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Advice to Greater Wellington Regional Council regarding proposed three waters capital
and operational expenditure budgets for the 2025/26 financial year

TO

COPIEDTO

FROM

DATE

Action sought

Julie Knauf, GM Corporate Services, Greater Wellington Regional Council;

Alison Trustrum-Rainey, GM Finance and Risk, Greater Wellington Regional Council
Chris Maggs, Kaiwhakahaere Matua Head of Programme Management Office, Greater
Wellington Regional Council;

Nik Zangouropoulos, Head of Service Planning, Wellington Water;

Wayne Maxwell, General Manager Business Services, Wellington Water

Julie Alexander, Group Manager Network Strategy and Planning, Wellington Water

03 February 2025

Action

Julie Knauf, GM Corporate Services, Greater Note the contents of this memo.
Wellington Regional Council

Meet with Wellington Water to discuss the
recommendations and issues raised within
the memo.

Contact for telephone discussion (if required)

Name

Position 1st Contact

Julie Alexander

Group Manager Network Strategy & 021815 162
Planning, Wellington Water

Nik Zangouropoulos | Head of Service Planning, Wellington Water 027450 4812 X
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Purpose
1. This paper provides Greater Wellington Regional Council (Council) with:
. an update on the Capital Expenditure (capex) programme as a result of new information
and updated forecasts and costings since our preliminary advice on 3 December 2024;
. updates to the capex and Operational Expenditure (opex) programmes following
Council decisions on our stage one advice;
. advice on any areas where risks have changed as a result of the draft budget decisions;
. an update on the approach to allocating corporate costs to capital and operational
expenditure; and
. updates on the organisational capability and technology investment requests from our

stage one advice.

Recommended actions

2. It is recommended that Council:

a. acknowledges receipt of:
i.  anupdated revised FY2024/25 Capital Expenditure (capex)
ii. updated capex budgets and programme for FY2025/26 to aligh with your funding

decisions; and
iii. an updated FY2025/26 opex programme to align with your funding decisions;

b. considers the specific risks presented in this memo;
c. notes the updated information on organisational and technology investments;

d. notes that in order to support your FY2025/26 annual planning processes, Wellington
Water will provide final detailed advice in May 2025; and

e. notes that in line with agreed policies on transparency and information sharing, this
memo will be published on Wellington Water’s public website, subject to any redactions
consistent with the Local Government Official Information and Meetings Act 1987, once
Council has considered and made decisions regarding this advice.

Executive Summary

3. Wellington Water Limited (WWL) provided initial annual planning advice to Council on 3
December 2024. This advice informs Council of updates to Capital Expenditure (capex) and
Operational Expenditure (opex) programmes following Council decisions on our stage one
advice.

4, The level of capex funding agreed in Council’s Long Term Plan (LTP) for 2024/25 was $104.4M,
S47.0M for 2025/26, and a total of $184.1M over the current triennium. In our December
2024 advice, WWL recommended a revised forecast of $90.8M for 2024/25 (a decrease of
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10.

11.

12.

$13.5M), $55.9M* for 2025/26 (an increase of $8.95M) and $188.9M? over the triennium (an
increase of $4.8M).

The level of opex funding agreed in Council’s LTP for 2025/26 was $29.4M. In our December
advice, WWL recommended an increase in programme funding of $2.73M for 2025/26, with
increases to Monitoring and Investigations, Planned Maintenance, and Treatment Plant
activities.?

Council officers confirmed though email (dated 5 December) that the changes to capital
programme for FY2024/25 and FY2025/26 were accepted by the Council, and that no changes
will be made to triennium budget agreed in Council’s LTP. Council also confirmed acceptance
of changes proposed to FY2025/26 opex budgets.

In this advice, the capital programme budget for FY2024/25 has been updated to $86M and
$61.9M for FY2025/26. As advised by Council, these budgets are still withing the LTP funding
envelope set by the Council.

The operational expenditure budget in this advice has been updated to $31.5M, a decrease of
$0.6M from our previous advice.

All capital and operating budgets represented in this advice are un-inflated and doesn't
account for any annual inflation related variations.

Our December advice to Council highlighted that risks identified in WWL’s 2024-34 LTP close
out advice, of 21 August 2024, continue to be relevant.

Our advice also requested investment in WWL'’s organisational capability to ensure we can
deliver councils’ programmes well, reduce the reliance on consultants and contractors,
mature our approach to managing contracts, increase efficiencies, and improve our processes
and ways of working to reduce the risks of errors from reoccurring; and investment to procure
and implement core technology systems and improvements that are required for any effective
and efficient water utility organisation.

Local councils have signalled that our request for investment in the building of capability for
the organisation will be declined. However, Greater Wellington Regional Council has agreed to
include the funding for technology and systems (subject to some final resolutions) in their
draft Annual Plan for consideration by their Councillors in February 2025. If approved, this
means that Greater Wellington Regional Council would debt fund the full amount of $37.5M
over three years and charge interest to each metropolitan council via the bulk water levy.

Background and context to our advice

13.

14.

Councils across the region are facing cost pressures and challenges with affordability. In
approving the LTP, Council has invested significantly in its water assets and services.

WWL worked iteratively with Council to develop the 2024-34 LTP, and we provided you with
our final close-out advice on the LTP investment programme on 23 August 2024. The final
approved budgets for capital expenditure across the full ten years of the 2024-34 LTP period
were below the levels recommended by WWL.

1 Before FY2025/26 corporate cost adjustments

2 Before FY2025/26 corporate cost adjustments

8 This figure does not include the investment uplift needed for the organisational capability improvements required in
response to the 2024 independent review, or the investment needed for essential technology systems and improvements
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15.  Our final close-out advice also included an updated active risk register, and updated level of

service projections, on the basis that the Council agreed capital budget was below the WWL
recommended investment level for the LTP period.

16. Following the LTP close-out advice, WWL continued to engage with Council on changes and
updates required to the adopted FY24-34 LTP programme to accommodate emerging needs.

17. On 3 December 2024, WWL provided preliminary advice to Council, to support your
FY2025/26 annual planning process; this advice included proposed changes to the capital and
operational delivery programmes, and recommendations to increase funding for the
triennium from the agreed LTP funding levels accordingly.

18.  This advice builds on WWL'’s preliminary advice of 3 December 2024 and proposes updates to
reflect Council’s decisions.

19. After considering our preliminary advice, Council advised WWL on 5 December 2024 that the
changes to capital programme for FY2024/25 and FY2025/26 were accepted by the Council,
and that no changes will be made to triennium capital budget agreed in Council’s LTP. Council
also confirmed acceptance of changes proposed to FY2025/26 opex budgets.

20. Since providing Council with our initial advice in December 2024, WWL has updated Council’s
capital and operating programme based on most recent information on cost estimates and
updated recommended timings for projects based on risks.

21. The updates proposed in this advice are in line with the annual funding decisions made by the
Council. Overall, the proposed capital funding level has reduced by $3.8 million (from
$188.9M to $185.1M) for the triennium and the operational funding proposed for FY2025/26
has reduced by $0.6M from $32.1M to $31.5M.

Corporate cost allocations update

22. Inour advice of 3 December 2024, WWL advised Council of the programme of work underway
following the 2024 independent review of WWL's capital programme estimation and
budgeting systems.

23.  Further work has since been undertaken to ensure that the corporate cost budget forecasts
are accurate, and that there is a transparent approach to allocating corporate costs to capital
and operational expenditure to make sure these costs are recovered fully across the
programme.

24. The capex summary provided includes a calculation of corporate costs that is based on the
current assessment of WWL'’s overall capex programme. The final corporate cost figures
applicable to each council will depend on the final quantum of the capex programme (i.e. it
will shift up or down in line with the final capex figure agreed across the whole region and the
balance between councils).

FY2024/25 and FY2025/26 capital expenditure

25. The level of capital funding agreed in the LTP, including Council agreed carry overs, was
$104.4M for 2024/25, $47.0M for FY2025/26 and $184.1M over the triennium.
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27.

28.

29.

30.

In our December advice, WWL recommended $90.8M for 2024/25 (a decrease of increase
$13.6M), $55.9M* for 2025/26 to (an increase of $8.95M) and $188.9M° over the triennium
(an increase of $4.8M)

The proposed FY2024/25 and FY2025/26 capital programme were accepted by the Council,
with Council advising WWL that no changes will be made to triennium capital budget agreed
in Council’s LTP.

In providing this advice, WWL has updated the capital programme provided to Council in
December 2024. Updates have been made to include the most recent budget forecast and
cost estimates. WWL has also updated the delivery timings of certain projects to reduce any
associated risks to Council’s water assets and services.

The capital proposed by WWL in this advice is $86M for 2024/25 (a reduction of $4.7M to
previously proposed programme) and $61.9M for FY2025/26 (an increase of S6M to
previously proposed programme). WWL updated triennium programme has reduced by
$3.7M to $185.1M from previously proposed $188.9M, to fit withing Council’s LTP agreed
funding levels. The variance of $1.06M for the triennium, between the proposed programme
and Council agreed LTP funding levels, will be re-prioritised and updated as part of the next
(FY2026/27) annual plan update.

Table 1 provides a summary view of Council’s approved LTP budget, WWL proposed
programme in December 2024, the current updated programme and the variances between
them.

Table 1: Summary of approved LTP, Stage 1 annual plan advice (Dec 2024), Stage 2 Annual Plan advice (Feb
2025) and the variances between them.

FY24-25* FY25-26* FY26-27* Triennium*
Council LTP Budget 104.40M 46.96M 32.74M 184.10M
Council agreed Stage 1 Budget 90.83M 55.91M 37.36M 184.10M
Variance (Between Council agreed Stage 1 4.79M (6.05M) 0.19M (1.06M)
and Stage 2 budget)
Variance (Between WWL recommended 4.79M (6.05M) 5.02M 3.77M
Stage 1 and Stage 2 budget)

*All budgets represent un-inflated numbers
Stage 1 and Stage 2 budgets exclude "under consideration" initiatives proposed in the programme

31.

A summary of changes between the current programme and the previous programme
proposed in December 2024 are as below:

e Afew large projects (e.g., Kaitoke main on Silverstream Bridge), has seen a decrease in
overall project costs due to changes in corporate cost allocation based on further work
done to ensure a transparent approach to allocating corporate costs to capital and
operational expenditure.

e To ensure value for money, WWL has reduced a portion of project contingency funding
called ‘Funding Risk’ for certain projects like Te Marua Pump Station Capacity Upgrade,

4 Before FY2025/26 corporate cost adjustments
5 Before FY2025/26 corporate cost adjustments
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32.

33.

Waterloo WTP Pump Hall Ventilation Upgrade and Moera Aquifer Monitoring Wells. This
has led to reduction in overall project budgets for those projects.

e Inthe updated programme, as per discussion with Council asset officers, funding for
Water Treatment Plants Switchboard and Server Fire Suppression for 1 site (Waterloo)
has been brought forward to the current triennium to mitigate associated fire risks.

e The project cost estimate for Gear Island Wells replacement has increased since our
December 2024 advice. WWL is in discussion with the suppliers to understand the
associated drivers and validate the updated cost estimates.

Overall, the updated triennium Capital programme aligns with decision made by the Councils.
The 2024/25 and 2025/26 proposed programme, cumulatively, are within the LTP funding
levels agreed by the Council. The triennium programme has also been updated to align with
Council’s LTP agreed triennium funding of $184.1M.

Appendix A provides a summary and breakdown of initiatives that make up Council’s
FY2024/25, FY2025/26 capital delivery plan and the triennium programme.

FY2025/26 Operational Expenditure

34.

35.

36.

37.

The level of funding for operational expenditure approved in the LTP for FY2025/26 was
$29.4M. Our previous advice recommended FY2025/26 funding of $32.13M (an increase in
funding of up to $2.73M) in order to meet additional costs.

Council initially advised WWL (on 4 December) to work within the LTP set opex budget for
2025/26. On 5 December 2025, Council officers advised WWL that it has approved WWL
recommended opex of $32.13M for 2025/26.

We have reviewed the draft budgets from our initial advice, and reduced some programmes.
This has resulted in reductions to Investigations and Management and Advisory Services
budgets.

Council’s updated opex budget proposed for FY2025/26 is $31.52M, which is a reduction of
$0.6M to previously proposed budget. Table 2, below, provides a summary of Council’s LTP
agreed and annual plan proposed operational budgets for FY2025/26.

Table 2: Updated summary of operational expenditure for FY2025/26 (S) by water and investment category

GWRC Opex Investment Category 25/26 25/26 WWL 25/26
Annual Plan Approved Recommended Annual Plan
25/26 LTP and Council
Budget agreed Budget
Drinking
Water Monitoring & Investigations 5.25M 6.05M 5.93M
Operations 1.97M 1.50M 1.50M
Planned Maintenance 2.36M 3.19M 3.19M
Reactive Maintenance 0.71M 0.72M 0.89M
Treatment Plant 9.87M 10.88M 10.84M
Management & Advisory Services 9.23M 9.79M 9.19M
Total 29.40M 32.13M 31.52M

Variance

(0.12)M
0.00M
0.00M
0.16M

(0.04)M

(0.60)M

(0.60)M

Uplift of Corporate Capability for
FY2025/26* 0.67M 0.67M
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Net programme savings from replacing

contractors* (0.67)M (0.67)M -
Grand Total** 29.40M 32.13M 31.52M  (0.60)M

*Investment needed to lift Corporate Capability — this will be offset by corresponding savings from bringing
services in house and reducing spending on consultants and contractors
**All budgets represent un-inflated numbers

Risks arising from preliminary funding decisions

38. Inour December 2024 advice, WWL set out a number of risks resulting from the current levels
of capex and opex funding.

39. Following Council’s indication of preliminary capex and opex funding decisions in December
2024, we have identified additional key risks that Council should be aware of — including risks
that are relevant to all councils, and those risks that are specific to Council’s funding
decisions:

General risks applicable to all councils

40. Not being able to meet Wellington Water’s recommended level of funding means councils will
carry increasing risks on their water assets. This means no progress will be made towards
increasing the level of renewals, and therefore there will be ongoing deterioration of the
water network for future years. As a result, councils should expect to see continuing increases
in cost and effort to maintain these old assets.

Insufficient funding for urgent work or project changes

41. There is insufficient funding for urgent and unexpected events, outages and project changes.
This means that if a key water asset breaks or fails during the year, we would have to
reprioritise funding from our planned and proactive work to respond/repair the asset. As a
result, councils would see a reduction in the planned work we could deliver for them. Urgent
and unexpected events have been rising steadily over the years due to historical
underinvestment in the network and we are seeing more events that are more complex to fix,
that take longer to repair and that cost more. As a result, both opex and capex programmes
will likely need to be reduced to cover the cost from unexpected events.

42. We are cutting some project budgets in order to reprioritise programmes to fit within council
agreed funding. This is likely to have an impact in future years, as our ability to meet
deliverables and commitments will be impacted.

43. Afew ‘Under Consideration’ projects, such as Petone ski club pipe bridge upgrade and
Thorndon Pump Station Seismic strengthening are not included in Council’s capital
programme due to insufficient budget levels. There is a possibility that the conditions of these
assets may rapidly deteriorate, or it may need to be replaced if a seismic event occurs. In such
cases, the existing programme may need to be reprioritised to address those newly emerging
risks.
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Next steps

44. WWL is committed to working with Council and we are keen to meet with Council Officers to
discuss the content of the memo. In addition, following upcoming Council meetings, please
advise WW.L of relevant decisions so that these can be incorporated into the ongoing work to
support your annual planning process.
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