that are not currently compliant
with Drinking water standards. We did not identify any significant missing expenditure through this
process.

e Investment is provided for any wastewater treatment plants that have consents expiring during the
period. We did not identify any significant missing expenditure through this process.
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Any upgrade projects that have been deferred beyond the 10 year LTP period. Where these are
identified, we will confirm whether these should be moved back into the 10 year planning period.

Growth

For all councils:

We sought confirmation that the growth investment proposed in the LTP responds to the WSDP
requirements, and for any significant projects to be identified if they are not already identified in
AMPs/LTPs.

We have not included any sensitivity testing on increased/decreased growth rates, however our
model does allow for this to be completed if needed. In our model, sensitivity testing of growth
assumes planned capex scales proportionally to the change in the number of new properties being
connected.

Scaling is applied to original growth capital expenditure forecasts at the same rate as the uplift or
decrease in connections on an annual basis. The cumulative impact of this is that if sensitivity
testing results in 20% more properties over 10 years, the total capital expenditure will have been
increased by 10%.

It is recognised that growth projects do not neatly scale in real life. The scaling recognises that
there is likely to be some uplift, or advancement of timing, and that, at the least, increased or
decreased rates of growth impact the capacity life of infrastructure.

Revenue

Water Services Delivery Plan templates indicate some of the key measures that DIA expect to be reported
in relation to these tests, and therefore what may be expected by the Department. In particular:

A chart 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.

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 will be modelled to move to a fully funded scenario evenly
over the remaining years.

In addition, from 2028 and beyond:

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.

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 smooths the impact of this
increase.
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e Development contribution revenue has been modelled to scale proportionally with changes in
growth capital expenditure. Scaling is completed annually.

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.

e Identified the cash surplus available from operations, development contribution receipts, and
capital and operating subsidies.

e  Subtracted the cost of capital works from the cash surplus.

e |dentified ongoing working capital requirements and any shortfalls in cash balances to meet those
requirements.

e  Where this value is negative, we have increased borrowings to fund the difference.
e  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.

Assumptions applied to base data

We've also made the following minor additional assumptions to base data provided by Councils. These
adjustments impact projections in the “status quo” modelling.

e 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.

e 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.

e 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.

e Inall 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.

e 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 as the initial base. Each Council
has reviewed and adjusted those based on changes since those estimates were made or confirmed
them as still valid. In the case of Horowhenua District Council (HDC) the 30 year projections
showed a considerable drop off in investment beyond year 10. Years 11 — 20 contain a total
investment of 20% less than the first 10, and years 21 -30 represented a further 30% drop. To
mitigate this we have modelled HDC annual capital investment over yeas 11 — 30 based on the mid-
point between the original projections (low) and the average annual investment over years 1 — 10

(high).
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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.

‘Three C’ CCO assumptions

To create the CCO Options we have modelled transitional and organisational costs based on a ground up
approach. The full details of costs included in our model are outlined below.

Operating and capital efficiencies

- Table1l ‘Three C’' CCO efficiencies

° Capital efficiencies ° Operational efficiencies

° 6% ° 6%

Over a 30 year period $90M of financial savings are created under the three council CCO option (or
$149M if Nature Calls was IFF Funded) when compared to each of the three councils continuing to
provide services individually under an inhouse business unit option.

We've assumed that these commence two years after the establishment of the entity and arise
over a 6 year period.

Efficiencies are assumed to arise from:
O  The ability to employ specialists that are otherwise contracted out at an individual level
o  Limited opportunities to combine networks

O  Spend to save investment due to increased borrowing capacity and improved asset
management focus

o0  Bundled procurement and panel arrangements. We have examples of where this approach has
resulted in significant reduction of costs

o  Decreased competition for resources between councils

o Increased market attractiveness

O  Reduction of duplicated systems, processes and roles

o  Streamlined investment decision making due to dedicated focus on three waters services.

Efficiencies are less than the rate of inflation. Inflation (2%) is applied to all costs before any
efficiencies are applied in the modelling.

Efficiencies are applied at a compounding .91% capex and 1.02 opex until they reach the maximum.

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 entity could maintain an “investor grade” credit rating.
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Our modelling adopts the Moody’s credit rating approach, with non-financial components being set based

on Moody’s assessment of water entities in the United Kingdom, and based on their published guidance.

Our modelling of the Three C CCO option assumes an 8% minimum thresholds, the number of connections
exceeds 50,000 and includes additional modelled revenue, where necessary, to support that.

Costs of change

Corporate overhead from each council have been replaced with costs for the CCO, and transition costs have
been included as follow:

e Transitional costs of $4.25M to establish the CCO (assumed to be borne by the CCO).

e Ongoing costs of $11M have been included for:

O

O

O

Board, CEO and new executive team costs

Rent, overheads

Additional resources

Additional IT expenditure (capex for Transformation Change & Opex)
Council rates

Increased compliance costs associated with regulatory reforms (recognising the role and
requirements to report to both a service and economic regulator) has been applied to base
cases and any options modelled.

e Any change is assumed for modelling purposes to take place on 1 July 2027.

Costs have been indexed using BERL inflation rates for water services through 2034, and 2% per annum

thereafter.
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