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Advice to Hutt City Council regarding proposed three waters capital and operational
expenditure budgets for the 2025/26 financial year and triennium

TO Jenny Livschitz, Group Chief Financial Officer, Hutt City Council;
Bruce Hodgins, Strategic Advisor, Hutt City Council

COPIED TO Nik Zangouropoulos, 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 11 February 2025

Action sought

Action

Jenny Livschitz, Group Chief Financial Officer, Hutt
City Council

Note the contents of this memo.

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 & Planning Officer 021 815 162
Wellington Water
X
Pete Wells Head of Operations and Engineering 021 135 3621
Wellington Water
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Purpose

This paper provides Hutt City Council (Council) with:

e An update on the capital expenditure (capex) programme as a result of new information
and updated forecasts since our preliminary (“stage one”) advice on 28 November 2024;

e Updates to the operational expenditure (opex) programmes following Council decisions
on our stage one advice;

e advice on any areas where risks 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:

acknowledges receipt of:

i.  the updated revised FY2024/25 capital expenditure (capex) forecast;
ii. updated capex budgets and programme for FY2025/26 and FY2026/27; and
iii. updated opex budgets and programme for FY2025/26 to align with your funding
decisions;

considers the updated proposed capex budgets the current triennium, FY2024/25, FY2025/26
and FY2026/27;

considers the proposed amendments to the existing FY2025/26 operational expenditure
(opex) programme to align with your funding decisions;

considers the specific risks presented in this memo;

notes the updated information on the approach to allocating corporate costs to capital and
operational expenditure;

notes the updated information on organisational and technology investments;

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

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

Wellington Water Limited (WWL) has updated the FY2025/26 and triennium capex budgets,
and FY2025/26 opex budgets, to reflect further information received on cost estimates and
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recommended timings for projects, as well as new risks identified since our 28 November
2024 advice.

WWL recommends that Council note that the capex proposed budgets, in comparison to
previous annual planning advice provided in November 2024, has decreased in FY2024/25 by
$1.2M? (from $82.4M to $81.2M); the capex budget need for FY2025/26 has increased up by
$1.8M? (from $94.2M to $96.0M), and the capex budget for FY2026/27 has decreased by
$3.2M3 (from $168.5M to $165.3M) as a result of updating the programme with revised
forecasts.

Notwithstanding the above, in accordance with Council’s request, we have set out a capex
programme that aligns to Council’s FY2025/26 LTP capex funding allocation.

WWL recommends that Council increases the opex budget for FY2025/26 by up to $0.82M
(from $38.07M to $38.89M), to address the most urgent operational risks.

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

Our November 2024 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 40km 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 Waste Water Treatment Plants.

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.
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

¢ Insufficient funding within the current programme for emerging urgent works

e Growing backlog of renewals.

Additional specific risks identified for Council are:

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 Rock and Eastern Hills (Naenae No 2) Reservoir

e Risk that unfunded ‘Under Consideration’ projects may need to be included in the
programme, therefore requiring us to reprioritise funding from other existing projects.

Our Stage one advice also requested additional opex investment in WWL'’s organisational
capability of $0.26M to ensure we can deliver councils’ programmes well, reduce the reliance

1 Before corporate cost adjustments, in line with Council annual plan decisions

2 Before corporate cost adjustments, in line with Council annual plan decisions

8 Before corporate cost adjustments, in line with Council annual plan decisions

Advice to Hutt City Council regarding proposed three waters capital and operational expenditure budgets for the 2025/26 financial year and triennium

PAGE 3 OF 25



“0 Wellington
Water

11.

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.

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. 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

12.
13.

14.

15.

16.

17.

18.

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

Over the last year Hutt City Council, and the other councils in the region, have invested heavily
in 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 playing 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 again recommended to all councils to
increase the level of investment needed to address their water asset issues and reduce the
risks and impacts to their communities. 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 restrictions on growth;

e putting public health at risk; and

e 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
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. In spite of this, WWL has continued to drive improvement through the organisation,
however councils could be exposed to ongoing risks of future errors, such as the recent cost
estimation error.

Lastly, significant investment in the core technology system is needed to support future water
services delivery. Work must start on building these basic technology systems now, as they
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 is exploring
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the possibility of including the funding of this in their draft Annual Plan for consideration by
their Councillors. 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,
which every metropolitan council has to pay for the supply of drinking water.

Council context

19. WWL provided preliminary annual plan advice to Council on 28 November 2024, to support
your annual planning process.

20. Following Council’s funding decisions of 16 December 2024, we have recommended changes
to the previously proposed annual plan capex and opex programmes to align with the
confirmed budget allocations.

21. Since providing council with our initial advice in November 2024, further information on cost

estimates and recommended timing for projects as well as new risks have come through. This
advice builds on WWL'’s preliminary advice and Council’s capex programme has been updated
and re-prioritised, to reflect these changes and align within Council decision on funding levels.

Corporate cost allocations update

22.

23.

24.

In our advice of 28 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 a transparent approach to allocating
corporate costs to capital and operational expenditure.

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).

Revised FY2025/26 and Triennium capital expenditure

25.

26.

27.

28.

The level of capital funding agreed in the LTP, including Council agreed carry overs, was
$85.4M for 2024/25, $105.3M for FY2025/26 and $331.1M over the triennium.

In our November advice, WWL recommended a revised budget for 2024/25 of $82.4M (a
decrease of $3M to LTP budget), $94.2M* in FY2025/26 (a decrease of $11.1M to LTP budget),
and an increase to $345.2M° over the triennium (an increase of $14.1M to LTP budget).
Council has confirmed that this recommendation was approved at your meeting of 16
December 2024.

In providing this advice, WWL has updated the capital programme provided to Council in
November 2024. In updating the programme, WWL has accounted for reduction of $3M
across the current triennium related to corporate cost adjustments, incorporated as part of
our advice in November 2024. Updates to the programme have also 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:

4 Before FY2025/26 corporate cost adjustments, in line with Council annual plan decisions
5 Before corporate cost adjustments across the triennium, in line with Council annual plan decisions
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e 581.2M for 2024/25 (a reduction of $1.2M to previously proposed programme
without accounting for corporate cost adjustments in line with Council decisions).

Note that this will slightly vary from WW.L finance reporting numbers due to inclusion
of updated forecasts for few projects)

e S96M for FY2025/26 (an increase of $1.8M to previously proposed programme
without accounting for corporate cost adjustments in line with Council decisions), and

e S$165.3M for FY2026/27 (a decrease of $3.2M to previously proposed programme
without accounting for corporate cost adjustments in line with Council decisions)

29.  WWL updated triennium programme is $342.6M, which is a decrease of $2.7M to previously
proposed programme, without accounting for corporate cost adjustments in line with Council
annual plan decisions made in December 2024.

30. Table 1 sets out an updated summary of approved and proposed expenditure levels of the
FY2025/26 and Triennium capital delivery plan, by water type and Local Government Act 2002
(LGA) classification.

Table 1: Updated summary of approved vs proposed capital expenditure for FY2025/26 and Triennium (uninflated S)

FY24-25 FY25-26* FY26-27* Triennium
Council LTP Budget $85,446,495 $105,301,446 $140,294,829 $331,042,770
Stage 1 Programme Budget agreed by Council in
December 2024 $82,476,773 $94,223,552 $168,573,108 $345,273,433
Stage 1 Corporate Cost Adjustment for Triennium $300,000 $300,000 ($3,600,000)  ($3,000,000)
Stage 1 Programme including Corporate Cost
Adjustments $82,776,773 $94,523,552 $164,973,108 $342,273,433
Council Stage 2 Proposed Programme $81,248,204 $96,001,145 $165,344,828 $342,594,177
Variance between Stage 1 and Stage 2
(with corporate cost adjustments) $1,228,569  ($1,777,593) $3,228,280 $2,679,256
Variance between Stage 1 and Stage 2
(without corporate cost adjustments) $1,528,569  ($1,477,593) ($371,720) (5320,744)

*FY25-26 and FY26-27 represent uninflated budgets

31. While accounting for Council decision which excluded the corporate cost adjustments (that
were made as a result of related external review on LTP corporate costs conducted in 2024),
there is currently a surplus of $2.7M funding available in the current triennium. As part of
stage 3 annual plan advice to be provided in May 2025, WWL will seek Council’s direction on
how this surplus of $2.7M can be allocated to key initiatives which could be included in
Councils annual plan.

32. A summary of changes across the triennium between the current programme and the
previous programme proposed in November 2024 are as below:

. A portion of budgets for a few major Seaview projects, such as aeration system renewal,
has been brought forward into the triennium to mitigate critical risks associated with
Seaview Wastewater plant.

° WWL has reduced a portion of project contingency funding called ‘Funding Risk’ for
certain projects (including Seaview Backup Power Supply and Seaview RAS System
Renewal), which has led to a decrease in overall and triennium budget for these
initiatives.

. Further work on corporate cost allocation has resulted in overall budget decreases for
some initiatives (e.g., Petone Collecting Sewer and Naenae No 2 Reservoir) and increase
in budget for other initiatives (e.g., Universal Residential Smart Metering).
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. Construction of Jackson Street pipe renewals for all three waters has been pushed
outside the triennium to accommodate for bringing forward budgets for critical Seaview

asset renewals. We have also removed the double-up error of corporate costs for
Jackson Street Renewals that was included in the previous advice

. The budget estimate for Howard Road Drinking Water Pipe renewal has reduced by
S1M as a result of re-forecasting and updating project costs.
. Pressure management activity across the current triennium has been reduced by S1M.

° Additional funding of $500k allocated to VHCA Reservoir Water Quality Renewals to
mitigate associated reservoir risks and an equivalent amount has been reduced from
Management of Fire Hydrant Use initiatives as a result of re-forecasting.

Seaview WWTP JV Sludge Dryer Replacement

33. In preliminary Stage 2 advice, Wellington Water had proposed to bring forward LTP allocated
project funding of $22M from FY2026/27 into FY2025/26 to expedite the delivery of Seaview
Sludge Dryer replacement, in order to address associated critical risks. Council officers advised
Wellington Water this change would not be feasible, and Council would look into managing
this change through CEO delegations at a later stage, as and when required. As such, this
proposed change of bringing forward $22M into FY2025/26 from FY2026/27 has not been
incorporated into Council’s annual plan for FY2025/26.

Riverlink Wastewater JV Main Renewal

34. In confirming annual plan funding decisions, Council officers advised WWL that $6.6M capex
(in FY2025/26 and FY2026/27) would be allocated for the wastewater main renewal within the
Riverlink project. As advised by Council, WWL understands that this capex allocation will sit
outside of WWL’s capex programme proposed to the Council in this memo.

Universal Residential Smart Metering

35. Inour November 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.

36. The programme and planning for procurement and pilot deployments are still being
developed. Once costs are fully understood, we will include detailed information in our advice
to Council in May 2025.

FY2025/26 Operational Expenditure

37. The level of funding for operational expenditure approved in the LTP for FY2025/26 was
$37.3M. Our November 2024 advice recommended an increase in funding of up to $1.54M in
order to meet additional operational costs.

38. Council has asked WWL to reduce the proposed budget by $0.82M (after allowing for $.72M
adjustment for inflation) and manage opex for FY2025/26 within the existing funding
allocation. As such, the opex budget required some minor optimisations and we have
developed a revised draft opex plan for FY2025/26 (Table 2), setting out the proposed
amended programme.

39. Reductions were made to monitoring and investigations in order to reduce the programme in
line with council approved funding levels. We have also realigned the budget for Treatment
Plant (Wastewater JV). However, these costs are highly variable, and cost increases relating to
landfill tariffs and polymer/transport costs are highly likely.

Table 2: summary of operational expenditure for FY2025/26 (S) by water and investment category uninflated S
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HCC Draft Council OPEX Annual Plan 25/26 25/26 25/26 WWL 25/26 Variance
Approved Recommended Annual
LTP Budget Budget Plan
Drinking Water Monitoring & Investigations 2.78M 3.66M 3.59M (0.07)M
Operations 0.07M 0.07M 0.07M 0.00M
Planned Maintenance 2.64M 1.70M 1.70M 0.00M
Reactive Maintenance 7.26M 7.24M 7.24M 0.00M
Management & Advisory
Services 1.15M 1.23M 1.15M (0.08)m
Total Drinking Water 13.91M 13.90M 13.76M (0.24)m
Stormwater Monitoring & Investigations 1.14M 1.49M 1.44M (0.05)M
Operations 0.04M 0.04M 0.04M 0.00M
Planned Maintenance 1.37M 1.53M 1.53M 0.00M
Reactive Maintenance 1.42M 1.41M 1.41M 0.00M
Management & Advisory
Services 0.58M 0.62M 0.58M (0.04)m
Total Stormwater 4.55M 5.09M 5.01M (0.09)M
Wastewater Monitoring & Investigations 2.19M 2.33M 2.39M 0.06M
Operations 0.11M 0.09M 0.10M 0.00M
Planned Maintenance 0.78M 1.13M 1.13M 0.00M
Reactive Maintenance 1.58M 1.56M 1.56M 0.00M
Treatment Plant 0.29M 0.29M 0.27M (0.03)M
Management & Advisory
Services 0.58M 0.62M 0.58M (0.04)m
Total Wastewater 5.53M 6.03M 6.03M (0.00)M
Wastewater Joint
Venture Monitoring & Investigations 0.72M 1.08M 0.95M (0.14)m
Operations 0.02M 0.02M 0.02M 0.00M
Planned Maintenance 0.74M 0.81M 0.81M 0.00M
Reactive Maintenance 0.40M 0.40M 0.40M 0.00M
Treatment Plant 9.94M 9.91M 9.56M (0.35)m
Management & Advisory
Services 1.54M 1.64M 1.54M (0.10)M
Total Wastewater
Joint Venture 13.36M 13.86M 13.27M (0.59)M
Total 37.35M 38.89M 38.07M (0.82)M
Uplift of Corporate Capability for FY2025/26* 0.49M 0.49M 0.00M
Net programme savings from replacing contractors * (0.49)M (0.49)M 0.00M
Grand Total 37.35M 38.89M** 38.07M (0.82)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 1 advice

Risks associated with proposed programme investment levels

40. Councils around the region are facing cost pressures and challenges with affordability, we
thank council for their investment and support.

41. WWL acknowledge that Council has invested heavily across the LTP2024-34. However, there
are some specific risks resulting from the current levels of funding for capital expenditure that
we would like to highlight:
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Key risks identified specific to Hutt City Council

42.

43.

44,

45.

46.

The delivery timeframe for a few significant Seaview Wastewater Treatment Plant projects,
that help mitigate odour and compliance issues, has been brought forward to 2025 and 2026
to help 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 was provided to councils as part of the LTP process.

However, 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.

While Council agreed to fund capex to the recommended levels in our Stage 1 advice, there
are a few major projects where the costs are either not known or have low degree of
certainty, for example, full pipe protection of Taita Rock and Eastern Hills (Naenae No 2)
Reservoir. Councils should expect changes to cost estimates and timeframes for these
projects.

With capex, there is no programme level contingency available to respond to any significant
changes to the project cost and estimates within the annual plan programme. Assuming no
additional funding is made available, should a major change in project cost arise, Wellington
Water will need to seek Council’s approval on making relevant changes to project budgets and
re-prioritise the programme to fit Council agreed funding levels.

Council agreed funding doesn’t include the $9.6M funding requested for ‘Under
Consideration’ projects. If the associated risks with these initiatives increase, funding may
need to be re-prioritised and included in the programme.

General risks applicable to all councils

47.

Not being able to meet WWL's recommended level of funding means councils will all 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

48.

Based on current approved funding levels, there is growing risks of failure of critical
components at 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. This could see ongoing impacts on the local residents and the community.

Leaks backlogs

49.

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.

Insufficient funding for urgent work or project changes

50.

Unless Council agrees to variation in annual plan budgets, 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, unless an annual budget variation is agreed, we would
have to reprioritise funding from our planned and proactive work to respond/repair the asset.
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Unless a variation is agreed to unexpected events, both opex and capex programmes will likely
need to be reduced to cover the cost from unexpected events.

Growing backlog of renewals

51. Less than recommended rate of renewals poses a significant risk of ‘network fault runaway’
due to historic underinvestment in renewing aging water network assets and the increasing
backlog of renewals with corresponding increase of leaks and faults, as pipes continue to
degrade faster than they are being renewed.

Technology and Systems

52.  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

53. 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.

54. The additional S6M 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 1 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.

55.  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.

56. 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 Wellington
Water that have the potential to impact on our day-to-day delivery.

Next steps

57.  WWLis 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
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advise WWL of relevant decisions so that these can be incorporated into the next phase of
annual planning advice that we intent to provide in May 2025.
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