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6

6.1

NGA PURONGO / REPORTS

LOCAL WATERS DONE WELL

File Number: A5101937

Author:

Charlie Billington, Group Manager - Corporate Services

Authoriser: Guy Holroyd, Chief Executive Officer

TAKE PURONGO / PURPOSE OF THE REPORT

To seek approval for the selection of Water Service Delivery models, including a preferred model, to
public consultation, in compliance with the Local Water Done Well and Local Government (Water
Services Preliminary Arrangements) Act.

WHAKARAPOPOTO MATUA / EXECUTIVE SUMMARY

Local Water Done Well (LWDW) requires councils to develop sustainable water service
delivery plans to address New Zealand’s long-standing water infrastructure challenges.
Councils must choose between five delivery models: Internal business unit, Standalone
Council-Controlled Organisation (CCO), multi-council CCO, Consumer Trust, or Mixed
Consumer Trust.

Three workshops were held with Elected Members in December 2024, February 2025,
and March 2025 to evaluate these models.

Collaboration has taken place with Whangarei District Council and Kaipara District
Council in undertaking financial analysis in conjunction with Martin Jenkins and Beca for
the multi-council CCO option.

Consumer Trust and Joint Consumer Trust models were considered but discounted at
the December workshop due to increased costs of these models.

Each model presents unique advantages and disadvantages that require careful
consideration.

A decision on the preferred model is required to enable Council to consult on adoption
of a water services delivery model the development of a Water Services Delivery Plan
(WSDP), due 3 September 2025.

a)

b)

TUTOHUNGA / RECOMMENDATION
That Council:
Confirm the water service delivery options to be consulted on are:

Internal Business Unit (“status quo”);

Multi-Council CCO water organisation;

Identifies the Internal Business Unit as the preferred option; and

Direct the Chief Executive Officer to prepare a Statement of Intent by 31 March 2025
to enter into a Heads of Agreement with Whangarei District Council and Kaipara
District Council for the potential future formation of a Multi-Council CCO Water
Organisation.

Item 6.1 - Local Waters Done Well Page 4
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1) TAHUHU KORERO / BACKGROUND

Overview

Local Water Done Well is the New Zealand Government’s framework for future management of water
services, replacing the previous Three Waters reform. It keeps drinking water, wastewater, and
stormwater services under local control and requires financial sustainability in investment and
revenues, and application to national standards and compliance with water quality regulations. The
approach is provided for in the Local Government (Water Services Preliminary Arrangements) Act
(the Act) and the Local Government (Water Services) Bill released in December 2024.

Requirements shall be demonstrated in WSDPs which are required by 3 September 2025. The
WSDP requires information on the water service delivery option, including the anticipated or
proposed option for delivering water services, a summary of consultation undertaken and an
implementation plan for delivering the delivery option. Council is required by law to give effect to the
proposals or undertakings specified in the WSDP. Not doing so could be a ground for appointing a
Crown facilitator.

Consultation

Part 3 of the Local Government (Water Services Preliminary Arrangements) Act specifies that, during
decision making, the Council:

(a) must identify both of the following 2 options for delivering water services:
(i) Remaining with the existing approach for delivering water services: and

(i) Establishing, joining, or amending (as the case may be) the WSCCO or the joint local
government arrangement; but

(b) may identify additional options for delivering water services; and
(c) must assess the advantages and disadvantages of all options identified

FNDC is required to undertake public consultation as part of informing their choice of Water Service
Delivery option and development of WSDPs. This requires public engagement on the Status quo (for
FNDC, an internal business unit) and a minimum of one other option. Council is also required to
indicate a preferred option as a part of consultation.

For councils considering a multi-council option, it is recommended that each council consult on these
options concurrently.

Financial considerations

A key financial principle of the reform is that water services must be self-sustaining. Councils must
ensure that revenue from rates or user charges covers operating costs, maintenance, and asset
depreciation. This will likely require higher water charges, particularly in areas where infrastructure
requires additional investment.

To support these investments, Local Water Done Well expands access to debt financing. The NZ
Local Government Funding Agency (LGFA) has increased borrowing capacity for water
infrastructure, allowing new council-controlled water entities (CCOs) to borrow up to 500% of their
annual operating revenue—nearly double the traditional council debt limit of 280%. This debt is
separate from councils’ own borrowing limits under LGFA rules, enabling water CCOs to secure
funding for infrastructure projects without directly impacting parent councils’ finances.

In addition to borrowing, councils must determine how to recover costs. The framework allows
flexibility in charging methods, including general or targeted rates, volumetric charges (metering),
and connection fees. Each approach has trade-offs: volumetric pricing promotes conservation and
fairness but requires metering infrastructure, whereas rate-based funding is simpler but can obscure
the true cost of water services. Any chosen model must be financially sustainable while maintaining
service quality.
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Economic oversight will be provided by the Commerce Commission, which will monitor water
suppliers to ensure they generate sufficient revenue for necessary investments. It may intervene if
suppliers are underfunding infrastructure or overcharging consumers.

Water standards compliance

Local Water Done Well prioritises improved compliance with national drinking water and
environmental standards, seeking to improve consistency in council performance.

Under the new framework, drinking water safety remains a priority. Taumata Arowai, the Water
Services Regulator, continues to oversee compliance with New Zealand’s Drinking Water Standards.
Local Water Done Well retains the regulatory framework introduced by the Water Services Act 2021,
requiring all council water supplies to have a Water Safety Plan or comply with an accepted
“acceptable solution” as determined by the regulator.

Ensuring compliance requires selecting a water services delivery model capable of consistently
meeting health and environmental regulations. The Commerce Commission’s role in economic
oversight will indirectly support compliance by ensuring suppliers generate sufficient revenue for
infrastructure maintenance and upgrades, preventing underinvestment that could lead to non-
compliance. Transparency requirements will also increase, with service providers required to publicly
report performance data, allowing regulators to benchmark and compare entities.

Other considerations

Beyond the technical and financial aspects, there are several broader considerations that councils
and must keep in mind as they navigate Local Water Done Well.

Governance and Management

Each option carries governance considerations. If councils retain in-house service delivery,
councillors remain accountable for delivery of water services, which requires technical and forward-
looking decision-making. New regulations, including ring-fencing of funds and increased scrutiny,
which will make it more important to prioritise long-term infrastructure sustainability over short-term
benefits.

Forming a single or multi-council CCO shifts oversight to an independent board of directors,
appointed by the council(s). Council(s) then exercise influence through shareholder governance
rather than direct operational control.

Legal and Transitional Considerations

The legislative environment around water services is still evolving as the government rolls out Local
Water Done Well. By mid-2025, the final legislation is expected to be in place.

Additionally, transition planning is a consideration. Thorough due diligence on the change process
is required, ensuring continuity of services, transfer of staff (with their expertise retained), and IT
system integrations all need to be managed. If a multi-council option is embarked upon, this also
requires consensus among constituent councils on strategy, governance and operating
considerations.

2) MATAPAKI ME NGA KOWHIRINGA / DISCUSSION AND OPTIONS

Under Local Water Done Well, councils have flexibility to choose how to deliver water services. Each
council must develop a WSDP by 3 September 2025 outlining its preferred delivery model.

The models allowed under Local Water Done Well and considered by the Far North District Council
include:

e Internal business unit (preferred option — including statement of intent to enter into a multi-
council CCO)

e Single council CCO water organisation

e Multi-council CCO water organisation

Item 6.1 - Local Waters Done Well Page 6
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e Consumer trust owned water organisation

e Mixed council/consumer trust owned water organisation

Internal business unit (preferred option — including statement of intent to enter into a multi-
council CCO)

Under this model, FNDC would retain direct control of its water services, managing water as internal
department. Councils remain responsible for funding, operations, compliance, and asset
management. Additional requirements are applied within this model, most notably ringfencing of
waters related revenue and expenditure, and implementing a new planning and reporting framework
for water service providers.

Ownership Part of Council

No new organisation is established

Governance | Internal business unit responsible to Council through mechanisms under
the Local Government Act 2002

Strategic Council must prepare a Water Services Strategy
direction

Accountability | Council must act consistently with statutory objectives
Water business unit reports through to Council

Council prepares separate annual reporting and audited financial
statements

Subject to economic regulation

Financing Borrowing undertaken by Council eg: via Local Government Funding
Agency with water activity groups meeting their share of financing costs

Balance On balance sheet

sheet

treatment

Retaining water services as an internal council business unit is the simplest and least disruptive
option, not requiring structural changes that would be necessary for transitioning water services to
another entity. Initial financial assessments indicate sufficient investment capacity to deliver the
anticipated capital programme, largely due to FNDC'’s low debt levels. However, council will
conduct additional investment analysis to further optimise the price path. Additionally, to support
long-term sustainability and regulatory compliance, the council is considering additional
enhancements to governance oversight, ensuring clear accountability and strategic direction.

Single council CCO water organisation

A single-council CCO is a legally separate water entity, which would be wholly owned FNDC but
operates independently. Council would transfer waters assets to the new entity, and appoint a
professional board to govern it, which would be responsible for water service delivery, compliance,
and infrastructure investment. The CCO would have a dedicated revenue model, borrowing
flexibility, particularly through access to higher debt limits via the Local Government Funding
Agency (LGFA).

Ownership Limited liability company 100% owned by Council

Ownership arrangement and rights set out in constitution

Governance | Council appoints and removes board members

Item 6.1 - Local Waters Done Well Page 7
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Governed by independent, professional directors who are responsible for
all operational and financial decisions

Strategic Shareholding council issues Statement of Expectations annually

direction o .
Water organisation prepares Water Services Strategy

Accountability | Water organisation must act consistently with statutory objectives
Reports regularly to shareholders on performance
Must produce annual reports containing audited financial statements

Subject to economic regulation

Financing Borrowing from Local Government Funding Agency directly supported by
Council guarantee or uncalled capital

Balance On balance sheet

sheet

treatment

The standalone CCO model benefits from increased borrowing capacity under the LGFA to 500% of
water revenues, however financial analysis suggests it would not provide the investment capacity
necessary to fund FNDC'’s anticipated capital programme. The price path required to sustain this
programme makes a standalone CCO option less attractive in delivering value for money water
services.

Multi-council CCO water organisation

A multi-council CCO is a legally separate water entity, which would be jointly owned by two or
more councils and operates independently of those councils. Each council would transfer waters
assets to the new entity, and jointly appoint a professional board to govern it, which would be
responsible for water service delivery, compliance, and infrastructure investment. The CCO would
have a dedicated revenue model, borrowing flexibility, particularly through access to higher debt
limits via the Local Government Funding Agency (LGFA).

Ownership Limited liability company with share allocation agreed between
shareholding councils.

Councils jointly approve a constitution

Governance | Shareholder council established to appoint and remove board members

Governed by independent, professional directors who are responsible for
all operational and financial decisions

Strategic Parent councils jointly issue a Statement of Expectations annually

direction o .
Water organisation prepares a Water Services Strategy

Accountability | The water organisation must act consistently with statutory objectives
Reports regularly to shareholders on performance
Must produce an annual report containing audited financial statements

Subject to economic regulation

Financing Borrows via Local Government Funding Authority if parent council provides
a guarantee and satisfies Local Government Funding Authority lending
requirements

Item 6.1 - Local Waters Done Well Page 8
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Can borrow from banks and/or capital markets without council support,
subject to achieving investment grade credit rating

Balance Contingent liability ie: impact on council credit rating depends on council
sheet and water organisation revenue and debt
treatment

A joint CCO could be formed in partnership with Whangarei and Kaipara District Councils and has
been identified as a financially promising model for FNDC ratepayers. Financial modelling by Martin
Jenkins and Beca suggests this model would have sufficient regional investment capacity, provide
a level of regional economies of scale, and deliver lower costs to the Far North through regional
pricing subsidisation. However, it was noted that certain information produced by the modelling
required further clarification and understanding.

Analysis from other councils embarking on a multi-council option demonstrated significant
implementation challenges, including complex negotiations on governance structures, cost-sharing
mechanisms, and strategic investment priorities. Further, achieving regional subsidised pricing and
service levels across districts may present additional challenges. Given the tight timeframe under
Local Waters Done Well, it is unlikely that a clearly defined and agreed multi-council CCO WSDP
could be established by 3 September 2025.

However, to keep this option open for future consideration, FNDC could prepare a Statement of
Intent to enter into a Heads of Agreement with Whangarei and Kaipara District Councils with an aim
of potentially delivering this model in the future. The Statement of Intent would signal the intention of
FNDC to enter into a Heads of Agreement with these Councils, as is occurring in the Waikato region.
This non-binding Heads of Agreement would lay the groundwork for a collaborative approach to
water management across the three Districts and keeps the option open for a joint CCO model at a
future point in time.

Once a Heads of Agreement was initiated, Council would authorise the final Agreement.

Consumer trust owned water organisation

Council transfers responsibility for water services delivery to entity owned by a consumer trust. A
consumer trust would be established to own shares of the water organisation and be responsible
for appointing a board and monitoring performance. The water company board would be
responsible for the operational and financial decisions consistent with the Statement of
Expectations and statutory objectives.

Ownership Limited liability company 100% owned by a consumer trust

Councils would jointly approve a Constitution

Governance | Trustees would appoint and remove board members

Governed by independent, professional directors who are responsible for
all operational and financial decisions

Strategic Trustees issue a Statement of Expectations

direction o .
Water organisation prepares a Water Services Strategy

Accountability | Water organisation must act consistently with statutory objectives
Reports regularly to shareholders on performance
Must produce an annual report containing audited financial statements

Subject to economic regulation

Item 6.1 - Local Waters Done Well Page 9
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Financing Borrows independently of local authorities eg: from banks or capital
markets, is subject to achieving sufficient credit-rating quality and track
record
No council financial support to water services organisation

Balance Off balance sheet

sheet

treatment

Mixed council/consumer trust owned water organisation

One or more councils own part of the shares with a consumer trust also owning part of the shares.
The consumer trust then provides services to consumers. The shareholder councils will be
responsible for setting a Statement of Expectations, appointing the board directors and for
monitoring performance. The Water Company Board will be responsible for the operational and
financial decisions consistent with the Statement of Expectations and any statutory objectives.

Ownership Limited liability company partially owned by a consumer trust, with one or

more councils owning the remainder of the shares

Ownership arrangements and rights set out in constitution and/or
shareholder agreement

Governance | Council(s) and the consumer trust appoint a shareholder council to appoint

board directors

Governed by independent, professional directors who are responsible for
all operational and financial decisions

Strategic
direction

Shareholders agree the process for issuing a joint Statement of
Expectations

Water organisation prepares a Water Services Strategy

Accountability

Water organisation must act consistently with statutory objectives

Reports regularly to shareholders on performance
Must produce an annual report containing audited financial statements

Subject to economic regulation

Financing Borrows independently of local authorities eg: from banks or capital
markets, subject to achieving sufficient credit-quality and track record

Balance Contingent liability, likely no impact on council credit rating

sheet

treatment

Both the Consumer Trust and Mixed Consumer Trust models have not been pursued due to their
complexity in establishment and funding. Unlike council-owned entities, consumer trusts would rely
on private funding markets rather than LGFA financing, leading to higher borrowing costs. Given
these financial disadvantages and governance complexities, these models are not considered viable
options for FNDC at this stage.

Options for Council
1. Do not select options to proceed to consultation, including a preferred option

Advantages:

Item 6.1 - Local Waters Done Well Page 10
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. Avoids the cost and time associated with public consultation.

Disadvantages:

. Under Local Water Done Well legislation, councils must consult the public on Water
Service Delivery options, including the Status Quo (internal business unit) and at least
one alternative.

. Failure to not confirm an option would defer the requirement to make a decision, or risk
intervention from central government. Additionally, FNDC would lose the opportunity to
consult at the same time as Whangarei and Kaipara District Councils on the multi-council
CCO option.

2. Proceed to Consultation on: (recommended option)
a) in-house business unit (as preferred option) and;
b)  multi-council CCO;

c) require the Chief Executive Officer to prepare a statement of intent to enter into a Heads
of Agreement with Whangarei District Council and Kaipara District Council for the
potential future formation of a multi-council CCO.

Advantages:

. Complies with requirements to consult the public on Water Service Delivery options,
including the Status Quo (internal business unit) and at least one alternative.

. Enables consultation on a multi-council CCO to occur at the same time as Whangarei
District Council and Kaipara District Council.

° Allows FNDC to assess community support for both options before making a final
decision.

° Maintains flexibility by keeping the multi-council CCO option open for future
collaboration.

Disadvantages:

° Consultation process requires additional time and resources.

3. Proceed to Consultation on:
a) in-house business unit and;
b)  multi-council CCO (preferred option).

Advantages:

° Complies with requirements to consult the public on Water Service Delivery options,
including the Status Quo (internal business unit) and at least one alternative.

o Enables consultation to occur on a multi-council CCO at the same time as Whangarei
District Council and Kaipara District Council.

° Initial financial analysis presented modelling suggested favourable pricing for FNDC
ratepayers through economies of scale and, particularly with regional price subsidisation.
This model indicated sufficient investment regional capacity to fund the anticipated
capital programme, however further analysis on this is required.

. Commercial governance would be strengthened with the appointment of a commercial
board of directors.

Disadvantages:

. Initial financial analysis contained certain information produced by the modelling required
further clarification.

Item 6.1 - Local Waters Done Well Page 11
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. Significant complexities in negotiating agreements within required timeframes may result
in unanticipated and unfavourable outcomes for FNDC ratepayers.

. May require requesting an extension of time from the Department of Internal Affairs with
other councils may extend beyond the consultation timeframe.

Timeline and next steps

Consultation material is to be prepared by staff. Notably if the multi-CCO option is approved by
Council, this consultation material will be prepared in collaboration with Whangarei District Council
and Kaipara District Councils.

This consultation material will be workshopped with Elected Members prior to presentation for
adoption by Council on 2 April 2025.

This timeline is designed to enable consultation between the three councils to occur concurrently in
April, ensuring ratepayers of the Northland Region have an opportunity to contribute to the decision
making process at the same time.

This timeline will also enable Elected Members to be presented with the communities views for
deliberations prior to adoption of a Water Services Delivery model, anticipated to occur in June.

TAKE TUTOHUNGA / REASON FOR THE RECOMMENDATION

The recommendation is based on balancing financial sustainability and implementation feasibility.
Retaining an internal business unit provides stability and allows for necessary investment in waters
infrastructure. However, enhancements to governance oversight are recommended to enhance
oversight and accountability. While a multi-council CCO presents a strong financial case, the
complexity of negotiations and the short implementation timeframe under Local Waters Done Well
make immediate adoption challenging. Therefore, it is recommended that FNDC continue exploring
collaborative opportunities with Whangarei and Kaipara District Councils through a Statement of
Intent for potential future partnership while strengthening internal delivery in the interim as required
under Local Water Done well for the in-house business unit option.

APITIHANGA / ATTACHMENTS

1. 250310 WSCCO FNDC summary slides - A5112834
2. LWDW March 2025 - A5112835 {

Item 6.1 - Local Waters Done Well Page 12
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Northland WSCCO opportunity -
Key findings

Financial assessment - Whangarei District Council, Kaipara District Council, Far North District Council

March 2025

Commercial in Confidence

Item 6.1 - Attachment 1 - 250310 WSCCO FNDC summary slides Page 13
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DRAFT REPORT

Introduction and purpose

Joint Councils engaged MartinJenkins to undertake a high-level financial assessment of a
possible Joint Water Services Council Controlled Organisation - Whangarei District Council,
Kaipara District Council, and Far North District council

Local Water Done Well requires councils to demonstrate their delivery of water services is
financially sustainable

A Water Services Council Controlled Organisation offers additional financial benefits
compared to in-house delivery options

This report assesses how a joint WSCCO delivery modes could benefit participating councils,
collectively and individually, through enabling greater efficiencies and more efficient capital
structures.

We have relied on council inputs and an agreed set of assumptions

© 000

% MARTINJENKINS COMMERCIAL IN CONFIDENCE NORTHLAND WATER SERVICES ORGANISATION 2
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Scenario overview

+ target capital structure and key assumptions

Item 6.1 - Attachment 1 - 250310 WSCCO FNDC summary slides
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Balanced budget (S1)
(simple aggregation)

Three scenarios have been modelled

Accelerated investment (S2)
(targeting increased investment,
while maintaining current price
paths)

DRAFT REPORT

Optimised prices (S3)
(targeting current investment
paths, while flattening prices)

Combines starting positions and
projections of participating
councils

Adjusts projections for one-off
establishment.

Incorporates agreed efficiency
gains from consolidation and
economic regulation.

Targets a balanced budget and
demonstrates efficiency gains
only.

Does not optimise capital
structure.

Utilises anticipated LGFA
borrowing terms* to fund higher
levels of investment, consistent
with principles of
intergenerational equity.
Maintains current price levels and
revenues but accelerates
investment in infrastructure,
utilising the greater borrowing
capacity.

Demonstrates how a WSCCO
could increase investment without
increasing costs to consumers.

Utilises WSCCO borrowing
capacity* and efficiencies to lower
prices while maintaining currently
planned levels of investment.
Demonstrates affordability
benefits of the WSCCO model.

Additional considerations:

. A status quo comparator is used as the benchmark for comparison, aggregating the financial positions supplied without adjustments or
efficiency assumptions applied.

. Harmonised pricing is presented for scenario 3

l::} MARTINJENKINS COMMERCIAL IN CONFIDENCE NORTHLAND WATER SERVICES ORGANISATION

4L
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Target capital structure

DIA guidance sets out key financial principles
that underpin the requirement for financial
sustainability. Under Local Water Done Well.

LGFA has set out a number of credit criteria. A
critical component of the 'prudent credit criteria’
is that a 'funds from operations' (‘FFO') to debt
covenant would be required, with an expected
minimum ‘FFO to debt’ ratio likely to fall
between 8% and 12% depending on individual
circumstances for the CCO.

By targeting an efficient capital structure
through a WSCCO, it is possible to optimise
revenues, expenditures and debt that meet

prudent credit criteria. This creates opportunities

to:

* Increase investment while maintaining current
price levels or

* Maintain investment while lowering price levels

or
* A combination of these scenarios.

Our modelling targets FFO to debt at the mid-
point of 10% as a conservative assumption. This
means cash surpluses in any year are equal to
10% of the WSCCO's net borrowings.

l:::'\j MARTINJENKINS COMMERCIAL IN CONFIDENCE

Revenue sufficiency

Is the projected revenue sufficient to cover

the costs of water services delivery?

Investment sufficiency
Is the projected level of investment
sufficient to maintain assets, meet
regulatory requirements and provide for
growth?

Financing sufficiency
Can the council raise the borrowing
required to finance investment while
remaining within financial limits?

-

Resource sufficiency
Does the council have the resources to
operate water services sustainability?

ue

Affordability
Is the projected increase in water charges
affordable for the community?

5

DRAFT REPORT

Cash operating surplus (deficit)

Asset sustainability

=

Capital delivery

—> Net debt to operating ratio

BN Free funds from operations (FFO)
to debt

Operational capability

Capital delivery

% change in real water charges

—» .
per connection

Water charges as % median
household income

o

NORTHLAND WATER SERVICES ORGANISATION | 5
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Key assumptions

Several key assumptions
unpin the analysis, which are
consistent across the
scenarios modelled.

Assumption

Efficiencies:
» Operating

Additional information on the
underlying assumptions and
basis of efficiencies are found
in the report supplied to
councillors.

« Capital

Establishment
costs

Note, adjustments to the . capitalised

base debt and capital
profiles were made with
agreement from KDC and

FENDC. Incremental cost

Establishment
date

Three waters

l:::):l MARTINJENKINS COMMERCIAL IN CONFIDENCE

0.6% - 1.1% p.a.

0.7% - 1.3% p.a.

DRAFT REPORT

Commentary

We have modeled the upper range of possible efficiency assumptions,
following workshops with council officers.

» Peak operating efficiency is achieved in FY44 (~15%).

» Peak capital efficiency is achieved in FY44 (~17%).

Establishment costs are assumed to be:

« 39 million for three council entity scenarios

This covers transition activities, including legal, commercial and other
due diligence, and staff IT costs. The model is not sensitive to this
assumption.

Additional opex associated with a WSCCO include additional
management costs, board fees, audit and other costs. These are
assumed to be around $1.5 million p.a.

The entity is established on 1 July 2027.

Water supply and wastewater are transferred to the entity. Stormwater
has not been included in the representative analysis.

NORTHLAND WATER SERVICES ORGANISATION

6
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Key findings

Joint WSCCO opportunity (WDC, KDC, FNDC)

Item 6.1 - Attachment 1 - 250310 WSCCO FNDC summary slides
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DRAFT REPORT

Key findings

A joint WSCCO could deliver water services at a lower cost to
consumers than individual councils under current operating FY25 cost per FY34 cost per Total capex FY34 FFO-to-
models and capital structures. connection connection (FY25-FY34) debt

($ real) ($ real) ($m nominal) (incl. DCs)

A WSCCO could deliver:

S1 Balanced
e . . . ~$1,900 ~$2,200 $912 18%
+ Up to $213 million in additional investment (+23% budget ?
compared to the status quo) by FY34.
Isn":,::x::;f ted ~$1,900 ~$2,400 $1,135 10%
* Reduce price increases to consumers by up to $450 (-
19%, relative to current price paths) - note the $3 Optimised $1.900 $1.900 so12 10%
. . . . ~ly ~ly o
differences in these figures compared to the table prices
reflects rounding.
g:::s: ra:z; ~$1,900 ~$2,400 $922 24%
* Operating efficiencies peak at 15% relative to initial q
opex by FY44, and generate around $3.5 million in annual
savings by FY34. Total revenue (incl DCs)
+ Capital efficiencies peak at 17% relative to initial capex 180
by FY&44, and generate around $5.5 million in annual 160
savings by FY34, 140
+ The current investment profile could be delivered for g 120
around $11 million less between entity establishment % 100
and FY34, £ 80
(o]
This arises from using a more efficient capital structure and Z 60
efficiency gains to provide: 40
* Immediate uplift in access to borrowing. 20
: Betttetrhcf:st d'fStlr:.b"’tw" by funding and financing assets FY25  FY26  FY27  FY28  FY29  FY30  FY31  FY32  FY33  FY34
over their useful lives.
+ Increased investment capacity and financial flexibility. W FNDC adj = WDC mmmmKDC adj ===S$3 - Optimised prices
% MARTINJENKINS COMMERCIAL IN CONFIDENCE NORTHLAND WATER SERVICES ORGANISATION 8
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NOT FOR DISTRIBUTION

Far North District Council findings - Optimised prices (S3)

Water rates per connection ($ per annum)

4,000
3,500
3,000
2,500
2,000
1,500
1,000

500

WSCCO operational

Real ($)

FY25 FY26 FY27 FY28 FY29 FY30 FY31 FY32 FY33 FY34
mmm FNDC - CCO non-harmonised s FNDC - CCO harmonised
@ FNDC - standalone

Water rates % of median* household income
5.0%
WSCCO operational
4.5%
4.0%
3.5%
3.0%
2.5%

2.0%

1.5%
FY25 FY26 FY27 FY28 FY29 FY30 FY31 FY32 FY33 FY34
= FNDC - CCO non-harmonised mmmm FNDC - CCO harmonised
@ -NDC - standalone

*Median household income is derived from the latest census data, and projected
forward

% MARTINJENKINS COMMERCIAL IN CONFIDENCE

Water charges per connection

Under current council arrangements, average water charges are projected to
exceed $2,900 per connection annually (in today's terms). A WSCCO could
reduce this to as low as $1,900 per connection, reducing the required increases
by up to 35%.

The higher-non-harmonised price is a result of the revenue profile needing to
adjust to maintain an FFO-to-debt ratio of 10% while meeting the required level of
investment. Whereas the lower harmonised price is a result of sharing the benefits
and costs of the entity collectively (i.e., optimising the revenue path and capital
structure at a whole of region level).

Affordability of water charges

Under a harmonised approach, affordability of water charges would improve for
the FNDC community by FY29, compared to the status-quo. Efficiencies would
build over time, likely generating further savings for your community.

A (cumulative) to
current price path -
Non-harmonised

A (cumulative) to

current price path -
Council Harmonised

A +ve +ve (strongest)
B +ve -ve
FNDC ~$3,824 ~$(2,009)

NORTHLAND WATER SERVICES ORGANISATION 9
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Wellington T +64 4 499 6130

Level 1, City Chambers, Cnr Johnston and Featherston Streets, Wellington 6011, PO Box 5256, Wellington 6140, New Zealand
Auckland T +64 9 915 1360

Level 16, 41 Shortland Street, Auckland 1010, New Zealand

info@martinjenkins.co.nz martinjenkins.co.nz
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Purpose of the workshop

* Recap on LWDW
* Recap on timelines
» Recap on options and advantages / disadvantages
» Presentation of financial modelling of three options
» Joint CCO presented by Martin Jenkins / BECA (11am)

» Elected Member Decision required at 13 March Council Meeting
v Options to proceed to consultation
v Council preferred option

TeKaunihera HE ARA TAMATA
oTeHikvotelka CREATING GREAT PLACES
l ‘ Far North District Council

Supporting our people
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Recap of LWDW

New Framework:

* Replaces the Three Waters reform.

+ Keeps drinking water, wastewater, and stormwater services under local ownership.

* Introduces water service organisations, and stronger national water oversight and performance
standards.

* New Water Infrastructure Regulator within Commerce Commission will provide economic oversight.

Key Objectives:

* Enforce updated water quality and environmental standards.

* Necessitate sustainable long-term investment approach to water infrastructure.
* Require financial sustainability.

Far North Context:

* District with small, dispersed communities relying on separate water schemes.

+ Under-investment has led to aged infrastructure which will require significant investment.

« Economic impact of renewals needs to be weighed against costly service delivery and upgrades.

n TeKaunihera HE ARA TAMATA
l—& oTe Hikvotelka CREATING GREAT PLACES

Supporting our people
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WSDP Timeline

*4-Dec-24

« Discn of all
options

* Preliminary
financials

Workshop

« 2-April-25
« Adopt consultation
/ material

Council
Meeting

TeKaunihera
l ‘ oTe Hikvotelka

Far North District Council

Workshop

* 11-Feb-25

«Update on
legislation and
asset
management plan

Consultation

* 7-April-25 to 2-
May-25

* Public

engagement

* 5-Mar-25

» Updated financial
modelling

* BECA/MJ Joint

CCO modelling

Workshop

* May-25
« Presentation of
community
feedback

Deliberations/
Workshop

Council
Meeting

*13-Mar-25
Options decision

Council
Meeting

«June-25
» Chose option

* Input from Elected
Members and CBs
on consultation

material

Engagement

» Ongoing
engagement with
DIA, Elected
Members, and
CBs

Engagement

Workshop

«27-Mar-25
Consultation
format and

material

WSDP Due

* 3-September-25

HE ARA TAMATA
CREATING GREAT PLACES

Supporting our people
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Recap of options

Te Kaunihera
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1. Internal business unit or division

Internal business unit or division Illustrative example
« Status quo for many councils.

* Minimum requirements for water service
providers will apply. Other Council Water
services services

» New financial sustainability, ringfencing
rules, and economic regulation will apply.

TeKaunihera HE ARA TAMATA
l ‘ oTe Hikvotelka CREATING GREAT PLACES

Far North District Council Supporting our people
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2. Single council-owned water organisation

Single council-owned water organisation

« New company established, 100% owned by the
council.

 Financial sustainability rules will apply, but it
retains a financial link to the council.

» Leverages financial link to Council.

Council
transfers
assets
and staff
to new
company

Council
supports
financing

Council

Appoints
representatives of
committee or can

appointdirectto the
board

Appointments and
Accountability
Commi

N

[ Water Organisation Board

N\

J

Management
appointed by the

TeKaunihera
l ‘ oTe Hikvotelka

Far North District Council

HE ARA TAMATA

CREATING GREAT PLACES

Supporting our people
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3. Multi-council owned water organisation

Multi-council owned water organisation

« New company established with multi- m
council ownership. m m

Multiple councils jointly-own the water organisation

| I |

* Appointment of a Board through b el l
shareholder council (or similar body) is
. . Shareholder Council
adVISable bUt nOt a StatUtory req u I rement ::;’2;“:255:: Responsible for jointly setting shareholder expectations,
shareallocation appointing board and overseeing it performance
plan agreed
. between
* Option to access Local Government i T —

Board

Funding Agency finance with the provision
of parent support or to create a more e ————
ﬁnanCia”y independent Organisation- Responsible for operational and financial decisions consistent

with Statement of Expectations and statutory objectives

TeKaunihera HE ARA TAMATA
oTeHikvotelka CREATING GREAT PLACES
l ‘ Far North District Council Supporting our people
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Asset Management Plan

Te Kaunihera
l C‘ oTeHikuotelka

Far Nonh Dssmﬁ Coundil
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Current Asset Management Plan 2 Waters

FNDC 10 Year AMP, 2 Waters, cumulative
600,000

500,000
400,000
£ 300,000

200,000
. =

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

m Investment-Waste water Investment-Drinking Water
TeKaunihera HE ARA TAMATA
oTe Hikuotelka CREATING GREAT PLACES
l ‘ Far North District Council Supporting our people

Item 6.1 - Attachment 2 - LWDW March 2025 Page 32



Ordinary Council Meeting Agenda 13 March 2025

Inancia

>Y TeKaunihera HE ARA TAMATA
oTeHikuotelka CREATING GREAT PLACES
l ‘ Fi NowthiDishrict CountiF R e iy i aR i ORI 0 L SR e TR e - Supporting our pegple

Item 6.1 - Attachment 2 - LWDW March 2025 Page 33



Ordinary Council Meeting Agenda 13 March 2025

>Y TeKaunihera HE ARA TAMATA
oTeHikuotelka CREATING GREAT PLACES
l ‘ Fi NowthiDishrict CountiF R e iy i aR i ORI 0 L SR e TR e - Supporting our pegple

Item 6.1 - Attachment 2 - LWDW March 2025 Page 34



Ordinary Council Meeting Agenda

13 March 2025

Status Quo — Financing Sustainability

Projected Council net debt to operating revenue

700,000.0 300.0%
600,000.0 250.0% é
>
- e @ 0 S e o o 2
500,000.0 oL -== - - 200.0% >
400,000.0 _-=-" =
E == 150.0% g
300,000.0 o
o 2
200,000.0 100.0% 5
©
100,000.0 0% 3
0.0 0.0%
2425 25/26 26/27 27128 28/29 29/30 30/31 31132 32/33 33/34
s Net debt ($m) Debt headroom to limit ($m)
Total operating revenue ($m) = — Net debt to operating revenue (%)
— = Borrowing limit (%)
i HE ARA TAMATA
b CREATING GREAT PLACES
B\ NV s can e G
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Status Quo — Revenue Sustainability

Projected council revenue and expenses

300,000.0

/
250,000.0 /\/
200,000.0 . . . l l .

§50,000.0

100,000.0

50,000.0 -~

- \s__—____
--—————-——--—-

0.0
24/25  25/26  26/27 < 27/28  28/29  29/30  30/31 31132 32/33  33/34

Expenses (excl. depn, interest) ($m) Interest costs ($m)
mmmm Depreciation ($m) Revenue ($m)
= = Net surplus/(deficit) ($m)

TeKaunihera HE ARA TAMATA
oTe Hikvotelka CREATING GREAT PLACES
l ‘ Far North District Coundil Supporting our people

Item 6.1 - Attachment 2 - LWDW March 2025

Page 36



Ordinary Council Meeting Agenda 13 March 2025

Affordability: Projected average rates per connection

5,000.0 16.0%
4,500.0

14.0%
4,000.0

12.0%
3,500.0
3,000.0 10.0%
2,500.0 8.0%
2,000.0 6.0%
1,500.0

4.0%
1,000.0
R
0.0 0.0%

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

= Status Quo % of household Income % Increase
FY23/24 FY24/25 FY25/26 FY26/27 FY27/28 FY28/29 FY29/30 FY30/31 FY31/32 FY32/33 FY33/34
Council CCO 2,315.0 3,021.2 3,502.3 3,7725 3,994.7 4,123.2 4,296.2 4,459.9 4,557.7 4,642.7 4,655.0
% Increase 0.0% 30.5% 15.9% 7.7% 5.9% 3.2% 4.2% 3.8% 2.2% 1.9% 0.3%
% of household Income 2.3% 2.6% 2.9% 3.2% 3.4% 3.5% 3.6% 3.7% 3.7% 3.7% 3.7%)|
TeKaunihera HE ARA TAMATA
oTe Hikvotelka CREATING GREAT PLACES
l ‘ Far North District Council Sipjrersiefiost pocle
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FNDC CCO - Financing Sustainability

Projected water services net debt to operating revenue

500,000 800%
400,000 700% 5
300,000 600%
------ —= 500% &
c 200,000 - , B
“ 100,000 g
’ o
- 300% o
0 200% B
24125 25/26 26/27 27128 28129 29/30 30/31 31132 32/33 33/34 o
(100,000) 100% =2
(200,000) 0%
s Net debt ($m) Debt headroom to limit ($m)
Total operating revenue ($m) — = Net debt to operating revenue (%)
— — Water borrowing limit (%) — = Council borrowing limit (%)
i HE ARA TAMATA
I?l't'a( rllilll:lll'::et?lku CREATING GREAT PLACES
l ‘ Far North District Couni Supporting our people
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FNDC CCO - Revenue Sustainability

Projected water services revenue and expenses

70,000.0
60,000.0
50,000.0
40,000.0

30,000.0

$m

20,000.0
10,000.0
0.0

(10,000.0)
24/25 25/26 26/27 27/28 28/29 29/30 30/31 31/32 32/33 33/34

Expenses (excl. depn, interest) ($m) Interest costs ($m)
= Depreciation ($m) Revenue ($m)
= = Net surplus/(deficit) ($m)

TeKaunih HE ARA TAMATA
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Affordability: Projected average rates per connection

5,000.0 35.0%
4,500.0
30.0%
4,000.0
3,500.0 25.0%
3,000.0 20.0%
2,500.0
2,000.0 15.0%
1,500.0 10.0%
1,000.0
5.0%
500.0
0.0 0.0%

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

mm Council CCO a9, of household Income

% Increase

FY23/24 FY24/25 FY25/26 FY26/27 FY27/28 FY28/29 FY29/30 FY30/31 FY31/32 FY32/33 FY33/34
Council CCO 2,315.0 3,021.2 3,502.3 3,772.5 3,994.7 4,123.2 4,296.2 4,459.9 4,557.7 4,642.7 4,655.0
% Increase 0.0% 30.5% 15.9% 7.7% 5.9% 3.2% 4.2% 3.8% 2.2% 1.9% 0.3%)
% of household Income 2.3% 3.0% 3.4% 3.6% 3.7% 3.8% 3.9% 3.9% 3.9% 3.9% 3.9%
:’Tfﬁ','ﬂ','f,’:.k, CREKTING SREAT PLACES
B\ NV s can e G
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Affordability: Projected average rates per connection

5,000.0 35.0%
4,500.0
30.0%
4,000.0
3,500.0 25.0%
3,000.0
20.0%
2,500.0
15.09
2,000.0 %o
1,500.0 10.0%
1,000.0
5.0%
500.0
0.0 0.0%
FY24/25 FY25/26 FY26/27 FY27/28 FY28/29 FY29/30 FY30/31 FY31/32 FY32/33 FY33/34
Council CCO mmmm Status QUO ===, of household Income e==== %, of household Income % Increase % Increase
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Investment cost optimisation: Example

Per connection charge vs capital programme (limited to 500% d/r)

$5,000
$4,500
$4,000
$3,500
$3,000
$2,500
$2,000
$1,500
$1,000

$500

$-

AP25 AP26 AP27 AP28 AP29 AP30 AP31 AP32 AP33 AP34

Standalone CCO == -10% under baseline = -15% under baseline = -20% under baseline
500% baseline

TeKaunihera HE ARA TAMATA
oTeHikvotelka CREATING GREAT PLACES
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Joint CCO

« Capital programme evaluated with BECA, including prioritisation framework
» Discussion on input assumptions between Councils

» Financial information provided to Martin Jenkins from each Council

« Preliminary modelling presented Tuesday 25" February

« Data updated, feedback to improve modelling

« Revised modelling presented Tuesday March 4t

* Martin Jenkins to present FNDC model today

n TeKaunihera HE ARA TAMATA
oTeHikvotelka CREATING GREAT PLACES
l Far North District Coundil Supporting our people
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Martin Jenkins Presentation (11am)

TeKaunihera HE ARA TAMATA
oTe Hikvotelka CREATING GREAT PLACES
l ‘ Far North District Council Supporting our people

Item 6.1 - Attachment 2 - LWDW March 2025 Page 47



Ordinary Council Meeting Agenda 13 March 2025

Key Decision

» Elected Member Decision required at 13 March Council Meeting
v Options to proceed to consultation
» Requires two (can be more)
» Must include status quo

v Council must indicate preferred option

ihera HE ARA TAMATA
i oTeHikvotelka CREATING GREAT PLACES
l ‘ Far North District Council Supporting our people
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WSDP Timeline

Council
*4-Dec-24 Workshop «5-Mar-25

«27-Mar-25
Consultation format

« Discn of all options . « Updated financial . . C
« Preliminary 11-Feb-25 modelling ;2;’;2?;;\25 Options and material
financials * Update on « BECA/MJ Joint
legislation and CCO modelling

asset management

plan
Workshop Workshop

Workshop

WSDP Due

« 3-September-25

Council
Meeting

« June-25
« Chose option

« Ongoing
engagement with

DIA & Elected

Members

Engagement

* May-25
« Presentation of
community

feedback

Deliberations/
Workshop

* 2-April-25
+ Adopt consultation
/ material

Council
Meeting

Consultation

« 7-April-25 to 2-
May-25

+ Public

engagement

Q) TeKaunihera HE ARA TAMATA
oTeHikuotelka CREATING GREAT PLACES
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