Local Water Done Well: .
Nexus

Options Assessment Report - Chatham Islands
Purpose

This report considers the water services delivery options for Chatham Islands Council and
recommends the viable options for Council decision prior to community consultation.

Background

The Government’s Local Water Done Well (LWDW) policy® requires all territorial authorities to
prepare a Water Services Delivery Plan (WSDP) and submit it to the Department of Internal
Affairs (DIA) by 3 September 2025. The WSDP will outline how the Council will deliver water
services locally, in a financially sustainable, cost-effective and compliant manner.

The Preliminary Arrangements Act requires Councils to consider options for future delivery of
water services and to consult with its communities on its preferred water services delivery
model before submitting its WSDP. Options include:

1. Internal business unit or division (Stand Alone Business Unit). Direct in-house provision by
CIC.

2. Single council-owned water organisation. Establishment of, and transfer of assets to a
Council Controlled Organisation (CCO) 100% owned by CIC.

3. Multi-council owned water organisation. Establishment of a CCO as above but with multi-
council ownership

4. Mixed council/consumer trust owned water organisation. Consumer trust established to
part-own a water organisation.

5. Consumer trust owned water organisation. One or more territorial authorities establish a
consumer trust to wholly own a water organisation, and transfer all water assets and
responsibilities.

The Council formed a working group in partnership with the water reform team at the
Department of Internal Affairs, consisting of Watercare, Nexus Advisory, Fulton Hogan and
Stantec.

Delivery and funding options considered

Given Council’s limited internal capacity, funding constraints, the cost of forming a new entity
relative to the population and the duplication of functions, options 2,4 and 5 are not practical or
beneficial for CIC.

Option one, Stand Alone Business Unit and option three, Multi Council owned water CCO have
on that basis been assessed as the only feasible options and are included below in more detail.

Option one has been further refined into:

a) Status Quo - Retaining three waters in house as a Stand Alone Business Unit (SABU) where
CIC remains fully responsible for contracting resources as required to deliver operations
and capital programmes required to meet compliance obligations under the new legislation

b) Delivery Partner Model - Retaining three waters in house as a SABU and involving a partner
organisation, such as Auckland Council and Watercare, to assist with management of the
operations and capital delivery.

TEnacted by the Local Government (Water Services Preliminary Arrangements) Act 2024 (PAA) and Local Government (Water
Services) Bill



to fund operational costs

The Crown agrees to fund long
term capital programme via 3rd
party water entity

3rd party agrees to oversee and
provide expertise and support the
delivery of operations and capital
programme over the long term, eg
35 years

Option Description

Delivery model Operating Capital funding
funding

1(a) - Status Quo CIC responsible for contracting Part funded Funded directly
resources as required to deliver by rates and by Crown and
operations and capital crown delivered by CIC
programmes appropriation

1(b) - Delivery Tripartite agreement between CIC, | Partfunded Funded by

partner model Crown and large water entity by rates and Crown up front
CIC agrees to collect rates revenue | crown to the 3rd party

appropriation

3 - Multi council
CcCcoO

CIC transfers water services, water
assets and revenue to a multi
council CCO

CCO responsible for contracting
resources as required to deliver
operations and capital
programmes

Part funded
by rates and
crown
appropriation

Financed by
CCO, probably
still requires
Crown funding
over time

Note - As noted above option 2,4, and 5 are not feasible in the context of Chatham Islands due

to cost and scale.

Options Assessment
Criteria Option
(refer Appendix 1 for definition of the criteria) Status Delivery Multi
quo partner council
Model cco

Efficient and financially sustainable

Protects and promotes public health and the
environment

The right workforce capability and capacity is available

Supports reasonable future demands and builds
appropriate resilience

Water services are affordable and meet community
needs and expectations

Crown contributions are reasonable and committed

Implementation risk

CIC capacity

Relative ratings

Not achieved
Unlikely to be achieved or at high risk

Could be achieved with some risk
Likely to be achieved / supports this criteria
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Options Assessment - further commentary
Option 1 a):

Status quo has a number of known risks including the ability to secure Crown funding to support
the required capital programme. There will also be costs associated with the Status Quo in
meeting the legislative requirements regarding financial sustainability. This will include the
need to ring fence all three waters activities and charge and report on them separately. CIC
does not have capacity to support this model and currently relies heavily on off-Island experts
(Stantec and Fulton Hogan) to manage waters infrastructure under very limited budgets.

The Crown’s current funding of this arrangement is linked to our annual appropriation of $4.2m,
capped until 30 June 2027. Therefore, this isn’t financially sustainable and cannot be
considered.

Option 1 b):

A delivery partner model involving a well established entity with large scale water delivery
expertise is the most viable and beneficial option for Chatham Islanders. Service arrangements
already under discussion with Auckland Council could be extended to include water services
support from Watercare?, their wholly owned Council Controlled Organisation. The
arrangement would likely require a tripartite agreement between CIC, Watercare and the Crown
with the Crown contributing funding to enable financial sustainability without cross
subsidisation from Auckland water users.

Further work to explore and develop this option with Watercare and Auckland Council does
represent some implementation risk but has been initiated and is continuing. The Crown has
indicated a positive response to this option.

Option 3:

A Multi Council CCO option would likely result in longer term improved financial sustainability
for Chatham Islanders as a CCO has the ability to borrow to finance infrastructure, it may also
provide a mechanism to attract more certain Crown contributions. However, this option has the
following flaws:

- Ahigh level of implementation risk as there are no willing partners identified or any basis on
which to form such a CCO without Crown facilitation and sponsorship.

- Most existing mainland Councils are focused on developing their own water service delivery
models and it is doubtful they have the capacity to entertain Chatham Islands as a partner
in the medium term.

2 Watercare Services Limited is Auckland’s water services organisations, is the largest and most mature water services organisation
in the country and has previous experience supporting other councils such as Waikato Districty Council. Watercare brings to the
table in house expertise in waters service delivery and asset management as well as experience in compliance management. It
operates schemes in Auckland which are of a similar scale to those in Chatham Islands. As a Water CCO Watercare has access to
borrowing capability which could assist with financing short term investment needs.
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Recommended delivery model:
Option 1(b) Delivery partner model

The recommended option is 1(b) Internal Business Unit with a delivery partner as the basis of a
preferred model for consultation with the community. This option represents most certainty of
outcomes for the community:

e |ocalcontrol retained

e Expertise retained for service delivery

e Bestvalue checks in place from partner local authority

e Enduring Crown confidence and more likelihood of securing funding
e Consolidated works contract

A delivery partner model involving a well established entity with large scale water delivery
expertise would appear the most viable and beneficial option for Chatham Islanders.

Service arrangements already under discussion with Auckland Council could be extended to
include Water services support from Watercare®.

The arrangement would likely require a tripartite agreement between CIC, Watercare and the
Crown with the Crown contributing funding to enable financial sustainability without cross
subsidisation from Auckland water users. Further work to explore and develop this option with
Watercare and Auckland Council does represent some implementation risk.

Financial implications:

The WSDP must set out the basis of financial sustainability to meet all required compliance
outcomes. In order for the a water services to be financially sustainable and compliant,
significant capital investment is required, and this will require contributions from the Crown.

In order to show the Crown a pathway to financial sustainability and compliance, three options
have been assessed. Further details of the scope of the 3 options are in Appendix 2 (prepared by
Stantec).

Crown contribution

The option approved by Council at the 27 August 2025 extraordinary meeting will be subject to
Crown funding. Council is managing this through DIA’s water reform team in conjunction with
Auckland Council and Watercare.

Recommended financial model:

Option 3 Rural Supply

The proposalis to include ‘Option 3 — Rural Supply’ as the basis of financial projections in the
WSDP. This option based on an equivalent New Zealand mainland rural service, achieves
legislative and regulatory compliance at minimum overall cost, an expected investment of $15-
20m over 10 years. This will result in the minimum impact to customer rates and charges and
correspondingly the minimum Crown contribution.

3 As abovein 2.
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Te One extension - excluded, funded separately

The Rural Services option focuses on renewing and making compliant the service assets in
Waitangi, it excludes extending the network to Te One assuming that would be part of a future
business case and would be funded separately if arrangements were agreeable between
Council, Crown and any developers at the time.

Kaingaroa - decommissioned network

It also includes decommissioning the Kaingaroa water network and providing each of the 21
connected properties with tank and filter equipment as well as an emergency water supply to
allow those customers access to water from a public outlet in the event of drought.

It would be proposed to collect the same total revenue from customers but charge those
customers in Kaingaroa only a reduced availability charge for the back up water supply. Exact
levels of charging will need to be confirmed once service model arrangements are made with a
delivery partner and the Crown.

Waitangi - increase in charges

To maintain total revenue contributions Waitangi based customers would have an increase in
charges to reflect increased level of service from new assets.
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Appendix 1 - Options Assessment Criteria

The criteria been used to assess the viable delivery options is:

Criteria

Description

Efficient and financially sustainable delivery
of water services for the Chatham Islands
now and into the future

Financially sustainable — revenue, financing and
investment are sufficient and certain enough to
operate water services sustainably over the long
term

Resource efficiency — sufficient resourcing to
operate water services sustainably and the
management of those resources is effective and
efficient

There is investment at a level that protects
and promotes public health and the
environment

Investment efficiency — to meet public health
and environment regulatory requirements noting
that these regulatory requirements are likely to
increase

The right workforce capability and capacity is
available

Ability to attract and retain people with the skills
to plan, manage and deliver water services

The model enables and supports reasonable
future demands and change and builds
appropriate system resilience

Investments are made with long term needs in
mind

Ability of the model to support infrastructure
planning and delivery

Water services are affordable and meet the
needs and expectations of the Chatham
Island communities

Affordability of projected water charges to the
community

Ability to act in the best interests of current and
future communities/water users

Commercial and residential customers
contribute to the cost through charges that are
relative to the mainland but also allow for the
higher cost of necessities on the island

Crown contributions are reasonable and
committed

The Crown commits to provide funding and /or
resources to allow for sustainable water services
on the Islands.

Implementation risk

The degree to which costs and revenues are at
risk

The degree to which any parties required to
implement the proposed model are known and
willing to participate

The capacity of CIC to manage their
responsibilities under the model (resourcing
and capability)

CIC has limited capacity and capability to
manage infrastructure operations and delivery.
The ability of CIC to support the delivery model.
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Appendix 2 - Investment Programme Options

Programme 1) Updated Base 2) Reduced Base 3) Rural Supply
Compliance Compliance documents for e  As for updated base e  As for updated base
existing and /extended
services
Kaingaroa Water Renewal of raw water rising e  Renewal of raw water rising e  Decommission existing

Scheme Upgrade

Alternative Water
Sources for
community
schemes

Waitangi / Te One
Water Scheme
Upgrade

Waitangi / Te One
Wastewater
Scheme Upgrade

New Septage
Lagoon
(Compliance)

New On-site
Water Tank
Scheme

Allowing for Future
Urban
Development —
Water

Allowing for Future
Urban
Development —
Wastewater

Stormwater
Scheme Renewals

main and distribution with
WTP upgrades to provide a
sustainable, compliant
drinking water supply for

Kaingaroa.

L]
Investigations only .
New source and WTP, .

renewal of Waitangi network
and extension to Te One to
provide a sustainable,
compliant drinking water
supply to Waitangi and Te
One, may enables some
growth.

Upgrades to Waitangi .
network, pump station,

WWTP, and land application

system and extension to Te

One to provide a sustainable,
compliant system, may

enables marginal growth.

Septage lagoon .

Council/Crown loan scheme .
for on-site household
rainwater tanks and treatment

Extend network to enable .
urban development. Likely
contribution from growth

customers

Extend network to enable .
urban development. Likely
contribution from growth

customers

Refurbish existing reticulated .
stormwater scheme in
Waitangi

main and distribution to
provide a reliable non-
potable water supply for
Kaingaroa.

New individual under-bench
treatment units to provide
drinking water. Ongoing
management and cost by

home owner.
As for updated base .
New source and WTP, .

renewal of Waitangi network
and extension to Te One to
provide a sustainable,
compliant drinking water
supply to Waitangi and Te
One, may enables some
growth.

Upgrades to Waitangi .
network, pump station,

WWTP, and land application
system and extension to Te

One to provide a

sustainable, compliant

system, may enables

marginal growth.

Septage lagoon .
Not included in this scenario. .
On-site alternative to .

network extension.
Installation and ongoing
management by home
owner.

No allowance for growth. .
Any network extensions

would require future

agreement and likely

contribution from growth
customers.

On-site alternative to .
network extension.

Installation and ongoing
management and cost by

home owner.

As for updated base .

water service

Provide tank + under
bench then self supply

As for updated base

New source and WTP,
renewal of Waitangi
network NO extension to
Te One, compliant drinking
water supply to Waitangi

Upgrades to Waitangi
network, pump station,
WWTP, and land
application system to
provide sustainable
compliant system, may
enable marginal growth.

Te One continues to be
serviced by on-site
systems at home owners
cost.

Septage lagoon

Not included in this
scenario.

On-site alternative to
network extension.
Installation and ongoing
management by home
owner.

No allowance for growth.
Any network extensions
would require future
agreement and likely
contribution from growth
customers

On-site alternative to
network extension.
Installation and ongoing
management and cost by
home owner.

As for updated base
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Programme

1) Updated Base

2) Reduced Base

3) Rural Supply

Replacement
O&M Facility

New O&M contractor facility at
new location

As for updated base

As for updated base

Total Capital Cost
over 10 years

$30-40m

$24-32m

$15-20m
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Appendix 3 - Current Serviced Connections

Existing Rateable Connections

No. of Waitangi Water Supply  Waitangi Wastewater Kaingaroa Water
connections Supply

Existing -

xisting- 72 90 19

residential’

Existing -

xisting - 26 40 2

commercial

Existing - Total 98 130 21

Notes:

1 From 2024 long term plan

2 Defined ‘commercial’ to be ‘not rural and residential’ and includes ‘infrastructure’, ‘industrial’

and ‘commercial properties
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