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Advice to Upper Hutt City Council regarding proposed three waters capital and
operational expenditure budgets for the 2025/26 financial year and 3-year period
(FY2024/25, 2025/26 and 2026/27)

TO Tim Harty, Group Manager Operations, Upper Hutt City Council;
Kate Thomson, Director Finance, Risk and Digital Solutions, Upper Hutt City Council

COPIED TO Nik Zangouropoulis, Head of Service Planning, Wellington Water;

Wayne Maxwell, Chief Corporate Services Officer, Wellington Water
FROM Julie Alexander, Chief Strategy and Planning Officer, Wellington Water
DATE 25 February 2025

Action sought

Action

] ) Note the contents of this memo.
Tim Harty, Group Manager Operations,

Upper Hutt City Council
i : 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 Chief Strategy and Planning Officer, 021 815 162
Wellington Water
Pete Wells Head of Operations and Engineering, 0211959621 X
Wellington Water
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Purpose

1. This paper provides Upper Hutt City Council (Council) with:

e Updates to the Capital Expenditure programme as a result of new information and
updated forecasts since our preliminary (“Stage one”) advice on 29 November 2024;

e Revisions to the Capital and Operational Expenditure programmes to align with Council’s
preliminary funding decisions;

e Advice on any areas where risks persist or have changed as a result of the draft budget
decisions;

e An update on the approach to allocating corporate costs to Capital and Operational
expenditure; and

e Updates on the organisational capability and technology investment requests from our
Stage one advice.

Recommended actions

It is recommended that Council:

a. acknowledges receipt of:

i an updated revised FY2024/25 Capital Expenditure (capex) forecast;
ii. updated proposed capex budgets and programmes for FY2025/26 and FY2026/27;
and
iii. an updated Operational Expenditure (opex) budget and programme for FY2025/26;

b. considers the proposed amendments to the existing capex programme to align with your
funding decisions for the 3-year period (FY2024/25, 2025/26 and 2026/27);

(o} considers the proposed amendments to the existing FY2025/26 opex programme to align
with your funding decisions;

d. notes that Wellington Water does not recommend the attached programme, which has been
developed to align with your capex funding decisions for the 3-year period (FY2024/25,
2025/26 and 2026/27) and opex funding decision for FY2025/26;

e. considers the specific risks presented in this memo;
f. recommends a $90,000 increase to the Management and Advisory Services fee;
g. notes the updated information on the approach to allocating corporate costs to capital and

operational expenditure;
h. notes the updated information on organisational and technology investments;

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

j- 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
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with the Local Government Official Information and Meetings Act 1987, once Council has
considered and made decisions regarding this advice.

Executive Summary

2.

10.

Upper Hutt City Council (Council) has advised Wellington Water Limited (WWL) that the
ceiling for budget allocations (capex and opex) to support and deliver three waters activities
will be the FY2025/26 budget that Council set in its 2024-34 Long Term Plan (LTP).

Accordingly, WWL has updated the FY2025/26 and 3-year period (FY2024/25 to FY2026/27)

capex budgets, and FY2025/26 opex budget, to align with Council’s LTP budget. The updated
programmes also reflect further information received on cost estimates and recommended

timings for projects, as well as new risks identified since our 29 November 2024 advice.

WWL's draft reprioritised capex budget for FY2025/26 in the updated (Stage two)
programme is $9.7M, which is $4.8M less than the previously recommended Stage one
budget of $14.56M. In line with Council’s request, and factoring in Council decisions
(including specific directions on Totara Park and Pinehaven Stage 3 renewal), WWL has
revised the draft capex programme in this advice to align as closely as possible with Council’s
LTP adopted FY2025/26 budget which was $9.42M.

Council’s share of the drainage levy (Wastewater Joint Venture) LTP budget for FY2025/26
(including HCC-approved carryovers and Council ringfenced carryovers) is $17.95M. Council’s
share of the drainage levy in the updated draft programme is $15.71M, which is $2.23M less
than Council’s share of LTP approved budget.

WW.L recommends that Council increases the opex budget for FY2025/26 by up to $1.95M
(including the Wastewater Joint Venture share increase which is estimated to be $0.6M)
from $9.91M to up to $11.86M, to address the most urgent operational risks.

Notwithstanding the above, in accordance with Council’s request, we have set out a draft
opex programme that fits within the FY2025/26 LTP opex funding allocation.

Our Stage one advice to Council highlighted that risks identified in WWL’s 2024-34 LTP close
out advice, of 15 August 2024, continue to be relevant, including:

e Growing renewal backlogs due to investment in planned network renewals being below
the level needed to meet the recommended 9km of network renewals per year;

e Risk of water supply restrictions due to water loss from ageing networks and growth
pressure; and

e Compliance risks regarding the performance of wastewater treatment plants.

Following Council’s indication of preliminary capex and opex funding decisions in January
2025, 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. The key risks identified across all councils are:

e Wastewater treatment plant compliance risks

e Wastewater network overflow risks

e Leaks backlogs

e Significant impact on WWL'’s ability to conduct engineering investigations work due to
limited opex funding

e Growing backlog of renewals.

Additional specific risks identified for Council are:
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11.

e The decision to ringfence $3.9M of LTP capex funding for the Totara Park bridge
pipework seismic strengthening project to be used in future years means that the
associated amount of funding available in FY2024/25 has now not been allocated to the
water main and rider main renewal package (2024-27) that was included in our Stage
one advice.

e Seaview wastewater treatment plant - ongoing risks to the performance and
compliance of Seaview wastewater treatment plant, and these will continue until the
programme of upgrades and consents is fully scoped, costed and ultimately delivered

e Lack of certainty around costs for some major projects, including full pipe protection of
Taita Rocks and Seaview projects that are in early stages of planning. Councils could
expect changes to cost estimates and timeframes for these projects.

Councils have signalled that the additional investment requested in our Stage one advice for
WW.L’s organisational capability will be declined. However, Greater Wellington Regional
Council (GWRC) 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 GWRC 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

12.
13.

14.

15.

16.

17.

Councils around the region are facing cost pressures and challenges with affordability.

Over the last year Upper Hutt City Council, and other councils in the region, have invested
heavily on getting on top of the rising number of leaks within the public network and
increasing water supply capacity to avoid risks of an acute water shortage this summer. We
acknowledge your significant additional investment into the networks, which has seen us
deliver a 75% reduction in the backlog of leaks. At the end of last year, we brought online an
extra 20 million litres of water per day from the Te Marua water treatment plant.

Despite this progress, we are still only applying a band aid solution to a water network that is
close to breaking point in many areas.

The water assets in the region are old and at or near the end of their operational lives. This is
a symptom of historical underinvestment, and the region is trying to play a game of catch up.
Every year that councils are unable to afford to shift the dial is another year that old assets
will further deteriorate.

For the next financial year (FY2025/26) we have recommended to all councils the level of
investment needed to address their water asset issues and reduce the risks and impacts to
their communities. This year councils have said they cannot afford to provide funding at
recommended levels. WWL notes that not investing will increase the risk of:

e Assets breaking;

e Further interruptions to service;

e Rising costs in maintenance and repairs;

e Putting public health at risk; and

e More impacts to the environment through untreated wastewater entering local

waterways.

Additionally, WWL has asked councils for investment into building the capability of the
organisation, to strengthen our budgeting processes, improve our checks and balances, and
improve how we manage risk and assurance. This request was in response to
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18.

19.

20.

21.

recommendations laid out in the independent review into WWL'’s capital programme
estimation and budgeting systems. Councils have indicated that they will be unable to fund
this work. As a result, councils will be exposed to ongoing risks of future errors, such as the
recent cost estimation error.

Lastly, significant investment is needed for core technology systems and improvements that
are required for any effective and efficient water utility organisation, and will be required for
any future water entity that councils decide on. Most of our councils have said no to this
investment as well. However, Greater Wellington Regional Council (GWRC) is exploring the
possibility of including the funding of this in their draft Annual Plan for consideration by their
Councillors. If approved, this means that GWRC would debt fund the full amount and charge
interest to each metropolitan council via the bulk water levy, which every metropolitan
council has to pay for the supply of drinking water.

Corporate cost allocations update

In our advice of 29 November 2024, WWL advised Council of the programme of work
underway following the 2024 independent review of WWL's capital programme estimation
and budgeting systems.

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.

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).

Annual Planning approach

22.

23.

24.

25.

26.

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 15 August 2024. The final
approved budgets for capital and operational expenditure across the full ten years of the
2024-34 LTP period were below the levels recommended by WWL.

Our final close-out advice also included an updated active risk register, and an 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.

Following the LTP close-out advice, WWL continued to engage with Council on changes and
updates required to the adopted FY2024-34 LTP programme to accommodate emerging
needs.

On 29 November 2024, WW.L provided preliminary (Stage one) 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 3-year period (FY2024 to FY2027) from the agreed LTP funding levels accordingly.

After considering our advice, Council advised WWL on 24 January 2025 of your decision to
maintain funding allocations for FY2025/26 at the LTP approved levels, and raised several
considerations that needed to be reflected in our Stage two advice.
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27.

28.

29.

Accordingly, WWL has updated the FY2025/26 and 3-year period (FY2024/25 to FY2026/27)
capex budgets and FY2025/26 opex budget, to alignh with Council’s LTP budget.

The updated programme incorporates Council’s decisions on LTP set budget limits, the need
to balance budgets within each water type and LGA category, and Council’s decisions on
specific initiatives where applicable (e.g. Totara Park and Pinehaven Stage 3 renewal).

The updated programme also reflects further information received on cost estimates and
recommended timings for projects.

FY2025/26 and 3-year period (FY2024/25 to FY2026/27) capital expenditure

30.

31.

32.

33.

34.

35.

The level of capital funding agreed in the LTP (including Council agreed carryovers and
excluding Council’s wastewater Joint Venture (JV) share) was:

e $9.42M for FY2025/26; and
e $45.1M over the 3-year period (FY2024-27).
In our Stage one advice, WWL recommended:
e S514.56M for FY2025/26 (an increase of up to $5.14M from the LTP budget); and

e $44.66M? over the 3-year period (FY2024-27) (a decrease of $0.44M from the LTP
budget).

In this Stage two advice, WWL has updated the programme to fit within LTP funding levels as
directed by Council. The budget in the updated Stage two programme is:

e $9.74M for FY2025/26 (an increase of up to $.3M to LTP budget); and

e $36.3M over the 3-year period (FY2024-27) (a decrease of $0.1M to LTP budget while
discounting $8.9M ringfenced budget relating to Pinehaven stream phase 3 and Totara
Park).

Council’s share of the drainage levy (Wastewater JV) LTP budget is:

e $17.95M for FY2025/26 (including HCC-approved carryovers and Council’s ringfenced
drainage levy carryover of $3.79M); and

e $54.88M for the FY2024-27 period.

Council’s share of drainage levy (Wastewater JV) in the updated Stage two programme is:
e $15.71M for FY2025/26 ($2.23M decrease to Council’s share of LTP budget), and
e $53.39M for the FY2024-27 ($1.49M decrease to Council’s share of LTP budget).

After considering our Stage one advice, Council advised WWL on 24 January 2025 that the
FY2025/26 capex programme should fit within the approved LTP budget envelope. Council
also advised that WWL'’s proposed revised FY2025/26, and 3-year period (FY2024 to
FY2026/27) capex programme must reflect the following:

e Drinking water — ringfence $3.93M relating to the unspent portion of LTP budget for
Totara Park road bridge pipework seismic strengthening project, with the project now
deferred to FY2030/31 in the updated programme.

1 3-year period figures exclude FY2025/26 corporate cost adjustments
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Stormwater - Council advised WWL that it will directly manage the Pinehaven stream
phase 3 project. As a result, the unspent portion of this project’s funding ($4.96M) has
been removed from the updated capex programme.

36. The significant changes proposed in the Stage 2 capital programme for the 3-year period
(FY2024 to FY2026/27) in order to align with the approved LTP funding envelope are:

Drinking Water

($3.93M) of unutilised FY2024/25 LTP budget for Totara Park road bridge pipework
seismic strengthening project has been ringfenced and allocated to the FY2030/31
budget, as directed by Council.

($9.1M) budget in FY2024-27 ($12.6M in the LTP period FY24-34) for the proposed
watermain and rider main renewal package in our Stage one advice, which was
recommended as a substitute for utilising the unallocated Totara park and Pinehaven
stage 3 renewal, has been removed from the updated programme. As the budgets for
Totara Park road bridge project and Pinehaven stage 3 are now ringfenced, there is no
funding available within Council’s LTP budget for the proposed watermain renewal
package.

Updated forecasts have resulted in minor changes ($100k -$200k) in budgets and
phasing.

Stormwater

($4.96M) of unutilised ringfenced FY2024/25 LTP agreed budget for the Pinehaven
stream phase 3 project has been removed from the LTP as per Council decision to
manage this project directly.

Wastewater

Logan Street Wastewater renewal - $1.5M of project budget that was proposed to be
carried over from FY2024/25 LTP budget to FY2025/26 has been reverted and
reallocated to FY2024/25, as Council would like WWL to finish the work in FY2024/25.
If WWL is unable to complete all related work in FY2024/25, this remaining budget will
need to be carried over in order to complete this renewal.

Wastewater JV

$5.2M funding brought forward to FY2024/25 as agreed by Council and Hutt City
Council.

Totara Park road bridge seismic resilience wastewater renewal deferred outside the
triennium to align with the Totara Park drinking water pipe renewal work.

Re-phasing of some Seaview projects (odour control renewals and the sludge dryer
replacement) has resulted in a portion of LTP budgets moving from FY2024/25 and
FY2025/26 to FY2026/27.

A portion of total project LTP budgets for a few major Seaview projects, such as
aeration system renewal, sludge dryer replacement and backup power supply renewal
has been brought forward into the 3-year period (FY2024-27) to mitigate critical risks
associated with the Seaview wastewater plant.

WW.L has reprioritised the Wastewater JV programme by reducing a portion of project
contingency funding called ‘Funding Risk’ for certain projects, and rephasing other non-
critical projects, to ensure that the programme remains within the LTP agreed funding
envelope.
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37. Council’s three waters updated programme for FY2024-27, incorporating Council decisions
and proposed changes summarised above, is attached as Appendix A.

38. The proposed Wastewater Joint Venture programme, that was submitted to Hutt City
Council as part of our Stage two annual plan advice, is attached as Appendix B.

Universal Smart Metering

39. Council’s proposed Capital programme does not include funding for implementing residential

smart meters.

40. In our November 2024 advice, WWL provided Council with an update on a programme of
work underway to develop a business case for the delivery of smart metering across the four

metropolitan councils of the region.

41. The programme and planning for procurement and pilot deployments are still being
developed. Once costs are fully understood, we will include information in our advice to

Council in May 2025.

42. Table 1 sets out a summary of Council’s LTP approved capital budget and the Stage two
proposed programme for the FY2025/26 and 3-year period (FY2024 to FY2026/27).

Table 1: Summary of LTP approved capex budget and proposed Stage two programme (un-inflated)

Drinking Water, Stormwater and Wastewater

FY24-25 FY25-26 FY26-27 FY 24-27
UHCC LTP budget $25,901,811  $9,422,309  $9,778,494  $45,102,614
Totara Park unspent LTP budget (ringfenced
from FY24-25 to FY30-31) -$3,931,050 -$3,150 -$3,934,200
Pinehaven Stage 3 unspent LTP budget -$4,961,862 -$4,961,862
Updated UHCC LTP budget with Pinehaven
and Totara park ringfence changes $17,008,899  $9,419,159 $9,778,494  $36,206,552
Stage two Programme $17,061,605 $9,744,244  $9,554,352  $36,360,201
Variance between Updated LTP budget and
Stage two programme -§52,706 -$325,085 $224,142 -$153,649
Council’s share of Wastewater Joint Venture (drainage levy)
FY24-25 FY25-26 FY26-27 FY24-27
UHCC WWIJV Approved LTP Budget (30%
share to HCC WWIJV LTP budget)
(includes HCC approved carryover of $700k $10,215,558 $17,953,754 $22,923,983 $51,093,295
in 24/25 and $800K in 25/26
UHCC WWJV Carryover (ringfenced, not
allocated to UHCC share of WWIV $3,792,104 $3,792,104
programme
Total UHCC WWJV budget with ringfenced ¢, ) ) ccr 417053754 $22,923,983  $54,885,399
WWIJV Carryovers
Stage two programme - UHCC WWIV (S:;;)’ $7,667,097  $15719,463  $30,008,804  $53,395,363
(]
Variance between UHCC's share of Total LTP 36,340,565 $2.234291 $7.084,821 $1.490,036

adopted budget vs Stage two programme

Advice to Upper Hutt City Council regarding proposed three waters capital and operational expenditure budgets for the 2025/26 financial year and 3-year period (FY2024/25,

2025/26 and 2026/27)

PAGE 8 OF 20




“0 Wellington
Water

FY2025/26 Operational Expenditure

43.

44,

45.

46.

47.

The level of funding for operational expenditure approved in the LTP for FY2025/26 was
$9.91M. Our Stage one advice recommended an increase in funding of up to $1.75M in order
to meet additional operational costs. Since our Stage one advice, based on new information
and updated forecasts, WWL now recommends an increase in opex funding of up to $1.95M
(including an increase in the costs for the Wastewater Joint Venture share of approximately
$0.6M).

WWL acknowledges Council’s request to prioritise opex funding for leak repairs, and that
following advice from WWL in November 2024, Council provided additional funding to
maintain progress on addressing leaks and backlogs in FY2024/25. Since that advice was
provided, additional demand has arisen, and further analysis is underway in order to address
this additional need. The initial indicative information we have developed is based on
historical average incoming leaks numbers and an estimated cost per job, and assuming
reinstatement is a minimum. This indicates that the FY2024/25 year-end leak backlog will be
200, and that an additional $250K would be required to keep leaks at a sustainable level.

Once we have confirmed updated costs for reactive maintenance, we will assess the options
available to meet Council’s direction to keep leaks at a sustainable level and provide further
advice to Council.

Council has asked WWL to manage opex for FY2025/26 within the existing LTP funding
allocation. As such, we have reviewed the draft opex budget from our Stage one advice, and
developed a revised draft opex plan for FY2025/26 setting out the proposed amended
programme (a comparative summary is set out in Table 2 below).

We propose to reduce some programmes of work from our Stage one advice in order to
better align the opex budget with Council approved levels of funding. This would result in a
lower level of investment than recommended across all water types and most operating
activities, including reductions in funding for reactive maintenance.

Management and Advisory Services:

e In our Stage one advice we requested additional opex investment in WWL's
organisational capability of $90K from Council (a total of $1.5M across all councils). In
order to fit revised FY2025/26 opex budgets within each council’s existing LTP funding
allocation, we have removed the additional share of this Management and Advisory
Services fee from each opex category, as shown in Table 2 below. WWL are still
requesting that Council agree to fund the additional S90K. We are seeking agreement
from all councils to provide funding for these essential corporate costs, in order for
WWL to effectively deliver council programmes (refer to paragraph 73 below for
further details).

Monitoring and Investigations:

e $214.6K reduction to drinking water monitoring and investigations programme budget,
which will limit capacity to investigate drinking water related issues which inform the
capital programme, and reduce the number of investigations relating to other areas
including growth, leak detection, and strategic water loss management

e $21.7K reduction to stormwater monitoring and investigations budget, limiting the
number of flooding investigations that can be undertaken, strategy and future capital
programme will be less well informed
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48.

e $349K reduction to wastewater monitoring and investigations budget, which will limit
capacity to conduct wastewater investigations, with impacts on ability to manage
undetected wastewater, prevent water way closures and address health and
environmental impacts, growth investigations, pump station asset condition
assessments, and the availability of information to inform investment decisions, as well
as a reduced level of proactive risk management activity.

Planned Maintenance:

e $70K reduction to drinking water planned maintenance budget, leading to a reduced
capacity to deliver the programme, and removal of the valve exercising programme

e $72.1K reduction to stormwater planned maintenance budget, resulting in a reduced
flushing programme and maintenance programme

e $69K reduction to wastewater planned maintenance budget, including reductions to
flushing programme, maintenance programme and wet well cleaning.

Reactive Maintenance:

e $350K reduction to funding for drinking water reactive maintenance. We are currently
spending $200K per month, at this same level we will be out of budget by February
2026 or to stay within the budget the backlog will increase and go above sustainable
leak levels

e $76.9K reduction to funding for stormwater reactive maintenance, which means only
covering emergency works. We are forecasting to spend $270K this year on the
assumption that we have a dryish winter with no events

e $28.8K reduction to funding for wastewater reactive maintenance on the assumption
we have a dryish winter with no events.

Operations:

e $350K reduction — adjustment from Stage one advice to reflect a correction in the
stormwater operations opex budget.

Wastewater Joint Venture costs

Hutt City Council on-charges a share of the operating costs relating to the Wastewater Joint
Venture to Upper Hutt City Council. WWL understands that these costs have increased, and
we are awaiting confirmation from Hutt City Council on the likely increase in funding that will
be required. We estimate that this is likely to be S0.6M based on what we have
recommended to Hutt City Council plus an estimate for costs under their control. Any
increase in these operating costs will have an impact on the current Council opex programme
for FY2025/26, as existing programme funding will have to be reallocated to cover the
increased charge from Hutt City Council.

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

category
UHCC Draft Council OPEX Annual Plan 25/26 25/26 25/26 WWL 25/26 Annual Variance
Approved Recommended Plan
LTP Budget Budget
Drinking Water Monitoring & Investigations 0.80M 1.05M 0.79M  (0.26)M
Operations 0.07M 0.06M 0.06M  (0.00)M
Planned Maintenance 0.50M 0.57M 0.50M  (0.07)M
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Reactive Maintenance 1.40M 1.84M 1.49M (0.35)M
Management & Advisory
Services 0.42M 0.45M 0.42M (0.03)M
Total Drinking
Water 3.19M 3.97M 3.25M  (0.72)M
Stormwater Monitoring & Investigations 0.19M 0.22M 0.20M  (0.02)M
Operations 0.02M 0.37M 0.02M  (0.35)M
Planned Maintenance 0.31M 0.38M 0.30M  (0.07)M
Reactive Maintenance 0.09M 0.17M 0.09M (0.08)M
Management & Advisory
Services 0.21M 0.23M 0.21M (0.01)m
Total
Stormwater 0.83M 1.36M 0.82M  (0.54)M
Wastewater Monitoring & Investigations 0.36M 0.68M 0.34M  (0.35)M
Operations 0.07M 0.05M 0.05M 0.00M
Planned Maintenance 0.26M 0.33M 0.26M  (0.07)M
Reactive Maintenance 0.37M 0.40M 0.37M  (0.03)M
Management & Advisory
Services 0.78M 0.83M 0.78M (0.05)M
Total
Wastewater 1.85M 2.29M 1.79M  (0.50)M
Wastewater
Joint Venture Treatment Plant 4.03M 4.03M 4.03M (0.00)Mm
Total
Wastewater
Joint Venture 4.03M 4.03M 4.03M  (0.00)M
Total 9.91M 11.66M 9.91M (1.75)M
Uplift of Corporate Capability for FY2025/26* 0.15M 0.15M 0.00M
Net programme savings from replacing contractors * (0.15)m (0.15)m 0.00M
Grand Total 9.91M 11.66M** 9.91M (1.75)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

**This total does not include additional investment for System Enhancements and Organisational Capability as recommended in
Stage one advice

Key risks arising from preliminary funding decisions

49. In our November 2024 advice, WWL set out a number of risks resulting from Council’s
current levels of capex and opex funding. These risks included:

e Growing renewal backlogs due to investment in planned network renewals being below
the level needed to meet the recommended 9km of network renewals per year;

o Risk of water supply restrictions due to water loss from ageing networks and growth
pressure; and

e Compliance risks regarding the performance of wastewater treatment plants.

50. Following Council’s indication of preliminary capex and opex funding decisions in January
2025, we have identified additional key risks that Council should be aware of — some which
are relevant to all councils, and others that are specific to Council’s funding decisions.

General risks applicable to all councils
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Not being able to meet WWL’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.

Wastewater treatment plant compliance risks

Based on current approved funding levels, there is growing risks of failure of critical
components at the wastewater treatment plants which may result in non-compliance. It is
likely there will be more untreated wastewater discharges, which would lead to an increasing
risk to the health of the environment and potentially to public health, as well as the risk of
prosecution. Councils are not providing the level of funding needed to allow us to manage
their plants at an optimal level. This could see ongoing impacts on the local residents and the
community.

Wastewater network overflow risks

The region’s wastewater system is aging, and parts of the network are over 120 years old.
Construction of the original wastewater network (the pipes and pumps that carry
wastewater to the treatment plants) was originally designed to protect public health, with
less focus on the health of the environment.

This means when the wastewater network gets overloaded (e.g. through a blockage
somewhere or when there is heavy rainfall) some untreated wastewater can overflow from
manhole lids and certain outlet pipes into streams, rivers, and the harbour. This is the
network doing what it was originally designed to do — these overflows minimise the risk of
wastewater entering properties and the community and reduce the risks to public health,
however they have a direct impact on the environment.

New national and regional rules mean WWL and councils are in the process of applying for
new resource consents to allow us to continue to manage the wastewater and stormwater
networks.

To achieve better outcomes for the environment as well as meet the expectations of iwi and
the requirements under the proposed Plan Change 1 in GWRC'’s Natural Resources Plan,
significant investment from councils is needed to renew, replace and upgrade the
wastewater and stormwater networks. Since providing Council with LTP advice, the regulator
has proposed to accelerate the timing for these proposed regulations. If passed, this means
Council would need to invest more heavily in coming years to meet this requirement.

Currently, there isn’t enough funding to deliver on the proposed timeframe and work that is
needed now in order to be compliant in future years.

Leaks backlogs

Councils have not invested to the recommended levels needed to keep leak numbers down.
Despite the progress across the region over the past financial year to reduce leaks, we
estimate that the backlog of leaks will be back at a significant level in the coming years based
on councils’ current indications for funding. This paired with the region’s aging network and
a backlog of increasing renewals means that the risks of an acute water shortage or the need
for more severe water restrictions could increase again.

Significant impact on Wellington Water’s ability to conduct investigations

Limited council opex investment will have a significant impact on WWL's ability to conduct
engineering investigations work (such as condition assessments, growth and strategic
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studies, capital programme investigation and briefing work). Engineering investigations
involve proactively investigating and monitoring the state of the region’s network and
condition of councils’ assets. It allows us to make well-informed recommendations to
councils on where they should prioritise their investment, identify assets that need
maintenance or renewal before they break, and reduces the risk of cost increases on the
work we deliver for councils as well as reduce delivery risk. Not being funded to do this work
undermines our ability to manage assets effectively and opens councils up to cost increases,
delays in work, and more urgent and unexpected events/outages. It also puts at risk the
ability of the future water organisation to deliver a larger capital programme, because
investigations are an essential aspect in building the future programme of work that’s
required.

Insufficient funding for urgent work

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. Ongoing and proactive engineering
investigations would allow us to find these issues before they occurred, but this area of work
is also unfunded.

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.

Growing backlog of renewals

Without the appropriate level of ongoing investment into finding and fixing leaks, water
demand could exceed water supply due to increasing levels of water loss in the network and
population growth. This increases the risk of an acute water shortage or the need for more
severe water restrictions (Level 3 restrictions or above).

The aging condition of the network means there will be increasing levels of outages and
bursts. There isn’t enough investment in Council’s reactive capex budget to efficiently
respond to the growing number of outages and bursts, which will ultimately mean longer
wait times for customers and further disruption.

Specific risks identified for Upper Hutt City Council

Council’s decision to ring-fence $3.9M of funding for the deferred Totara Park bridge project
means that WWL cannot reallocate this budget in the current 3-year period (FY2024 to
FY2026/27) to other high-priority water pipe renewals. As a result, WWL has removed the
watermain renewal package (FY2024-27) recommended in our Stage one advice.

Pipe renewals

We have previously recommended that Council needs to be renewing 9kms of pipe per year
for the next 30 years. In the current financial year based on available Council funding we are
forecasting to renew around 1.6km of pipe. Council should expect significant risk of more
leaks, burst pipes, and service outages as pipes continue to degrade faster than they are
being renewed.

Seaview wastewater treatment plant
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The delivery timeframe for some significant Seaview wastewater treatment plant projects
has been brought forward to 2025 and 2026. This relates to critical asset renewals to help
mitigate odour and compliance issues, in order to address associated risks and community
concerns. For some major projects, such as the work to replace the existing sludge dryer,
further work is underway to validate the early-stage estimates that were provided to
councils as part of the LTP process.

There are ongoing risks to the performance and compliance of Seaview wastewater
treatment plant, and these will continue until the programme of upgrades and consents is
fully scoped, costed and ultimately delivered.

Investments in Wellington Water’s corporate capability

68.

69.

70.

71.

72.

Technology and Systems

While councils have indicated they won’t be providing the requested investment for
technology and systems, we have made progress in this area with Greater Wellington
Regional Council looking to include the funding for this (subject to some final resolutions) in
their draft Annual Plan for consideration by their Councillors in February. If approved, this
means that Greater Wellington Regional Council would debt fund the full amount and charge
interest to each metropolitan council via the bulk water levy.

Organisational Capability Plan

The lack of increased investment means we will not be able to fully implement key initiatives
identified in the independent review into WWL's capital programme estimation and
budgeting systems or improve the health and maturity of our organisation. While we have
started some work outlined in the review, more work is needed to enhance controls and
assurance, improve operational effectiveness, identify value for money opportunities, and
strengthen our culture and ways of working.

The additional $6M of investment identified in the Organisational Capability Plan was a wide
programme of work to address the findings of the recent review, with the intention of
preventing serious future errors, and putting in place fundamental processes and systems to
be fit for purpose for the future. This funding as requested in our Stage one advice would
have allowed us to implement key activities in the risk and assurance space, for example:
updating our Cost Estimation Manual and embedding this across all relevant staff who
provide cost estimates for councils’ work; developing an organisational compliance
framework and strategy; developing critical operating processes across our budgeting,
planning and treatment plant operations; and generally improving our checks and

balances.

While the Wellington Water Committee endorsed the proposed Plan, councils have advised
that they are unable to fund these opex costs. This means we will not be able to fully deliver
on the Organisational Capability Plan, which will now be revised to what can be delivered
within existing resources. This risk here is councils will be exposed to ongoing risks of future
errors, such as the recent cost estimation error.

Councils are also collaborating on a proposal to create a new water entity, and in support of
a required Water Services Delivery Plan. All of this will require contributions from WWL that
have the potential to impact on our day-to-day delivery.

Corporate budget
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In our Stage one advice we outlined to councils our change in approach to increase
organisational capability and lift our organisation’s maturity. A key part of this is taking a
‘value-add’ mindset and looking at what this means for the corporate services needed to
support the effective delivery of councils’ capital and operational programmes for upcoming
years.

We were clear with councils on our intent to find efficiencies by reducing our reliance on
contractors and bringing more work in-house, which will allow us to deliver our work
programmes internally at a lower cost. This has resulted in an increase in headcount with
flow-on increases in IT licences, vehicles, accommodation, consumables etc, plus continued
high inflation of costs. The majority of these costs can be allocated to the relevant capital
and operational programmes for our councils but will mean an increase in corporate cost
allocation for these programmes, which should then broadly be offset by a reduction in
consultancy spend.

We also requested an additional $1.5M (across the region) for the funding of additional roles
(under our Management and Advisory Services Fee) to build capability within our leadership
and corporate services teams, which councils have indicated they will also not be able to
fund. The lack of funding for these roles will mean we can’t make the needed improvements
to our commercial risk management, business planning, assurance activities and processes,
asset management capabilities, and information management. For urgent work we will have
to use short-term contractors rather than build long-term internal knowledge and capability,
which may end up costing councils more money in the long term.

In the past, we have responded to councils’ cost cutting requirements by agreeing to reduce
and flatline our corporate budgets. Additionally, we have not clearly communicated our
organisational need or position to councils. As a result, we have undercut ourselves and after
years of underinvestment in our organisational capability, corporate support, and systems
and processes, WWL is now not right-sized for the work we need to deliver or to deal with
the water infrastructure challenges the region faces.

We now find ourselves in a similar situation to previous annual planning and LTP cycles
where councils’ funding constraints means we need to find “savings” in their work
programmes. However, instead of continuing to cut into corporate budgets, this year we are
taking a different approach. We are being clear with councils about the cost required for
essential corporate support on their programmes. These costs are critical and cover essential
activity such as commercial management, health and safety, reporting, contract
management and asset management. Ensuring we have the funds to deliver this work will
mean that less capital and/or operational work will be delivered in order to meet councils’
set budgets. Not doing so will mean we won’t be able to effectively deliver council
programmes and may result in increases in costs further down the line.

Next steps

78.

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 WWL of relevant decisions so that these can be incorporated into the ongoing work to
support your annual planning process.
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