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Executive Summary

Over the last 18 months Waikato councils have demonstrated leadership by working together to identify
common challenges and opportunities for water services delivery. Under the banner, Waikato Water
Done Well, councils have reflected on how they can strategically approach the delivery of water
services to maximise both local and regional benefits.

Concurrently, under Local Water Done Well, all councils in New Zealand have been mandated to
develop a financially sustainable and regulatory-compliant model for delivering water services to their
communities. The focus is on addressing long-standing issues with water infrastructure across the
motu.

Against this background, the Waikato councils engaging in Waikato Water Done Well identified
workforce availability and the ability to deliver large capital infrastructure projects as common
challenges. An additional challenge for many councils is the ability to fund the growing need for water
services infrastructure (be it to meet growth or other requirements). For a mixture of reasons, councils
are having to increase rates significantly to do what needs to be done. This is leading to affordability
concerns across councils for their communities.

To address these challenges, Waikato councils have co-designed a proposed model for the delivery of
water services. This model is centred around the vision of Te Mana o Te Wai, Te Mana o Te Tangata |
Healthy Water, Healthy People. The vision establishes a foundation for strategic, results-oriented water
services governance and delivery under which everyone benefits in the long term. To achieve it, Waikato
Water Done Well focuses on delivering five strategic outcomes:

1. Financial sustainability — to address the access to funding challenge and create efficiency
savings by working together

2. Leading workforce —to address the workforce availability challenge by offering the vision, scale
and geographic reach to be a compelling proposition for existing and prospective employees
and third-party contractors

3. Customerfocus—toimprove services to customers by delivering water services more efficiently
and thereby addressing the affordability challenge

4. Local influence - to address community and council concerns about lack of control and
influence in local matters

5. Delivering on expectations - to address concerns about meeting treaty settlement obligations
and delivering on council expectations and those of key partners.

The proposed model is documented in a non-binding Heads of Agreement (HoA) that has been signed
by seven councils:

1. Hauraki District Council



Matamata-Piako District Council

Otorohanga District Council

2
3
4. South Waikato District Council
5. Taupd District Council
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Waipa District Council
7. Waitomo District Council

At the time of writing, Waipa District Council has unanimously identified the Waikato Water Done Well
model as its preferred option. The remaining councils are considering whether this is their preferred
option at various dates over March 2025 and early April 2025. Before deciding to formally adopt the
model, councils will consult with their communities. To support decision making, this proposal sets
out how Waikato Water Done Well can deliver on its vision and achieve the strategic outcomes sought
by councils.

Itis proposed that a water services company owned by councils is established. The initial name of the
company will be Waikato Waters Limited. As the company will be council owned, it will be a council-
controlled organisation (CCO) and is referred to as the Waikato Water Done Well CCO in this proposal
document.

This model will mean responsibility for providing drinking water and wastewater services will transfer
from councils to the Waikato Water Done Well CCO. This will involve the transfer of specified
infrastructure, related assets and liabilities together with offers of employment to identified employees.
A detailed transition plan will support the transfer from each council to the Waikato Water Done Well
CCO to ensure seamless service delivery for customers in the short term and better outcomes for
customers in the long term. Stormwater will remain with individual councils but the Waikato Water
Done Well CCO will provide management services to those who wish to receive them.

The transfer of responsibility does not mean councils will no longer be involved in water services.
Council will continue to set the strategic priorities and direction for the Waikato Water Done Well CCO
and, under developing legislation, will retain responsibility for matters such as drinking catchment
plans and by-laws. The Waikato Water Done Well CCO will be the water services provider and, as such,
will be the regulated party under new regulation which includes safeguards for consumer interests and
protection.

At the core of the model is a move towards a catchment-based approach to the health of water. This is
referred to as Smart Consenting in this proposal. By working together, there is the opportunity to get a
better return on financial investment and achieve better outcomes in terms of the health of water
bodies.

A significant factor in the design of the model has been its ability to address local concerns and to be
customer focused - this includes making water services comparatively more affordable for the
community. Two key components to managing affordability are:



1. the long-term efficiencies that can be generated across operating and capital costs by
aggregating several councils’ water activities together. The efficiencies that can be achieved
from scale are greater than those that a standalone council can generate

2. the ability of the Waikato Water Done Well CCO to access greater borrowing and so unlock
additional financing over and above what a standalone council can unlock. The access to higher
debt levels enables the cost of investments to be spread over long life assets (some of which
have a lifespan of 75-100 years) and across the generations who use them. This is like paying
your mortgage off over 30 years rather than 20 years - it is cheaper per month. Forecasts show
that the Waikato Water Done Well CCO can be financially sustainable with operating revenue
increasing by 4.0% per annum once all councils have transferred their water services business

into the CCOZ. This is less than that proposed by most of the councils acting alone.

Achieving statutory objectives is expected of all water services providers (whether it be a council or a
CCO). The design of the Waikato Water Done Well CCO aligns with the new water service delivery model
under Local Water Done Well. This means the Waikato Water Done Well CCO is well positioned to meet
the statutory objectives of a water service provider and operate under the new water services system in
atransparent and accountable manner.

All councils will have to invest in operational change to align with the new water services system. The
Waikato Water Done Well CCO allows councils to strategically plan for this change in a way that meets
regulatory requirements but more so, enables the councils to collectively borrow more?, combine long-
term work programmes to create efficiency and invest in infrastructure that is needed now without
having to increase rates significantly.

Despite varying needs, all Participating Councils will benefit from the Waikato Water Done Well
Ccco.

The Waikato Water Done Well CCO provides a future-focused opportunity that transcends boundaries,
allowing Councils to show leadership in water services delivery for generations to come, with a unified
voice and scale. This strategic opportunity to work together for the benefit of communities and the wider
region was recognised during negotiations with reference to the whakatauaki by King Tawhiao:

"The model is based on all councils having transferred their activity by 1 July 2028. The increase in charges is
greater than this in the first two years. The increase in average water charges (cf revenue growth) will be less
than 4% because the population is growing (~$1.8k increasing to ~$2.8k per residential connection by 2034)

2 Awater company with council financial support will be able to borrow up to the equivalent of 500% of operating
revenue (around twice that of existing councils) through the Local Government Funding Agency (LGFA), subject
to prudent credit criteria.
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Hamilton City Council, Waikato District Council and Thames Coromandel District Council are not part
of the Waikato Water Done Well model.

Hamilton City Council and Waikato District Council have formerly resolved to set up a separate CCO
(subject to public consultation). This is to respond to specific challenges and timings they face.
Notwithstanding this, both councils have acknowledged that a single regional model will be of benefit
to all councils in the future. It will be a matter for each council to decide whether any further
consolidation of water services creates long-term benefits. By coming together now, the seven councils
position themselves to unlock short to medium benefits while also creating a strong foundation to
investigate long-term opportunities.



Purpose of this document

This proposal is presented to councils to support decision-making on how water services should be
supplied in the future. As such, it forms the first key milestone decision for councils to make as part of
Local Water Done Well.

The focus of this proposalis the Waikato Water Done Well CCO and so it does not address the separate
analysis of existing council arrangements (or other any other options councils may be considering).

Terms are defined in bold throughout this proposal document. However, to assist the reader, a glossary
of key terms is also included at the end.



Proposal

1.1.

1.2,

1.3.

1.4.

Since mid-2023, under the banner of Waikato Water Done Well, Waikato councils have been
working together to find a pragmatic solution to common challenges in delivering water services®.
These common challenges include:

a) workforce availability
b) respondingto anincreasingly regulated environment
c) delivering capital works on time and within budget

Guided by the vision of Te Mana o Te Wai, Te Mana o Te Tangata | Healthy Water, Healthy People,
Participating Councils have worked together to identify and co-design a water services delivery
option that can achieve the following agreed strategic outcomes (further detail on each is
included in sections 7 to 11 below).

Create =cale & change to enable significant investment required to
deliver efficient and financially sustainable servicesthat comply
with regulatory requirements & enable urban development.

Create the conditionsto build and sustain a highly skilled,

LEE d i ng WO rka =] adaptable and world-leading water warkforce that can innovate
and collaborate to drive outcomes for Waikato.

Be customer focused, leveraging new technologies, while also

Cu stomer fﬂ Cus building customer awareness of their role in the water system and
the value of water.

Ensure local voice is represented in critical decision-making
around water investment and management acrossthe region,
including decisionsin relation towater takes and water
dizcharges.

Local influence

Del iverin gon Meet the expectations of key partners and stakeholders including
. those represented in Treaty settlements. Protecting public health
expectatlons andthe environment.

The output of the above mahi is the proposed Waikato Water Done Well CCO. This CCO option
aligns with and leverages the water service delivery model of a water organisation made available
under Local Water Done Well. As such, the Waikato Water Done Well CCO is well placed to meet
the statutory objectives of a water services provider (as currently set outin the Local Government
(Water Services) Bill (Bill#3)). These objectives are listed in Appendix 1. The joined-up approach
will enhance resilience for the benefit of communities.

Despite varying needs, all councils will benefit in some way from the Waikato Water Done Well
CCO.

3The challenges particular to each Participating Council are set out in section 6 of this Proposal.
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2.1.

2.2.

The proposal is that each Council adopt the Waikato Water Done Well CCO as their future water
services delivery model and include this in the water services delivery plan due to be submitted
to the Department of Internal Affairs (DIA) by 3 September 2025.

In summary, Waikato Water Done Well proposes:

a)

h)

The establishment of a water services company owned by councils as shareholders
(Shareholding Councils). As a council owned and controlled company, the water services
company will be a CCO. It will have the initial name of Waikato Waters Limited.

The establishment of the Waikato Water Done Well CCO will provide the legal structure into
which the relevant people, processes and systems will transfer from each council and start
working together to operationally deliver water services.

The transfer of council businesses into the Waikato Water Done Well CCO will be staggered
in a manner that will be pre-agreed by the Shareholding Councils in formal governance
documents (Agreed Transfer Date).

On the Agreed Transfer Date, a council will transfer responsibility for its drinking water and
wastewater services into the CCO (see below re stormwater). The transfer of responsibility
will be implemented through a transfer agreement setting out the infrastructure, related
assets and liabilities (including debt) transferring from the council. There is also a process
to transition identified employees.

To ensure a smooth and safe transition of each council’s business into the CCO, planning
for each transfer will be undertaken in accordance with agreed principles and processes.

Assets and debt associated with stormwater will remain with councils butitis expected that
the Waikato Water Done Well CCO will undertake stormwater management functions under
a service agreement with those councils who seek this.

The transfer of responsibility does not mean that councils will no longer be involved in water
services. Although the Waikato Water Done Well CCO will become the provider of drinking
water and wastewater services in the service area of a council from the Agreed Transfer
Date, councils will still owned the CCO and will set the strategic priorities and direction for
it. These matters will be captured in the Shareholding Councils’ Statement of Expectations.

The Waikato Water Done Well CCO will have the following structural requirements (which
also align with legislative requirements):

e Sharesinthe Waikato Water Done Well CCO can only be held by a council: they cannot
be sold or transferred and so the CCO cannot be privatised.

e A visual of the ownership structure and how Shareholding Councils will hold the
Waikato Water Done Well CCO to account is included in Appendix 2, together with
further information on the shareholding arrangements.

e The Waikato Water Done Well CCO will be governed by a professional board of
directors with the necessary skills, knowledge and experience to guide the CCO and
contribute to the achievement of its strategic outcomes and objectives.



2.3.

2.4.

All board appointments will be competency based informed by a board skills matrix. A
copy of the matrix agreed by councils in the HoA% is included at Appendix 3.

The Chair of the Board will be appointed by the Shareholding Councils and will then
support the Shareholding Councils in appointing the remaining directors.

Directors cannot be an elected member or a member of staff of any of the Shareholding
Councils®.

All decisions of the board must be made in accordance with the Waikato Water Done
Well CCO constitution and informed by the Statement of Expectations. The board will
also be guided by each council’s long-term planning. The board will be accountable to
shareholders.

A Shareholder Representative Forum will be established at which each council has a
voice. This forum will also work with Iwi chairs to develop a proposal regarding their
role in shareholder decision-making for each council’s approval.

A decision-making framework has been developed to ensure there is clarity on:
a. decisions that will be brought to Shareholding Councils for decision making

b. how the shareholders will make those decisions at the Shareholder
Representative Forum. Further detail on thisis included in Appendix 2.

The Waikato Water Done Well CCO sees the value in working with others at the right
time. There is an agreed process for other councils to join the CCO as shareholders
where all existing Shareholding Councils agree.

Activities of the Waikato Water Done Well CCO must be carried out in accordance with the new
planning, reporting and financial management requirements which apply to all water services
providers. This includes providing annual and half-yearly reports to Shareholding Councils and
responding to the new economic regulatory regime that will be progressively introduced from
January 2026.

The overarching purpose of the Waikato Water Done Well CCO is to:

a)

b)

achieve the water service delivery objectives of the Shareholding Councils, both commercial
and non-commercial

enable Shareholding Councils to ensure the strategic outcomes for water services are
collectively achieved in their respective service areas in the long term. These strategic
outcomes are addressed individually in section 7 to 11

be the vehicle through which Shareholding Councils can ensure the delivery of water
services in their service area complies with legislative requirements, including meeting
water and wastewater standards (Taumata Arowai), and economic regulation (Commerce
Commission).

4 Schedule 7 to the HoA

5 Nominal directors may be appointed for a very short period pending the professional board being in place and
well before the CCO is operational. It is possible that nominal directors will be staff or elected members.
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3.1.

3.2.

3.3.

4.1.

4.2,

Waikato councils have co-designed a model for the delivery of water services and documented
thisin a HoA. This is a non-binding document that captures the good faith intention of the parties.
The status of each council’s involvement in Waikato Water Done Well as at 28 February 2025 is
as follows:

Council Signatory to Heads Waikato Water Done Well
of Agreement considered as an option

Hauraki District Council

Matamata-Piako District Council

Otorohanga District Council v v

South Waikato District Council v v

Taupo District Council v v

Waitomo District Council v v

Waipa District Council v v

Thames-Coromandel District Council X Being considered as an option
but no decision made

Waikato District Council X Considered as option but not
consulted on (referenced only)

Hamilton City Council X X

By signing the HoA, the seven councils agreed to continue to be part of the development of the
Waikato Water Done Well CCO option. These seven councils are the Participating Councils.

Hamilton City Council and Waikato District Council have formerly resolved to set up a separate
CCO (subject to public consultation) due to specific challenges and timings these Councils are
responding to. However, the position of Hamilton City Council and Waikato District Council has
been clear that they see a single regional model being of benefit to all councils in the region at
some point in the future. This will be a matter for the shareholding councils of each CCO to
negotiate at the relevant time.

Decision making on preferred option: On 26 February 2025, Waipa District Council
unanimously voted on the Waikato Water Done Well CCO as its preferred option for consultation
with its communities. The remaining Participating Councils are due to make a formal decision on
their preferred option over the course of March 2025 and early April 2025.

Formal decision making: Councils will consult with their communities on the preferred option;
some councils will commence consultation in March 2025 and others in April 2025. Councils
considering this option must confirm their commitment to it by June 2025. This is to ensure the
scope of the delivery option and implementation plan is finalised in advance of water services
delivery plans being submitted to DIA in September.
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4.3.

Implementation: itis proposed that the Waikato Water Done Well CCO will be created as a legal
entity on 1 July 2025. This is referred to as Day Zero. However, the earliest date any council will
transfer its business into the CCO will be 1 July 2026 (this is referred to as Day One). To mitigate
risk, itis proposed that the transfer of each council’s business will be staged with the ‘first movers’
transferring on 1 July 2026 and the remaining councils transferring in tranches that are pre-agreed
in the formal documentation establishing the Waikato Water Done Well CCO. Itis proposed that
all councils who wish to adopt this option will have transferred within 5 years of the Waikato Water
Done Well CCO becoming operational.
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Context

5.1.

5.2.

5.3.

Local Water Done Wellis the Government’s policy to address New Zealand’s long-standing water
infrastructure challenges. This policy replaces the previous three waters reform and instead
requires councils to decide how they will deliver water services to their communities in a way that
is financially sustainable and meets increased regulatory requirements (economic, public health
and environmental)®.

The aim of the Local Water Done Well water services system is to ensure water services are safe,
reliable, environmentally resilient, customer responsive and delivered at the least cost to
consumers and businesses’.

When considering how to do local water well, the Government is encouraging councils to work
together and create jointly owned water organisations. As stated in a Ministerial announcement
in August 2024:

“The new water service delivery models will also ensure sustainable water services
across New Zealand by providing councils with the flexibility and tools they need to
meet their unique needs. By working together, councils can achieve greater
efficiency and access the borrowing they need to keep water services affordable
for their communities. Our expectation is that councils will now use this certainty and
the additional borrowing capacity to reduce pressure on ratepayers while being able to
invest in the critical water infrastructure New Zealand needs.”®

What does Local Water Done Well mean for councils?

5.4. Every New Zealand councilis required to provide water services in its service area in accordance
with applicable legislation.
5.5. Councils must choose a fit-for-purpose delivery model that best positions the supply of water

services under the new settings. The model that they choose will be included in a one-off water
services delivery plan (WSDP) that is then submitted to the DIA by 3 September 2025 for approval.
Options that are open to councils include:

a) Option1:in-housei.e. providing water services itself directly to customers

b) Option 2: transferring responsibility to a water organisation (owned by the council, together
with other councils or a consumer trust)

c) Option 3: under a contract for services with a third party or other a joint water service
provider arrangement

6 Local Government (Water Services Preliminary Arrangements) Act 2024 (Preliminary Arrangements Act)

’The enduring settings for Local Water Done Well are set out in the Local Government (Water Services) Bill
which was introduced into Parliament in December 2024. This Bill is working its way through the legislative
process and the intention is for it to be passed into law mid-2025.

8 Unlocking Local Water Done Well: New water service delivery models | Beehive.govt.nz
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d) Option 4: becoming a shareholder in a water organisation established by another council
e) Option 5: some other form of arrangement

5.6. The option chosen must meet stipulated minimum requirements®. These include:

a) meeting a set of statutory objectives, including that water services are managed in a cost-
effective and financially sustainable manner;

b) complying with financial principles, including a requirement that revenue received from
providing water services must be spent on those services'’;

c) operating within the new planning and reporting framework that will apply to water services;
and

d) restrictions against privatisation.

5.7. Before finalising its WSDP, each council must publicly consult on the delivery model it intends to
choose. Before making the decision on what it will consult on, councils (as a minimum) must:

a) assess the advantages and disadvantages of at least two options. One of these must be
retaining existing arrangements (as restructured to meet the new water services settings),
and the other option must be joining, establishing or amending a CCO or another form of
joint arrangement

b) compare the two options against each other having regard to the impact of each on rates,
debt, levels of service and water charges

c) from the above, identify a preferred option and consult with the public on that option. As
part of the consultation process, the analysis of the other option must be made publicly
available

d) takeintoaccountthe feedback from public consultationin orderto make afinal decision on
the future model to include in its WSDP

5.8. Thisproposalsetsoutthe analysis forestablishing the Waikato Water Done Well CCO as a service
delivery option.

6.1. Participating Councils have identified the following challenges in being able to comply with the
requirements of Local Water Done Well over the next 10-year period:

Council / Debt Community = Workforce Capital works Business Compliance | Consenting
key capacity affordability  availability delivery continuity

problem

Taupo v v v v v

9 Additional requirements apply where a water organisation is established including that it has an independent,
competency-based board, be a company and limit its activities to the provision of water services (exemptions
apply for some of these)

° This ‘ring- fencing rule’ will be monitored and enforced by the Commerce Commission under the new
economic regulation regime
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6.2.

6.3.

Council / Debt Community Workforce Capital works Business Compliance = Consenting

key capacity affordability  availability delivery continuity

problem

Matamata- v v v v v
Piako

Hauraki v v v v v v
South v v v v v

Waikato

Waitomo v v v

Otorohanga v v v v v

The interconnection between all the above challenges has been summarised in the diagram
below. For water services to be delivered effectively, all component parts of the circle must be
functioning. To focus on one alone (e.g. financial sustainability without regard to ability to attract
and retain key workforce) does not create an ecosystem for long-term water services delivery
success.

Based on the analysis of the challenges prepared by councils, every one of the seven councils
has a challenge in completing the circle. Change is necessary to address this and deliver the best
outcome for ratepayers and the wider community.

Workforce

@ Challenges Availability

to delivering
levels of ﬁ
Financial -
constraints service

Increasing
o0l  Investment

 Debt capacity |

Revenue

Affordability
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Advantages of proposed CCO

The Waikato Water Done Well CCO provides a future-focused opportunity that transcends boundaries,
allowing councils to show leadership in water services delivery for the benefit of generations to come,
with a unified voice and scale.

The focus of the Waikato Water Done Well CCO in the first decade will be on building capability,
capacity, resilience and stability for future success. This CCO option positions councils to work smarter
for customer and environmental benefits by changing how things are currently done to achieve better
outcomes for their communities.

The purpose of the Waikato Water Done Well CCO is to deliver on the agreed strategic outcomes (while
also meeting the objectives required by legislation). In the following sections, we set out how the
Waikato Water Done Well CCO can achieve the strategic outcomes agreed by Participating Councils.

In summary, the Waikato Water Done Well CCO is better for our people, our places and our
communities:

1. better water and wastewater delivery
better environmental outcomes
better affordability

better data and analysis

better value for investment

o o~ 0N

better work planning

Waikato Water Done Well strategic outcome sought: Create scale and change to enable the
significant investment required to deliver efficient and financially sustainable services that comply with
regulatory requirements and enable urban development.

Creating scale

7.1. Water services can be delivered more cost-effectively if councils leverage scale. Together, the
scale of the seven councils is significant with:

a) Over 205,000 people or 41% of the region’s population

b) Growth over the last five years ranging from 3% to 10.2%, higher than the national average
of 2.07%

c) About 129,000 water and wastewater connections (40% of the region’s connections)

d) About 45% of the region’s water services annual revenue (excluding development
contributions).
7.2. By multiple councils transferring their water services business into the Waikato Water Done Well
CCO, offers the collective opportunity (through the proposed CCO) to:

15



a) have greater access to finance at efficient interest rates’
b) investininfrastructure thatis needed now, efficiently and without delay

c) combine long-term work programmes across the total service area (supporting longer-term
procurement arrangements), plan for long-term financing and so stablise financing costs,
reduce risks and provide a more consistent pipeline to infrastructure contractors.

Delivering efficient and financially sustainable services

7.3.

7.4.

7.5.

7.6.

As noted above, DIA must approve all WSDP that are submitted. When assessing the service
delivery model identified by a council in its WSDP, the key measures that DIA will apply are:

a) financing sufficiency: is there sufficient financing to meet the investment required?
b) revenue sufficiency: is the projected revenue enough to cover costs?

c) investment sufficiency: is the projected level of investment sufficient to maintain assets,
meet regulatory requirements and provide for growth?

The way the Waikato Water Done Well CCO is projected to perform against these measures is set
out in detail in Appendix 4. In short, the Waikato Water Done Well CCO is projected to be able to
meet all the above measures and operate in a financially sustainable manner while delivering
comparable or better levels of service at, for most Participating Councils, relatively lower charges
than a standalone council. This means waters services can become (comparatively) more
affordable, for some in the short-term but for others in longer term.

The findings in relation to affordability are set out in paragraphs 9. 5 to 9.10 below. These are
based on the period out to 2034. Because expected efficiencies of the Waikato Water Done Well
CCO are not projected to be fully realised until 2042, the impact of the Waikato Water Done Well
CCO on affordability needs to be considered through a long-term lens. While some may think that
deferring joining the Waikato Water Done Well CCO until affordability becomes an issue for a
council is a solution, it needs to be kept in mind that any deferral of joining the CCO also defers
the timeframe in which the full efficiencies from scale can be realised.

Appendix 5 explains the Waikato Water Done Well financial model and the underlying
assumptions used to project the financial position of the Waikato Water Done Well CCO. The
model recognises that upfront costs will be incurred in setting up the CCO reflecting:

a) aninitial spendto gettherightinfrastructure in place forthe CCO to operate effectively (e.g.
IT systems)

b) the additional operating costs the CCO must carry (e.g. board fees, executive and support
team members and premises)

c) early work to realise savings in subsequent years (i.e. ~$4.4m annual spend to save). This
recognises that savings will not materialise without a concerted effort and investment to
realise them.

11 A water company with council financial support will be able to borrow up to the equivalent of 500% of
operating revenue (around twice that of existing councils) through the Local Government Funding Agency
(LGFA), subject to prudent credit criteria
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7.7.

7.8.

7.9.

7.10.

There are also assumed efficiencies created from the scale of the Waikato Water Done Well CCO.
These efficiencies are achievable when supported by an operating model and a board thatis held
to account to achieve them. Appendix 5 provides details of the assumed efficiencies together
with examples of how efficiencies have been realised overseas.

Based on the above, the model projects net cost savings by the Waikato Water Done Well CCO
compared to the cost across councils going alone®?.

The financial projections, including the impact of this on charges to water users, are in part
dependent on how the Waikato Water Done Well CCO will utilise these net savings. As savings
continue to grow, they provide the Waikato Water Done Well CCO with options on how to apply
the savings. It could choose to:

a) bankthe savings;
b) use the savings to bring forward planned infrastructure investment; and/or

c) ‘return’ the savings to customers by keeping water charges comparatively lower than a
council could on a standalone basis.

The next section explains the impact of the first option of using savings to pay down debt.

Using savings to pay down debt

7.11.

7.12.

7.13.

The below charts show the net cost savings (in nominal dollars) over the forecast period if profits
are used to pay down debt.

As the Waikato Water Done Well CCO is assumed to be incorporated on 1 July 2025 and not be
operational until 1 July 2026, it will not derive any income from waters charges in the financial
year 2025-2026. The ‘first mover’ councils will transfer their water services business with effect
from 1 July 2026 and so the Waikato Water Done Well CCO will only be operational and entitled
to water charges from 1 July 2026.

From the end of its first operational year (FY2026-27), the Waikato Water Done Well CCO is
projected to start realising savings. This may occur earlier but conservatively has been assumed
not to. As these efficiencies are progressively realised, from FY2029-30 savings start to outweigh
the additional costs.

mmm Opex Capex Financing ==O==Net Net Cost Savings
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12 The financial forecast of ‘Councils going alone’ is based on the aggregation of their 2024 LTPs, in some cases
updated to reflect latest estimates of capital works. It may not be the financial forecast of councils’ cost of an
‘enhanced business unit’. We are aware several councils are doing work to identify the costs of these units,
which may be greater than what is reflected in their LTPs (meaning the relative financial benefit of the proposed
CCO will be greater than what is shown here)
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7.14. Because of the upfront costs and ‘spend-to-save’ incurred in the early years (refer paragraph 7.6
above), the cumulative net cost savings during the forecast period to 30 June 2034 are modest at
only $18m (see below). The payback period for these costs is eight to nine years.

Cumulative Net Cost Savings
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7.15. The financial model reflects savings only peaking in FY2041-42. At this time, the cumulative net
cost savings is projected to be approximately $418m (in nominal dollars), split between
operating, financing and capital costs.
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Leveraging borrowing capacity to keep water charges lower

7.16. The Waikato Water Done Well CCO will operate at arm’s length from the Shareholding Councils.
Under this structure, LGFA has confirmed a water services CCO will be able to access debt up to
500% of its annual revenue, subject to prudent credit criteria'3. This creates significant debt
capacity for the Waikato Water Done Well CCO if it wanted (or needed) to utilize it.

7.17. When several councils with different debt profiles come together, the increased borrowing
capacity available to the CCO can be leveraged. Councils on a standalone basis do not have
access to such high debt ceilings and must retain lower debt to revenue ratios. The debt
headroom available to the Waikato Water Done Well CCO means itdoes not have to raise revenue
as high as a council to access the same amount of debt. Because of this, the CCO can keep water
charges comparatively lower to that currently projected by councils. When using greater debt

3 For example, Funds from operations (FFO) to debt ratio. The FFO applicable to a CCO will be negotiated on a
bespoke basis. LGFA has stated that it expects most water CCOs will have a minimum FFO to debt ratio of
between 8% and 12%.
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capacity to fund infrastructure over the forecast period is modelled, it projects a reduced need
for water charges revenue (compared to status quo) of approximately $176m.

Total Operating Revenue (Aggregated)
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7.18. What this shows is that once councils transfer their water services business into the Waikato
Water Done Well CCO, even with very modest increases in charges, it will be able to operate
within expected debt covenants. That is not to say it will set charges as low as it can. More likely,
charges will be set higher than the 4% p.a. revenue increase to give greater financial security so
the CCO, councils and communities, are assured it will have the bandwidth to invest in what
districts need (based on data provided by councils). The CCO will also have the resilience to
respond in the event of an emergency (e.g. natural hazard).

7.19. The model attributes the financial impact of the Waikato Water Done Well CCO to each of the
councils as a proxy for the financial benefit their communities will receive. This is set out in a
supplementary financial report specific to each council which has been shared separate to this
proposal and includes detail on each council’s ‘share’ of the benefits of aggregation.

Sensitivities

7.20. Asensitivity analysis in relation to some of the assumptions for the purpose of the Waikato Water
Done Well financial model is included in Appendix 6.

Target operating model

7.21. The establishment target operating model refers to the operating model that will be in place on
the day the Waikato Water Done Well CCO becomes operational (1 July 2026). What needs to
happen to ensure this operating model is in place is part of the detailed transition planning to
ensure councils can transfer their water services business into the Waikato Water Done Well
CCO in a way that lands safely for the CCO and each council alike. In the short to medium term,
itis likely that the CCO will contract with councils for services the CCO is not yet mature enough
to carry out itself.
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7.22. Ensuring the Waikato Water Done Well CCO and each remaining council is successful requires
collective leadership to navigate the transition. A pillar of Waikato Water Done Well transition
work is to understand the interdependencies of the future Waikato Water Done Well CCO
operating model and the remaining council so both are sustainable and operationally optimised.
The way the CCO will interact with each council after the Agreed Transfer Date for that council
will be set out in an interface agreement between the two parties.

Enabling significant infrastructure investment

7.23. In addition to financing, significant infrastructure investment requires resources to be in place
that can deliver. The Waikato Water Done Well CCO can address the capital works delivery
challenge all councils face by:

a)

c)

Efficient and cost-effective capital works delivery: having a single combined capital
works programme driven by a professional board and single management team. This will
remove an otherwise ‘peaky’ capital works programme, placing a more evenly distributed
demand on the market and softening pricing pressure. Through a single team focused on
water services, procuring contractors and delivering projects on time and in budget, the
Waikato Water Done Well CCO will have greater bargaining power to obtain better pricing
than multiple councils engaging separately with the same service provider. While Waikato
councils have been able to progressively increase capital work delivery over the last
decade', this does not necessarily reflect better value and outcomes'®. Capital delivery by
dollar amount is not necessarily the same as capital delivery of outcomes.

Resilience: enabling infrastructure to be planned through a single Asset Management Plan
(AMP) informed by a long-term infrastructure strategy. The strategy will reflect council
spatial plans and also the relevant content of the Statement of Expectations agreed to by
Shareholding Councils and their strategic priorities.

Greater ability to identify opportunities for additional cost savings: by having a line of
sight across the region, rather than district-by-district (for example, management of water
allocation across councils), a more holistic planned approach to delivery can be taken
(again, reference is made to Appendix 5 and the opportunities outlined there).

Smart consenting: evolve from ad hoc consent applications to integrated consents that
address the health of the whole of an awa or waterbody. More detailis included in Appendix
7.

Better data: a consolidated system capturing standardised data will enable better
decision-making regarding infrastructure investment as there will be a better understanding
of the challenges and opportunities across the region.

Enabling urban development and responding to growth

7.24. The Waikato Water Done Well CCO will be required to provide water infrastructure to help deliver
spatial plans prepared by councils, including the Future Proof strategy. Councils will remain plan

4 In the three years ending 20/21, an average of 78% of actual capex budgets was spent. More recent reports on
capex budgets versus actual spend indicate this gap continues to close.

S Water services infrastructure is estimated to cost 30% more to build than three years ago (Infometrics).
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7.25.

7.26.

makers. Itwill be important that councils continue to work well together to plan for future growth,
providing clear direction to all infrastructure providers (e.g. electricity, transport, water, health,
education). To the extent further investment is required to support growth, the additional
borrowing capacity of the Waikato Water Done Well CCO will allow it to better respond to this.

The ability to respond to growth and community needs transgresses not just water services but
also includes the ability to work with central government in their initiatives, including the current
Regional Deals Strategic Framework. The intention is for such deals to address a regions’ most
pressing needs, from infrastructure to economic development and housing affordability, while
promoting long-term sustainability. By working together, councils can unlock Regional Deals as
these deals are predicated on waters being sorted.

The Waikato Water Done Well CCO enables a single development contribution policy to be
developed over the service area over time. During the transition period it is expected that existing
development contribution policies will continue to be applied, and revenue collected by the CCO
or relevant council'®. This will ensure that growth pays for growth and that the consequences of

growth are considered without boundaries and planned accordingly.

Waikato Water Done Well strategic outcome sought: Create the conditions to build and sustain a
highly skilled, adaptable and world-leading water workforce that can innovate and collaborate to drive
outcomes for Waikato.

8.1.

Workforce availability is a challenge for all Participating Councils. In terms of attracting and
growing a highly skilled workforce, the following is noted:

a) The Waikato Water Done Well CCO brings together like councils i.e. rural and provincial
councils. The fact the Chief Executives of the seven councils have successfully negotiated a
non-binding HoA between them, and the support and direction from the Waikato Water Done
Well Mayoral Governance Group, demonstrates existing leadership and commonality. This
is critical in the establishment of the multi-council owned CCO.

b) The Waikato Water Done Well CCO will be a completely new entity with a freshly appointed
board and Chief Executive. The entity has the golden opportunity to create the right culture
from the outset and attract the best people to deliver on the agreed strategic outcomes.

c) Specialist waters staff across the region will work together in the Waikato Water Done Well
CCO, sharing knowledge, building capability, enhancing future service delivery and better
local career paths for the waters workforce. A continued local presence to support local
delivery is an expectation of the establishment target operating model.

d) The Waikato Water Done Well CCO gives staff across the councils line of sight of councils’
collective intentions and so confidence as to their future career pathway. This is important
as uncertainty created by various reforms has gone on for too long. This also makes service
delivery more resilient, particularly for smaller councils where operations can be highly
dependent on afew individuals. The need to create an attractive proposition for staff remains
even more important as other CCOs are established and engage in a recruitment drive to

'8 Part of the Joint Submission in relation to Bill#3 is to seek clarification on this.
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8.2.

attract the most skilled. A newly created CCO with an inspiring vision and having the
geographic reach and scale to achieve that vision is likely to be a compelling proposition for
personal growth for prospective employees.

In addition to internal staff, it is also necessary that any proposed CCO is an attractive business
partner from a supply chain perspective. The aggregated approach to capital works through a
single focused team, together with the creation of a consolidated AMP informed by spatial plans
and strategic AMP, will provide the supply chain with longer term certainty of pipeline and give it
confidence to invest in resources to support the Waikato Water Done Well CCO. This will both
lower and smooth costs as councils will no longer be competing for the same suppliers.

Waikato Water Done Well strategic outcome sought: Be customer focused, leveraging new
technologies, while also building customer awareness of their role in the water system and the value of
water.

Customer experience

9.1.

9.2.

9.3.

All references to customers are to those who consume, use, or are provided with water supply
and / or wastewater services across the service area of the Waikato Water Done Well CCOY.

A fundamental expectation of the councils participating in Waikato Water Done Well is that the
transfer of responsibility for water services to the Waikato Water Done Well CCO from each
councilwill be seamless for customers. As the CCO will be the provider of water and wastewater
services, its primary relationship will be with its customers and so, in time, it will bill them directly
forthis. However, in the early days of the CCO, there is likely to be a transition period (particularly
for ‘first movers’) during which councils will bill on behalf of the CCO. However, regardless of
who issues the bill, the customer will have full visibility of how much they are paying for water.

Councils will continue to have input into the relationship they expect the CCO to have with
customers as although the management of the Waikato Water Done Well CCO will be overseen
by the board, councils will set the strategic direction via the accountability framework. This
includes preparation of a combined Statement of Expectations which can include expectations
regarding community or consumer engagement, and the contents of that engagement.

New technology

9.4.

Significant investment to demonstrate compliance with information disclosure requirements
under economic regulation will be needed through robust data and asset management systems.
In addition, Taumata Arowai has identified the need to improve the quality of data (particularly for
network performance) and completeness of reporting. By aggregating, there is the opportunity to
work together to leverage new technologies to achieve this outcome.

71t is noted that the Waikato Water Done Well CCO may provide stormwater management services to certain
councils. The customers of these services will be the relevant councils. Councils will remain responsible for
stormwater from a ratepayer perspective.

22



Affordable Water Service Delivery

9.5.

9.6.

9.7.

9.8.

There is no official definition of unaffordable water in New Zealand, but international indicators
suggest that there is an affordability challenge if water services are more than 2% of household
income. Taking this measure, some Waikato communities increasingly face unaffordable water
services. The tables below have been completed based on:

a) median household income across the entire district (connected and non-connected
households) of each council for FY2518

b) median household income for FY34 based on information provided by councils®®
c) average water charges, based on estimated residential connections
d) all councils coming together on 30 June 2026 (for comparative purposes).

The first table below is the position under the Waikato Water Done Well CCO. The second table
reflects the status quo across councils based on LTP data. The financial model for the Waikato
Water Done Well CCO applies the same revenue increases to all councils using an assumed price
path. However, each council’s LTP will show different revenue increases. This means that there
are different affordability benefits across councils when compared to the Waikato Water Done
Well CCO.

Although on the face of it some councils’ water charges are considered affordable (using the 2%
measure) all seven Participating Councils have told us community affordability is an issue for
them (whether now or in the future).

In summary the findings are:

a) A Waikato Water Done Well CCO is more affordable. When taking an aggregated viewpoint
(i.e. through the lens of a Waikato Water Done Well CCO), there is a meaningfulimprovement
in the average water charge and affordability by mid-2034. At the end of the 30 June 2034
financial year, the weighted average water charges across the region are less by about $480
or 16% (from about $3,230 to $2,750)

b) When considering a council viewpoint, the extent of the benefit can vary widely based on
each council's status quo

c) Because expected efficiencies of the Waikato Water Done Well CCO are not assumed to be
fully realised until 2042 (and the table is limited to 2025 to 2034), it is expected that the
affordability gap between the Waikato Water Done Well CCO and standalone council
businesses will continue to widen beyond 2034. In the long term, the Waikato Water Done
Well CCO can manage the cost of water charges in a manner that will be more stable and
more affordable for customers.

'8 1t should be noted that the median income of households connected to water services may be lower than that
set out in the below table. If median household incomes are lower than that projected, the implication is that
affordability is even more of a challenge.

% An average annual growth rate of 4.37% has been assumed if information has not been provided
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Waikato Water Done Well CCO and affordability

cco 2025 2034
Median Median
Average Water Household Average Water Household
Council Charges ($) Income ($) Affordability Charges ($) Income ($)  Affordability
Hauraki 2,675 72,074 4,361 90,273
Matamata-
Piako 1,391 96,165 1.4% 2,133 141,319 1.5%
Otorohanga 2,106 93,879 4,002 127,084
South Waikato 1,695 84,974 2,753 115,030
Taupo 1,837 111,384 1.6% 2,702 173,150 1.6%
Waipa 1,485 107,501 1.4% 2,260 157,977 1.4%
Waitomo 2,812 76,190 4,721 111,964
Weighted
Average 1,789 99,488 1.8% 2,754 147,367 1.9%
Status quo (LTP) and affordability
Status Quo 2025 2034
Median Median
Average Water Household Average Water Household
Council Charges ($) Income ($) Affordability Charges Income ($)  Affordability
Hauraki 2,675 72,024 6,259 90,273
Matamata-
Piako 1,391 96,165 1.4% 1,941 141,319 1.4%
Otorohanga 2,106 93,879 3,350 127,084
South Waikato 1,695 84,974 4,152 115,030
Taupo 1,837 111,384 1.6% 2,933 173,150 1.7%
Waipa 1,485 107,501 1.4% 2,745 157,977 1.7%
Waitomo 2,812 76,190 4,907 111,964
Weighted
Average 1,789 99,488 1.8% 3,231 147,367

9.9. The Waikato Water Done Well CCO can achieve improved affordability in the short term, largely
by using its additional debt capacity to finance infrastructure (compared to councils having to
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increase charges to access the same level of debt). The Waikato Water Done Well CCO can
spread the cost of financing infrastructure over the life of the asset and share the costs across
current and future customers (who will benefit from the use of that investment).

9.10. Asthe chart below shows:

a) theforecast operating revenue of the Waikato Water Done Well CCO is less than the sum of
the councils’ revenue on a standalone basis

b) revenue increases within the CCO can be held at 4% p.a.?° once all councils have
transferred their water services business into the CCO.

Total Operating Revenue (Aggregated)
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Waikato Water Done Well strategic outcome sought: Ensure local voice is represented in critical
decision-making around water investment and management across the region, including decisions in
relation to water takes and water discharge.

10.1. The transfer of water services into a multi-council owned company governed by a competency-
based board raises the question as to how local communities can continue to influence the
delivery of water services in their area. Specific matters of concern are addressed in section 12

20 part of that increase is simply attributable to the growth in connections so the percentage increase in water
charges is actually less than 4%. It should also be noted that the Waikato Water Done Well CCQO'’s financial
strategy may be not to hold revenue increases to this level, but rather collect slightly more to enable additional
infrastructure investment (or repay debt). This will be a matter for the Board of the CCO, having regard to the
expectations of shareholders.
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10.2.

10.3.

10.4.

below (as part of the perceived disadvantages of the Waikato Water Done Well CCO). This section
addresses how local voice is represented in critical decision making.

Under the Waikato Water Done Well CCO, the operations and management of water services will
be arm’s length from elected members. However, the structure of the Waikato Water Done Well
CCO ensures that local voice continues to be heard at a strategic and planning level. The
mechanisms for local voice include:

a) each Shareholding Council having at least one representative on the Shareholders
Representative Forum. As previously noted, this is the forum at which shareholders will
meet to co-ordinate decision making among themselves. Unless councils advise otherwise,
the Mayor of each Shareholding Council will be on this Forum

b) each Shareholding Councils having an equal number of shares in the CCO from Day Zero (1
July 2025), giving all shareholders equal influence

c) when councils transfer their water business (including relevant staff) into the Waikato Water
Done Well CCO in accordance with its transfer agreement (refer paragraph 2.2(a) above),
further shares will be issued to that council based on the number of connections. The
allocation of shares based on connections was agreed to by councils because:

e Sharesinthe CCO cannot be sold or transferred by councils

e Nodividend is attached to shares

e Therelevance of the number of shares is the ability to influence decisions

e As influence is exercised on behalf of customers and communities, the number of
connections best reflects community interests and local voice. Appendix 2 sets out
the share allocation between all seven councils based on the current number of
connections provided by councils.

d) toensure the allocation of shares remains current, the allocation of shares will be reviewed
periodically. This review will be triggered if a new shareholder is to join. A five yearly review
of connections will also be carried out unless the shareholders determine otherwise.

e) a visual of the ownership structure and how Shareholding Councils will hold the Waikato
Water Done Well CCO to accountis set out in Appendix 2.

f) shareholding councils will apply best endeavours to make decisions by consensus.
However, a default is required to ensure the CCO can operate effectively. The shareholder
decision-making framework sets out the matters shareholders must make decisions on,
and in the absence of consensus the votes required for the decision to be made. Further
detail on these is also included in Appendix 2. The decision-making framework is designed
to ensure that a few large shareholders cannot unduly dominate decision making

As previously noted, Shareholding Councils will document their expectations of the board of the
Waikato Water Done Well CCO in a combined Statement of Expectations. This will guide and
inform decisions of the board of directors. This statement will include strategic outcomes,
priorities and any other general guidance shareholders wish to include. This will also capture the
strong local voice heard by Shareholding Councils and set the expectation that the CCO gives
effect to the spatial plans of each council (which also capture local voice).

A key change of Local Water Done Well implementing legislation is that water services will no

longer be included in councils’ long-term plans. Instead, whether it be a council or a CCO thatis

responsible for delivering water services, a new document called a water services strategy will be

required. Inthe context of the Waikato Water Done Well CCO, the water services strategy will be

prepared by the board and will set out the board’s strategic priorities, how it will meet regulatory

requirements, and how itis responding to the combined Statement of Expectations. Shareholding
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10.5.

10.6.

Councils will have the opportunity to review and comment on this before the water services
strategy is finalised.

In relation to the shareholders as between themselves, a Shareholders Agreement will be entered
into before the Waikato Water Done Well CCO is established. The purpose of the Shareholders
Agreement is to ensure clarity on how shareholders engage with each other. The agreement will
specify the decisions that are to be brought to the Shareholder Representative Forum for
decision-making by Shareholding Councils, the process for making decisions and the resolution
process that will apply should there be a dispute between the Shareholding Councils.

The ability to respond to emergencies will be an operational matter that will be guided by the
policies and procedures adopted by the board in relation to the management of the Waikato
Water Done Well CCO. The Waikato Water Done Well CCO will have greater resourcing and
specialist capability which will enable it to better handle emergency events than Councils alone.
This includes co-ordination with other lifeline utility operators and the Waikato CDEM group.

Waikato Water Done Well strategic outcome sought: Meet the expectations of key partners and
stakeholders including those represented in Treaty settlements

Treaty settlements

11.1.

The Waikato Water Done Well CCO will be responsible for meeting the expectations of key
partners including those represented in Treaty settlements (e.g. the Waikato River Settlement
Act). This includes maintaining and enhancing existing relationships councils have with local
hapu and lwi as they relate to water services and forming effective relationships with current and
proposed entities (Waikato River Authority, Hauraki Gulf Forum and Waihou, Piako, Coromandel
Catchment Authority).

. As noted above, the Shareholder Representative Forum is the forum at which Shareholding

Council representatives will meet to co-ordinate decision making across councils. In the early
months of the CCO being in existence, this forum will engage with Waikato Iwi Chairs (or relevant
Iwi Chairs) to prepare a proposal on how best to partner with Iwi, and other existing arrangements,
in relation to shareholder decision-making. The proposal will be brought to each Shareholding
Council for approval.

. In addition to the above, expectations will be met by ensuring the board of directors includes in

its number those who have a strong knowledge of relevant settlements within the relevant service
area and specialist experience of integrating Te Ao Maori and Tikanga Maoriin a professional
board environment. Appendix 3 sets out in full the skills matrix that will apply to the full Board of
directors.

Regulation

11.4.

11.5.

A key expectation of any CCO, including the Waikato Water Done Well CCO, is that it will comply
with the law.

A key component of Local Water Done Well is the introduction of economic regulation which will
shift the focus from delivery against budget to outcomes, quality service delivery and customer
benefits. The Commerce Commission will be the economic regulator. As an independent body,
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the Commerce Commission willindependently set expectations around the cost of delivering the
outcomes expected by the community and monitor progress. By pooling resources in the Waikato
Water Done Well CCO, councils create an entity that will be better positioned to build systems
and processes that efficiently respond to and meet the requirements of economic regulation,
when compared to councils doing it alone.

. Shareholding Councils propose to take a more strategic and cost-effective approach to

infrastructure planning and consenting requirements (noting one third of all water consentsin the
region expire in the next five years). Consenting is a significant driver of capital works programme.
Details of the smart consenting initiative of Waikato Water Done Well are set out in Appendix 7.
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Perceived disadvantages of
proposed CCO

As noted at paragraph 5.7 above, when assessing options for water services delivery options, councils
are required to assess the advantages and disadvantages of a minimum or two options. In the context
of Waikato Water Done Well, significant time has been invested in identifying matters likely to be of
concern to communities. These matters are included under the heading ‘disadvantages’ to
demonstrate compliance with the legislative analysis required. However, in real terms, the Waikato
Water Done Well CCO has been designed by councils to proactively address these local concerns.

12.1.

12.2.

Previous government reform and other attempts at establishing fully operational water services
entities have been unsuccessful. Thisis largely due to local concerns or ‘showstoppers’ not being
addressed in any proposal. Inthe context of Waikato Water Done Well, the key concerns that have
been captured go to the operating impact on customers across the services area. These are:

a) Pricing: Will some communities have to subsidise others and will prices increase?
b) Prioritisation: How do communities have confidence that their needs will be prioritised?

c) Community assets: Are community assets that have been invested in over the years being
given away?

d) Local influence: Will elected members and communities be able to influence decisions of
relevance to them?

e) Cost of establishment: Who will pay for the establishment of the Waikato Water Done Well
CCoO?

f) Certainty of establishment: The number of councils seeking to come together in the
Waikato Water Done Well CCO increases the complexity. Until all are committed, it is not
clear what the scale of the CCO will be. How is this being managed?

g) Transition risk: There are two sides to transition risk; what is the impact on water services
during transition and what is the impact on council after water has transferred?

Each of these is addressed under separate headings below.

Pricing

12.3.

12.4.

Local Water Done Well does not require prices to be harmonised across communities.
Differences in prices across service areas can be maintained to reflect differences in investment,
borrowings and costs of service. From a transitional perspective, the intention is for charges to
be “jam-jarred” in the short-term with the current local community-based approach to pricing
retained. Inthe Waikato Water Done Well CCO Shareholders Agreement, Shareholding Councils
will agree the pricing principles for charging and the pathway to long-term pricing subject to
economic regulation.

Economic regulation is being introduced in stages from January 2026. A core requirement of this
is that the true cost of the service is reflected in the price. When looking at the true cost, regard
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will be had to whether customers in specific regions should pay charges for delivering services in
thatregion, with overheads shared equally across the service area (as is the case in the electricity
sector) or whether customers across the entire service area (and of the same category and usage)
will pay the same charges.

Prioritisation

12.5.

Shareholding Councils will agree a prioritisation framework which willinform and guide decisions
of the Waikato Water Done Well CCO Board. Councils can also include their expectations in the
Statement of Expectations they issue to the board. The perception of some councils subsidising
other councils’ historic underinvestment has been discussed amongst Participating Councils as
part of the HoA development, with it being agreed that they will develop a process for addressing
this once the extent of any underinvestment is clearly understood. Any underinvestment will
become clearer as Councils sign off on their Water Services Delivery Plans due in September. The
process will be confirmed as part of the formal Shareholders Agreement negotiations.

Community assets

12.6.

Where water services are transferred to the Waikato Water Done Well CCO, the assets owned by
councils which are necessary to provide the water service will also transfer. This will be
documented in a transfer agreement required under legislation. The assets will be owned by the
CCO which is owned by the Shareholding Councils. There are strict rules that ensure community
assets will remain as such. This includes that assets cannot be given as security and that shares
can only be held by councils (which is the case for the Waikato Water Done Well CCO) or by a
consumer trust.

Local Influence

12.7.

The way local influence will be exercised is set out under strategic outcome 4 above. Councils
will continue to have significant input into the strategic direction and priorities of the Waikato
Water Done Well CCO and the board will be fully accountable to the Shareholding Councils.
Bill#3 also provides for a significant degree of decision making to remain with councils including
decisions in relation to drinking catchment plans, tradewaste and bylaws.

Cost of establishment

12.8.

12.9.

All water services delivery models will require investment to ensure they meet legislative
requirements and community expectations. Due to cost sharing arrangements, the more
councilsinvolved the less investment is likely to be required by each district. The total costs (post
signing the HoA) of establishing the proposed CCO as a legal entity (i.e. to Day Zero) are currently
estimated to be $2million. Further costs will be incurred in implementing the transition plan to
get from Day Zero to Day One. This cost can only be confirmed once the plan is approved,
resources agreed and budgeted for. Itisintended that the Waikato Water Done Well CCO will be
able to access financing for some of these costs once it can borrow in its own name.

The key point of note to councils is that Shareholding Councils can agree to pass the cost of
establishment across to the CCO by capitalising it as a loan to the CCO. This option will only be
available for councils who commit to being shareholders. Accordingly, all establishment costs
will eventually be funded against the balance sheet of the CCO. There will need to be clarity
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between all councils and the CCO as to what costs constitutes "establishment costs" so there is
transparency on what can be passed to the CCO.

Certainty of establishment

12.10.

The risk of councils not being able to reach agreement on key matters between now and the
Waikato Water Done Well CCO being formalised is being managed by:

a) Implementing the signed HoA which provides a strategic framework to establish the Waikato
Water Done Well CCO. The council CEs, guided by their elected members, are continuing to
meet regularly (noting point (c) below).

b) Ongoing engagement with the Mayors of Participating Councils to keep them informed and
to seek direction where appropriate.

c) Balancing the need to not get ahead of public consultation against the need to give clarity to
the public as to what transition planning looks like so there is confidence in both the service
delivery option and the implementation plan.

Transition Risk

12.11.

12.12.

12.13.

12.14.

Transition risk is being managed by ensuring there is a robust transition plan thatis developed
together by councils, with input from key operating staff to achieve the target operating model
for Day One. This involves identifying the key elements that need to transfer or be in place to
ensure the transition is seamless, with no negative impact on the delivery of water services nor
disruption to capital works programmes.

To further de-risk transition, it is proposed that councils will transfer their water services
business into the Waikato Water Done Well CCO in a staged manner, rather than many
businesses coming together on Day 1.

From a council perspective, the impact of transferring water on the remaining council
business needs to be considered together with the target operating model. This is to ensure
all parties fully understand the services the Waikato Water Done Well CCO will require from
the council from Day One and afterwards, whether on a transitional basis or otherwise.

To ensure a safe transition, the transition planning will be undertaken in accordance with the
following transition principles:

a) Sustainability: focussing on long term financial and non-financial benefits

b) Pragmatic: balanced and pragmatic approachtoreach end goal; each stage of planning
must be fit for purpose and achievable in the circumstances

c) Simplicity: people understand whatis proposed and why
d) Flexibility: design and timing are flexible to cater for different needs

e) Commercial robustness: independent  professional board accountable to
shareholders and clarity as to respective roles

f) Equitable: everyone wins at some stage based on taking a long-term view

g) Value for money: choices made as part of transition using sound procurement to get
the best public value and affordable services for customers

h) Work smart: to the extent appropriate, the work programme will leverage off previous
relevant work rather than reinvent the wheel
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12.15.

i) Safe transition: focus during establishment is on safe transition with transformational
outcomes being a long-term objective

j) Manage expectations: maintain confidence of key stakeholders
k) Customers: create seamless transition from a service delivery viewpoint
) Employees: certainty, opportunity, fairness and consistency - feel valued

As stated previously, ensuring the Waikato Water Done Well CCO and each remaining council
is successful requires collective leadership to navigate the transition. A pillar of the Waikato
Water Done Well transition work is to understand and integrate the future Waikato Water Done
Well CCO establishment target operating model with that of the remaining council. The
success of the Waikato Water Done Well CCO and the success of remaining councils are
intrinsically linked and so success is the sum of the two parts.
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Next steps

13.1.

13.2.

13.3.

14.1.

14.2.

14.3.

Councils will determine their preferred water services delivery option over the next 6 weeks
(noting that Waipa District Council identified the Waikato Water Done Well CCO as its preferred
option on 26 February 2025).

Councils will consult with their communities on the preferred model. In preparation for this, the
communication specialists across councils (supported by a central specialist resource in the
Waikato Water Done Well programme team) have developed the following to support
consultation (on the assumption the Waikato Water Done Well CCO is the preferred option):

a) asummary of this proposal for community consideration

b) ajointconsultation documentfor each councilto use (so thereis consistency). This can
be tailored by each council (in terms of introductory comments and explanations) to suit
its consultation process

c) the development of a website to ensure all information about Waikato Water Done Well
is readily available to those who wish to understand more

d) questions and answers

This material will be brought to each council for approval in accordance with its own internal
process.

The next critical step and milestone for councils who wish to be part of the Waikato Water Done
Well CCO is to ensure there is clarity on the formal documentation that will apply if the CCO is to
be established.

The key establishment documents are a company constitution and a Shareholders’ Agreement.
Parallel to consultation, work will commence to prepare these documents. Although this pre-
dates the completion of consultation, it will not pre-determine the outcome of consultation. The
purpose of advancing this work is to ensure there is clarity on what councils are agreeing to at the
time they make a formal decision on Waikato Water Done Well, after considering feedback from
consultation.

The Shareholders’ Agreement will formalise the matters agreed to in the HoA and any additional
matters councils agree to include. This will include the agreed transition strategy to get to Day
One (1 July 2026) and the timing for when each council will transfer its business into the CCO.
This will also confirm the terms of reference for the Shareholders Representative Forum which is
critical to co-ordinated decision-making across councils on matters such as the appointment of
the board and the adoption of a statement of expectations.
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Glossary

Agreed Transfer Date

The date on which a council has agreed to transfer its
water services business into the Waikato Water Done Well
CCO. For some councils this will be Day One, for others it
will be a date after this

AMP

Asset Management Plan. A document that outlines an
organisation's asset management strategy and objectives,
including maintenance schedules, risk management, and
financial planning

CCoO

Council-controlled organisation owned by one or more
councils. The proposed CCO will be a limited liability
company

Day Zero

Forming the CCO as a legal entity (estimated to be 1 July
2025)

Day One

Establishing the CCO so thatitis operational, delivering
water services to customers (estimated to be 1 July 2026)

DIA

Department of Internal Affairs

Establishment target
operating model

The operating model agreed with Council CEs for Day One

Participating Councils

The seven district councils who have signed the Heads of
Agreement: Hauraki, Matamata-Piako, Otorohanga, South
Waikato, Taupo, Waipa, Waitomo

Shareholders Agreement

The purpose of the Shareholders Agreement is to ensure
clarity on how shareholders engage with each other. The
agreement will specify the decisions that are to be brought
to the Shareholder Representative Forum for decision
making by Shareholding Councils, the process for making
decisions and the resolution process that will apply should
there be a dispute between the Shareholding Councils

Shareholding Councils

The councils who formally adopt the governance
documents to form the proposed CCO and who will own
the CCO
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Shareholder Representative
Forum

A forum to enable all Council Shareholders to engage with
the board and make decisions together. This includes
appointing the board of the water organization

Smart Consenting

The strategic approach to resource consents that is
proposed in Appendix 7

Statement of Expectations

Issued by shareholders to a water organisation, this
document outlines the strategic and performance
expectations for the organisation. Water organisations
must incorporate these expectations into their water
services strategy

Taumata Arowai

The water services regulator for New Zealand, responsible
for ensuring communities have access to safe drinking
water, and for protecting the environment from the
impacts of wastewater and stormwater

Transformation

The water organisation changing from the establishment
target operating model to an operating model that will
deliver on the vision and strategic outcomes of the CCO.
Transformation is long term

Transition

Safely transferring a council’s water business into the CCO
in accordance with an agreed Transition Plan. Transition is
short term but is a critical step to transformation

Water services annual report

Areport prepared by the CCO to ensure transparency
about its performance over the past financial year. It
includes detailed financial statements related to water
services.

Water services strategy

A document that is legislatively required to be prepared by
all water service providers, with the first being due on 1 July
2027. This is the primary document for strategic, financial,
and infrastructure planning and accountability.
Shareholders can decide their level of involvement in the
preparation process. The board must set out how it
intends to respond to the Statement of Expectations

WSDP

Water Services Delivery Plans are a one-off document that
each council needs to submit a plan to DIA by 3 September
2025 (alone or jointly with other councils) to demonstrate
their commitment to deliver water services that meet
regulatory requirements, support growth and urban
development and that are financially sustainable
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Appendices

Bill#3, as introduced into Parliament in December 2024, sets the following statutory for all water services
providers (i.e. Councils and water services organisations alike):

1. to provide water services that:

[o))

provide safe drinking water to consumers; and

O

do not have adverse effects on the environment; and

o O

)
)
) arereliable
) are resilient to external factors, for example, climate change and natural hazards; and
)

D

are of a quality that meets consumer expectations; and
f) meetall applicable regulatory standards and requirements; and

2. toensurethatit provides water services in a cost-effective and financially sustainable manner, including
by:
a) planning effectively to manage assets used to provide water services in the future; and

b) sharing the benefits of efficiency gains with consumers, including when setting charges for water
services; and

3. toperformits functions as a water service provider—

a) inanopen, transparent, and accountable manner; and
b) inaccordance with sound business practice; and

4. toactinthe bestinterests of current and future consumers; and

5. tobeagoodemployer.
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Ownership & Accountability Diagram
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transition strategy, setting out when councils will transfer their business into the CCO

. Onthe date the CCO is created as a legal entity (Day 0), councils will hold shares equally

All shareholders must be party to a shareholders’ agreement. This agreement will include the agreed

. When councils start to transfer their water services business into the CCO, shares will be issued

according to connections - one share for every 1,000 full connections (rounded up) within a council’s

service area

into the CCO will be:

Council Shareholding %
Hauraki 10
Matamata-Piako 13
Otorohanga 3
South Waikato 11
Taupo 39

Based on current connections, the allocation of shares once all councils have transferred their business
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Waipa 21

Waitomo 3

Shareholder decision-making

5. The decision-making framework captured in the Heads of Agreement (which will apply when all Councils
have transferred their business into the CCO) is set out below. Best endeavours will be applied for
decisions to be made by consensus. The following (which is subject to review to ensure it is fit for purpose

as part of the formal governance documentation negotiation) is the position that applies in the absence
of consensus.

Reserved matter

Changes to constitution

Admitting new shareholders

Any changes to the rights
attached to shares 75% votes (and number) shareholders
Any winding up or
restructuring (includes any
merger or amalgamation)

Any major transactions
Appointment of Directors 75% (number) shareholders

Statement of expectations 75% votes shareholders
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Matrix of Skills
Each Director of the Company must have the skills, knowledge, or experience to:

- guide the Company, given the nature and scope of its activities; and
- contribute to the achievement of the objectives of the Company.

In making all Director appointments, the Shareholding Councils must ensure thatalldirectors have
the essential attributes and core competencies set out in the Institute of Directors Competency
Framework and that the Board collectively has the following attributes:

COLLECTIVE BOARD ATTRIBUTES

Candidates with the ability and willingness to: Desirable Atleast Multiple All
but not one directors directors
mandatory director

1. Chair the Board v

2. Participate fully in the life of the v
Board and on subcommittees as
required

3. Demonstrate the individual v

attributes outlined below
Relevant knowledge and experience in/of:

4. Governance and leadership v
experience
S. Commercial strategic and business v

acumen (with experience to oversee
commercial negotiations)

6. Board member suitable to chairthe v
Finance and Assurance committee,
likely with a Chartered Accountant or
equivalent background

7. Relationship management skills v
and experience, particularly in the
Local Government context and with
previous public sector experience
Proven track record of high EQ and
leading through complex change
processes

8. Understanding of governance vl
delivering community good civil
infrastructure assets
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Candidates with the ability and willingness to: Desirable Atleast Multiple All

but not one directors directors

mandatory director
9. Governance experience in industries v
delivering other utilities (such as
electricity, telecoms)
10. A strong understanding of the v
\Waikato region and contemporary
localgovernment context, including
appreciation of public accountability

1. Practical, and preferably governance v
leadership experience in Water
Services

12. Resource and environmental v

management and the RMA - -
demonstrating a commitment to
kaitiakitanga and stewardship of
the natural environment

13. Experience integrating Te Ao Maori v
and Tikanga Maori in a professional
board environment

Understands how to lead, impact
and influence to maintain, uphold,
and proactively engage with the
principles of the Treaty of Waitangi
14. Demonstrates a strong v
knowledge of relevant
settlements in the region, for
example, Te Ture Whaimana




Sustainability measures: Revenue sufficiency

Average charge per connection including GST FY24/25 FY25/26 FY26/27 FY27/28 FY28/29 FY29/30 FY30/31 FY31/32 FY32/33 FY33/34
Average drinking water bill (including GST) 929 1,062 1,168 1,250 1,280 1,310 1,351 1,374 1,406 1,440
Average wastewater bill (including GST) 860 969 1,066 1,141 1,168 1,196 1,234 1,254 1,284 1,314
Average stormwater bill (including GST)

Average charge per connection including GST 1,789 2,032 2,235 2,391 2,448 2,506 2,585 2,627 2,690 2,754
Projected increase 13.6% 10.0% 7.0% 2.4% 2.4% 3.1% 1.6% 2.4% 2.4%
Projected number of connections 91,560 92,387 93,247 94,137 95,530 96,950 97,890 99,843 101,327 102,833
Projected median household income 99,488 103,862 108,493 113,328 118,435 123,745 129,471 135,172 141,097 147,375
Water services charges as % of household income 1.8% 2.0% 2.1% 2.1% 2.1% 2.0% 2.0% 1.9% 1.9% 1.9%
Rates revenue FY24/25 FY25/26 FY26/27 FY27/28 FY28/29 FY29/30 FY30/31 FY31/32 FY32/33 FY33/34
General and targeted rates 131,153 151,442 168,101 181,549 188,811 196,363 204,218 212,386 220,882 229,717
Projected increase 15.5% 11.0% 8.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0%
Operating surplus ratio FY24/25 FY25/26 FY26/27 FY27/28 FY28/29 FY29/30 FY30/31 FY31/32 FY32/33 FY33/34
Operating surplus/(deficit) excluding capital revenues (14,476) (14,557) (42,963) (40,033) (35,417) (32,831) (26,772) (17,779) (11,120) (6,503)
Total operating revenue 141,441 162,551 180,432 194,866 202,661 210,767 219,198 227,966 237,085 246,568
Operating surplus ratio (10.2%) 33.4% (23.8%) (20.5%) (17.5%) (15.6%) (12.2%) (7.8%) (4.7%) (2.6%)
Operating cash ratio FY24/25 FY25/26 FY26/27 FY27/28 FY28/29 FY29/30 FY30/31 FY31/32 FY32/33 FY33/34
Operating surplus/(deficit) + depreciation + interest costs - capital revenue 54,037 66,244 78,050 88,502 97,324 104,221 112,625 121,740 128,890 136,727
Total operating revenue 141,441 162,551 180,432 194,866 202,661 210,767 219,198 227,966 237,085 246,568
Operating cash ratio 38.2% 40.8% 43.3% 45.4% 48.0% 49.4% 51.4% 53.4% 54.4% 55.5%




Sustainability measures: Investment sufficiency

Asset sustainability ratio FY24/25 FY25/26 FY26/27 FY27/28 FY28/29 FY29/30 FY30/31 FY31/32 FY32/33 FY33/34
Capital expenditure on renewals 51,526 60,906 49,166 57,217 66,530 62,930 63,267 59,163 67,727 61,864
Depreciation 50,086 54,292 78,636 80,385 82,734 83,285 83,638 83,682 84,009 84,763
Asset sustainability ratio 2.9% 12.2% (37.5%) (28.8%) (19.6%) (24.4%) (24.4%) (29.3%) (19.4%) (27.0%)
Asset investment ratio FY24/25 FY25/26 FY26/27 FY27/28 FY28/29 FY29/30 FY30/31 FY31/32 FY32/33 FY33/34
Capital expenditure 204,569 219,587 128,681 128,614 147,505 98,464 93,371 84,916 93,004 105,565
Depreciation 50,086 54,292 78,636 80,385 82,734 83,285 83,638 83,682 84,009 84,763
Asset investment ratio 308.4% 304.5% 63.6% 60.0% 78.3% 18.2% 11.6% 1.5% 10.7% 24.5%
Asset consumption ratio FY24/25 FY25/26 FY26/27 FY27/28 FY28/29 FY29/30 FY30/31 FY31/32 FY32/33 FY33/34
Book value of infrastructure assets 1,960,449 2,190,062| 2,314,030 2,437,852 2,575,199| 2,662,910( 2,739,459| 2,806,469 2,877,404 2,959,069
Total estimated replacement value of infrastructure assets

Asset consumption ratio n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a




Sustainability measures: Financing sufficiency

Net debt FY24/25 FY25/26 FY26/27 FY27/28 FY28/29 FY29/30 FY30/31 FY31/32 FY32/33 FY33/34
Total borrowings

Less: cash and financial assets

Net debt 506,424 698,372 781,853 856,732 939,283 962,777 972,958 965,962 961,015 961,548
Net debt to operating revenue FY24/25 FY25/26 FY26/27 FY27/28 FY28/29 FY29/30 FY30/31 FY31/32 FY32/33 FY33/34
Total net debt (gross debt less cash) 506,424 698,372 781,853 856,732 939,283 962,777 972,958 965,962 961,015 961,548
Operating revenue 141,441 162,551 180,432 194,866 202,661 210,767 219,198 227,966 237,085 246,568
Net debt to operating revenue 358% 430% 433% 440% 463% 457% 444% 424% 405% 390%
Borrowings headroom/(shortfall) against limit FY24/25 FY25/26 FY26/27 FY27/28 FY28/29 FY29/30 FY30/31 FY31/32 FY32/33 FY33/34
Operating revenue 141,441 162,551 180,432 194,866 202,661 210,767 219,198 227,966 237,085 246,568
Debt to revenue limit 500% 500% 500% 500% 500% 500% 500% 500% 500% 500%
Maximum allowable net debt 707,204 812,755 902,158 974,331 1,013,304 1,053,837] 1,095990| 1,139,830( 1,185,423 1,232,840
Total net debt 506,424 698,372 781,853 856,732 939,283 962,777 972,958 965,962 961,015 961,548
Borrowing headroom/ (shortfall) against limit 200,780 114,383 120,305 117,599 74,021 91,060 123,032 173,868 224,408 271,291
Free funds from operations (FFO) to debt ratio

Operating revenue (minus interest income) 141,441 162,551 180,432 194,866 202,661 210,767 219,198 227,966 237,085 246,568
Less Expenses (minus depreciation and non-cash items) 105,830 122,816 144,759 154,515 155,344 160,314 162,333 162,063 164,196 168,308
Free funds from operations 35,610 39,735 35,673 40,351 47,317 50,454 56,865 65,903 72,889 78,260
Free funds from operations (FFO) to debt ratio FY24/25 FY25/26 FY26/27 FY27/28 FY28/29 FY29/30 FY30/31 FY31/32 FY32/33 FY33/34
Total net debt 506,424 698,372 781,853 856,732 939,283 962,777 972,958 965,962 961,015 961,548
Funds from operations 35,610 39,735 35,673 40,351 47,317 50,454 56,865 65,903 72,889 78,260
FFO to debt ratio 7.0% 5.7% 4.6% 4.7% 5.0% 5.2% 5.8% 6.8% 7.6% 8.1%
Debt to FFO ratio 14.2 17.6 21.9 21.2 19.9 19.1 17.1 14.7 13.2 12.3




Model build

The model underpinning the financial analysis of the Waikato Water Done Well CCO is built to show
the financial benefits of aggregating water services activity into a CCO. The model has been built by
Boberg Advisory and independently reviewed by the Department of Internal Affairs.

In broad terms the model:

e Takes the financial forecasts of each council’s waters activity for the period to 30 June 3034

o Aggregates these forecasts together

e Applies some assumptions about the operating and capital spend savings to be realised from
aggregation, as well as the additional costs of setting up and running the CCO

e Attributes the net savings back to each council to get a proxy for the financial benefit their
communities will receive from being involved in the Waikato Water Done Well CCO.

The process to arrive at the financial analysis in this proposal has been:

e Obtaining the financial forecasts for water activity for the period to 30 June 2034 from each
council

e Developing assumptions to underpin the model (these are set out under separate heading
below)

e Testing the assumptions with council CFOs (or equivalent) and modifying as required

o Testing the efficiency assumptions against other cases of water services aggregation

e Initial model build

e Obtaining from each council other data required to support the metrics/other outputs that are
to be presented as part of the financial analysis (e.g. additional forecast capex and opex)

e Sensitivity analysis on key assumptions including establishment costs and benefits (refer to
Appendix 6)

e Obtaining independent assurance that the model has been built in a way that achieves its
purpose and operates correctly under a variety of tested scenarios

e Developing the model to present additional outputs requested by councils

e Preparing the financial narrative

The model cannot compare the aggregated position with ‘status quo’ because we are not privy to,
for example, council’s assessment of stranded overheads that may arise from transferring their
water services business.

Underlying assumptions

Council involvement: It is assumed that all Participating Councils will remain involved in the
Waikato Water Done Well CCO and will transfer their water services business into the CCO. If a
lesser number of councils are involved, depending on the size and debt profile of those that remain,
at some point the reduced scale of operations will mean that the assumed efficiencies become
unrealistic and/or the capacity to borrow is diminished.



Assumptions have been made regarding when each council will transfer its water services business
to the CCO. Currently, it is assumed some will transfer effective 1 July 2026 with the remaining
Councils transferring by 30 June 20282",

Base data: It is also assumed that the financial forecasts and other data provided by each of the
councilsis correct. The base financial data is that included in councils’ latest Long-Term Plans. This
data has been updated to reflect any material change in forecast projects since the Plan was
adopted. This data has not been independently verified by the Waikato Water Done Well Programme
Team although we know that several councils have directly engaged consultants to develop a stand-
alone position (and to that extent it has been independently interrogated).

CCO-specific ‘upfront’ and ‘spend to save’ costs: Assumptions are made about the capital and
operational expenditure required to establish and operationalise the Waikato Water Done Well CCO.
This includes one-off capex for corporate infrastructure, on-going operational spend and spend-to-
save (see further below).

Efficiencies: Operational cost savings are assumed to start being realized from 2026/27 (i.e. as
councils start to transfer their water services business). Cost savings on capital works are assumed
ayear later and increase at a slower rate, only reaching the peak assumption of 15%22 in FY2041-42.
Cost savings are also assumed in relation to the catchment-based approach to consenting. These
particular savings are in addition to the general assumption about capex savings.

We consider the assumed efficiencies are achievable. Examples of where efficiencies have actually
been achieved in the context of TasWater include:

1. Strategic procurement program - Buying in bulk, reducing the number of providers,
improving control over purchasing.

2. Reduction in executive and management head count- This has been an area of
significant early gains in similar aggregations but may simply ‘evolve’ and be realised
through natural attrition.

3. Targeted waste reduction program

4. Opexassociated with capital reduction — Can be achieved in the early years by looking at
opex solutions which can often obviate the need for the capex program and better control
over projects which reduces average over-runs and time delays.

5. Business case process — A well-structured process will deliver significant savings if the
reviewers (particularly board and executive team) know enough about the business to
challenge proposals in a meaningful way.

6. Operating losses - Identifying the cause of operating losses and the impact on the
bottom line (i.e. unnecessary pumping, water losses etc.)

7. Store and depot aggregation - To reduce leases.

Bundling electricity

9. Reducing the number of after-hours call outs- By reducing number of bursts and
breaks (but takes a lot of time and capital).

10. Overtime reduction - getting assurance that the work outside ‘normal hours’ is really
needed

o
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21 The model can easily be modified to adjust the ‘start date’ for each council.

22 This is to say that at peak efficiency the CCO will be able to operate at 85% of what the councils could do
on a standalone basis.



11.

12.
13.

14.

Rationalisation — Shutting down obsolete assets and not replacing them or replacing
them with a common more modern facility that serves a larger area. There is the opportunity
for some early gains but most of these gains will be in later years and flow from developing
the 30 to 50-year strategic program.

Extending the life of some assets

Plant optimisation — process improvement to improve plant performance and reduce
operating costs

New capex delivery model - if done well. this will reduce over-runs, but initial estimates
will go up as they become more realistic.
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Appendix 6 - Sensitivity analysis

The sensitivity analysis set out below compares the assumed financial forecasts for the Waikato
Water Done Well CCO (base case) with the position where a key assumption is modified, namely:

1) Where peak efficiency varies from the assumed 15%
2) Where the CCO establishment costs vary

Note: sensitivity analysis has not been undertaken in relation to changes in inflation, interest rates
orincreased costs of delivering the planned capital works programme. This is because these macro
conditions apply equally to a council’s ‘status quo’ position and so will not affect the comparative
position with the Waikato Water Done Well CCO.

Sensitivity 1: Peak efficiency differs from the base case by
+5%, -3%, -5%, -10%

To the extent less cost savings are realised than anticipated, debt will correspondingly go up. The
charts below show the impact on debt if the assumed efficiency changes.

While under each scenario debt to revenue ratios are maintained within the expected limit of 500%,
areduction in achieved efficiencies does place a strain on the FFO to Debt ratio, sitting below what
we understand the long-term minimum ratio is likely to be during the forecast period (butimproving).

Net Debt
$1,200m
$1,000m
$800m
$600m
$400m
$200m
24/25 25/26 26/27 27/28 28/29 29/30 30/31 31/32 32/33 33/34
m+5% m- m-3% m-5% ©-10%
$millions 24/25 25/26 26/27 27/28 28/29 29/30 30/31 31/32 32/33 33/34
+5% 506 698 781 854 933 952 956 942 929 918
- 506 698 782 857 939 963 973 966 961 962
-3% 506 698 782 858 943 969 983 980 981 988
-5% 506 698 783 859 946 974 990 990 994 1,005

-10% 506 698 783 862 952 985 1,007 1,014 1,027 1,049



Debt / Revenue Ratio

480%

460%

440%

420%

400%

380%

360%

340%

320%

300%

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

e + 506 - 3% e -5% -10%

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

+5% 358%  430%  433%  438%  460%  452%  436%  413%  392%  372%

- 358%  430%  433%  440% = 463%  457%  444%  424%  405%  390%

-3% 358%  430%  434%  440% = 465%  460%  448%  430%  414%  401%

-5% 358%  430%  434%  441%  467%  462%  452%  434%  419%  408%

-10% 358%  430%  434%  442%  470%  467%  459%  445%  433%  425%
Funds from Operations (FFO) to Debt Ratio

10%

8%

6% /

4%

2%

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

e + 506 - 3%  em——-5% -10%

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

+5% 7.0% 5.7% 4.6% 4.9% 5.3% 5.6% 6.4% 7.6% 8.5% 9.3%

- 7.0% 5.7% 4.6% 4.7% 5.0% 5.2% 5.8% 6.8% 7.6% 8.1%

-3% 7.0% 5.7% 4.5% 4.6% 4.9% 5.0% 5.5% 6.4% 7.0% 7.5%

5% 7.0% 5.7% 4.5% 4.5% 4.8% 4.9% 5.3% 6.1% 6.7% 7.0%

-10% 7.0% 5.7% 4.4% 4.3% 4.5% 4.5% 4.8% 5.4% 5.9% 6.0%



Sensitivity 2: CCO costs differ from the base case by -20%,
+20%, +40%, +60%

The key takeaway from the graphs below is that the company can readily absorb significantly greater
‘CCO specific’ costs.

Net Debt
$1,200m
$1,000m
$800m
$600m
$400m
$200m
24/25 25/26 26/27 27/28 28/29 29/30 30/31 31/32 32/33 33/34
B-20% ®- m+20% m+40% = +60%
$millions 24/25 25/26 26/27 27/28 28/29 29/30 30/31 31/32 32/33 33/34
-20% 506 694 776 849 929 951 959 949 942 940
- 506 698 782 857 939 963 973 966 961 962
+20% 506 703 788 865 949 975 987 983 980 983
+40% 506 707 794 873 959 987 1,001 999 999 1,005
+60% 506 711 800 881 968 997 1,012 1,011 1,011 1,018
Debt / Revenue Ratio
500%
450%
400%
350%
300%
24/25 25/26 26/27 27/28 28/29 29/30 30/31 31/32 32/33 33/34
20% +20% +40% +60%
% 24/25 25/26 26/27 27/28 28/29 29/30 30/31 31/32 32/33 33/34
-20% 358% 427% 430% 436% 459% 451% 437% 416% 397% 381%
- 358% 430% 433% 440% 463% 457% 444% 424% 405% 390%
+20% 358% 432% 437% 444% 468% 463% 450% 431% 413% 399%
+40% 358% 435% 440% 448% 473% 468% 457% 438% 421% 408%49
+60% 358% 438% 443% 452% 475% 470% 459% 441% 424% 411%



Funds from Operations (FFO) to Debt Ratio

9%
8%
7% S
6%
5%
4%
3%
2%
1%

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

-2 0% - +20% em—-+40% +60%
% 24/25 25/26 26/27 27/28 28/29 29/30 30/31 31/32 32/33 33/34
-20% 7.0% 5.7% 4.8% 4.9% 5.3% 5.5% 6.1% 7.1% 8.0% 8.6%
- 7.0% 5.7% 4.6% 4.7% 5.0% 5.2% 5.8% 6.8% 7.6% 8.1%
+20% 7.0% 5.7% 4.4% 4.5% 4.8% 5.0% 5.6% 6.5% 7.2% 7.7%
+40% 7.0% 5.6% 4.2% 4.3% 4.6% 4.8% 5.3% 6.2% 6.9% 7.4%

+60% 7.0% 5.6% 4.0% 4.1% 4.5% 4.7% 5.2% 6.1% 6.8% 7.2%



The Waikato Water Done Well CCO will have scale and relationships (including with multiple Iwi
within a water catchment) to achieve a more strategic approach to resource consents and
compliance. Through Waikato Water Done Well, Participating Councils are currently scoping the
merits of taking a whole of catchment approach to the consenting of water services (water,
wastewater and stormwater). This applies particularly to wastewater as the most significant
infrastructure cost.

The issue is:

a) intheregion, overall water quality continues to decline, including the Waikato River

b. significant improvements to point source discharges have occurred. However, their
contribution to overall water quality is now minor (e.g. between 2011 and 2020 council
wastewater treatment plants only contributed 0.5% of the total load of nitrogen in the
Waikato River)

c. despitethe diminishing returns on investment, billions of dollars are proposed to be invested
by councils and industry on improving point source discharges. The Resource Management
Act 1991 (RMA) currently promotes ad hoc investments to improve environmental
outcomes, without flexibility to enable strategic investments to improve such outcomes.

As New Zealand water service providers assess the best way to deliver water services in their
area, there is a real opportunity to assess the way consent applications are granted.

Part of the Waikato Water Done Well initiative is to work with the Waikato Regional Council and
agree the draft objectives / outcomes sought and the methodology to achieve these objectives.
Waikato Regional Council is highly supportive of this initiative and the technical leadership
provided to date around a catchment-based approach to land use planning, infrastructure
services and consenting is acknowledged.
Waikato Water Done Well, as a service delivery model, proposes a shift to consents that take a
whole of catchment investment approach and to work smarter by seeking the best return on
investment for the lakes and rivers concerned. A joint submission by Participating Councils in
relation to Bill#3 has been made to the Select Committee explaining how the proposed “one size
fits all” standards in the Bill are not consistent with a catchment investment approach (if they
are to apply with exception). Although standards may reduce the cost on providers, there may
still be wasted investment in terms of improving water quality outcomes in a catchment. The
proposed standards are focused on a single point of discharge without having regard to the
overallreceiving environment. Integration with RMA reform needs to occur to achieve a shift from
ad hoc to strategic investments that can significantly reduce costs but also have a significant
impact on the overall health of the water body.
Once councils commit to Waikato Water Done Well as a service delivery option, it is intended
that those within the same water catchment will get together (with lwi partners and perhaps with
industry) and form a substantive strategy which sets out:

a) factsrelevant from a catchment context

b) relevant data for each plant: existing systems, contaminant loads, issues, and any

upgrade objectives
51
c) thefindings and recommendations to address:

o localised impacts/near field effects e.g. current compliance issues



e nutrient balancing between wastewater treatment plants g. investing upstream
where a need exists

o offset mitigations e.g. land purchase to both address diffuse charges and generate
ongoing income stream which can be used to offset water charges for CCO
customers?

e partnership opportunities between all parties: lwi, river authorities, industry, farmers
and the CCO

d) the agreed actions that will be included in the Waikato Water Done Well CCO investment
strategy (both soft and hard infrastructure).

7. Developing and implementing a strategy that achieves the above will greatly reduce/assist in
prioritising the investment in wastewater treatment plants. These are the most expensive to
consent and upgrade. There are currently 20 consented discharges (12 councils) in the Waikato
and Waipa river catchment and 24 consented discharges (14 councils) in the Hauraki River
catchment. Avisual of where wastewater treatment plants are located is included below.

Wastewater Treatment Plants in the Waikato and Hauraki river catchments

Legend
=~~~ Rivers and sireams
& Urban areas
Sites:
© industry discharge
@ sewage discharge
Catchments:

Kauaeranga River catchment

Lower Waikato

Piako River catchment ‘
Upper Walato

Waihou River catchment

W

Waitakaruru River catchment 20
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23 Note that the experience with offset mitigations is that a 1:2 offset ratio (i.e. for every tonne of nitrogen from
a point source two tonnes of nitrogen need to be removed from diffuse sources) may be required to provide
stakeholders with the necessary confidence that the offset mitigation will be sufficiently effective.
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