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Purpose and Summary 

This report provides Council with the opportunity to finalise the third Water Service Delivery option for consultation following direction from the Infrastructure and Projects Committee to undertake further work on harmonisation and deferred harmonisation for a Southland CCO Option. 


Recommendations 

That the Council:

Receives the report “Annual Plan Consultation – Finalisation of Water Service Delivery Plan Options”

Notes the resolution of the Infrastructure and Projects Committee: 
Option 2 – ICC in house with Structural Change as the preferred water service delivery model to take to public consultation (Preferred);
Option 4 – ICC Standalone CCO as the water service delivery model to take to public consultation;
Option 5 – Southland only WSE, with further work required on developing the option including harmonisation / deferred harmonisation.

Notes the updated information on the Southland Only Water Service Entity with both harmonised and deferred-harmonisation information presented (A5787339)	

Notes that this paper includes the updated numbering and text description options for consultation. 


Agrees/ Disagrees the following third option for consultation: 
Either: Southland Wide Council Controlled Organisation – One region wide price (harmonised pricing)- Average rates increase 2027 – 2034 8.56% 
Or:  Southland Wide Council Controlled Organisation – Phased introduction of a region wide price (deferred-harmonised pricing)- Average rates increase 2027 – 2034 5.21%
Or: Remove the third option and consult only on two options as outlined under 2 above.


Background 

Council is required to consult on its proposal to deliver water services and at least one other option.  This consultation will take place alongside the Annual Plan between 13 March and 13 April. 

The Infrastructure and Projects Committee confirmed the options for consultation to be presented to Council in January.  The third option was the Southland-only WSE, with a request for further work on what this option would be, with deferred harmonisation included. 

Updated information on the deterred harmonisation is provided in the Morrison Low report and in the options information below.  


Issues 

Hypothetical Southland Option

It is important to note that the Southland WSE option is a hypothetical option based on the Invercargill, Gore and Southland District Council Long-term Plans.  No negotiations have been undertaken with either Southland District or Gore District Councils. The hypothetical option however does provide a comparison for the community. 

Price harmonisation and Deferred Price Harmonisation

Price harmonisation refers to the process by which consumer prices are set to recover the cost to deliver a service across a region.  As the different Council Districts join together in the region, they will bring with them varied costs and price levels.  The process of bringing these into line (harmonisation) can either happen immediately or over time.  

Until such time as negotiation to establish an entity takes place the exact mechanism by which harmonisation takes place remains unknown.  However it has a huge impact on the prices which ratepayers in the district would pay and when and therefore on the affordability aspect of the consultation. 



The deferred harmonisation model developed by Morrison Low is based on their industry expertise on the following approach: 
· Five years of fully unharmonised prices – Based 100% on the cost of delivering the service within the district area through the new region wide entity 
· Seven years of stepped change to harmonisation, with increasing proportions of costs spread at the regional level
· Full harmonisation beyond this point – All costs shared equally across the region. 

The deferred harmonisation model shows the following trend: 

[image: ]

Prices will be lower for Invercargill ratepayers than the ICC stand-alone options (either in-house or CCO) until 2034 because the entity costs will be lower under the model.  This is not a result of operational efficiencies but due to the forecast debt servicing costs as a result of the different debt structure. 

Prices will rise beyond this point and continue to be higher on a permanent basis as a result of the higher costs from outside the District being spread across the whole region. 

Consultation 

Affordability for ratepayers has been identified as one of the top priorities for this Council and as such it is essential that information on potential prices is presented in such a way as to support community understanding and option selection. 

Engagement on this issue is made complex by the factors above. 
Presenting as simple an option selection as possible supported by more detailed information online will support the consultation process. 

Debt 

Council is required to indicate the impact on Council debt as part of the consultation.  Additional information on this included for all options. 


Options

The titles of the Options have been updated for consultation, a standard step in moving from the broader option selection to the chosen options for consultation.  These have been relabelled in the supplementary report in order to reduce confusion for the public.  There are minor changes in the figures provided to the January Council meeting to align the modelled options against the Long-term plan. It is important to note that all option analysis is based on a average residential ratepayer and that changes to fees and charges have not been modelled. 
 
The options are: 

· Option 1:  Council Operated Enhanced Service (Option 2 – ICC in house with structural change)
· Option 2:  Invercargill Council Controlled Organisation (Option 4 – ICC Standalone CCO)
· Option 3: Southland Wide Council Controlled Organisation – One Region-wide price (Southland Only WSE)
Or 
· Option 4: Southland Wide Council Controlled Organisation – Phased introduction of a region-wide price (Newly developed Option)
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	Option
	Cost Summary

	Advantages
	Disadvantages

	Option 1 Council Operated Enhanced Service

Shortlisted
	Level of Service – No change

Establishment 
Cost
No budget increase


Operational Cost increase
(per annum)
 $0.8 million

Impact on Council Debt
Minor increase in debt related to changes to the programme to meet statutory requirements. Council will continue to hold the debt for both provisions of the water  and non-water services and will need to manage this when the existing debt limit. 


Average Annual Water Services Rate Increase (2027-2034)
6.26%
$149
	· Represents second least cost option for water services delivery for ratepayers.
· Council scale retained including ability to respond to emergency events. 
· ICC has sufficient debt headroom to provide for forecasted capital works (per current LTP).
· Existing workforce in place with minimal changes to staffing.
· Provides independent technical 3 Waters and Asset Management advisory role to a dedicated Council Committee to provide focus and advice on 3 Waters activity. 
· 3 Waters staff training and retention program aims to improve recruitment and retention.

	· Council may still struggle to compete with private sector / new CCOs on pay or career development opportunities.
· Lack of scale and geographic isolation makes it difficult to attract contractors. 
· Requirement for Council to operate 3 Waters differently to other core council functions to meet significant new regulatory requirements.
· Significant debt headroom required for 3 Waters activity could constrain investment in other areas.
· 3 Waters legislative compliance requires sustained future rate increases. 
· Risk of Commerce Commission Intervention into Council activities if economic regulation and consumer protection requirements are not met. 
· Government and DIA expectation for Councils to form joint water organisations may result in difficulties in securing WSDP approval.  
· May limit access to Regional Deals.


	Option 2 Invercargill Council Controlled Organisation

Shortlisted
	Level of Service – Possible minor improvement

Establishment 
Cost
$3.9m

Operational Cost increase
(per annum)
$5.2m

Impact on Council Debt
Minor increase in debt related to changes to the programme to meet statutory requirements. Three Waters related debt will pass to the CCO and Council will be required to provide either a guarantee or
uncalled capital to the CCO of an amount greater than the financial liabilities of the CCO.  Council will continue to be able to borrow for non-water related  activities and both will have their own separate debt limits.

Average
Annual Water Services Rate Increase (2027-2034)
6.99%
$169

	· 3 Waters focused decision making within the entity.
· Council activities not constrained by 3 Waters investment requirements.
· Own balance sheet and able to borrow up to 500% of 3 waters revenue and ability to smooth debt profile.
· Financially independent from councils, allowing it to more easily meet the future requirements to produce separate financial statements and water services strategies.
· Directly accountable to its customers / communities for the setting of water charges.
· Improved attraction, training and retention of staff versus in house model options. 
 
	· Government and DIA expectation for Councils to form joint water organisations may result in difficulties in securing WSDP approval. 
· May limit access to Regional Deals.
· Cost of CCO setup and operation.
· Council scale reduced impacting ability to respond to emergency events.
· Reduced ability of Council to influence entity decision making.
· Potential focus on service delivery at the expense of strategic city objectives.


	Option 3: Southland Wide Council Controlled Organisation – One region-wide price 
Shortlisted
	Level of Service – Possible minor improvement

Establishment 
Cost
$7.9m

Operational Cost increase
(per annum)
$9.0m

Impact on Council Debt
minor increase in debt related to changes to the programme to meet statutory requirements. Three Waters related debt will pass to the CCO and Council will be required to provide either a guarantee or
uncalled capital to the CCO of an amount greater than the financial liabilities of the CCO.  Council will continue to be able to borrow for non-water related  activities and both will have their own separate debt limits.

Average
Annual Water Services Rate Increase (2027-2034)
8.56%
$210

	· Aligns with Government expectations that Councils will work together to establish joint water organisations
· 3 Waters focused decision making within the entity.
· Scale will allow improved access to specialists and expertise.
· Own balance sheet and would be able to borrow up to 500% of its three waters revenue
· Financially independent from councils, allowing it to more easily meet the future requirements to produce separate financial statements and water services strategies 
· Directly accountable to its customers / communities for the setting of water charges 
· Improved attraction, training and retention of staff versus in house and stand-alone CCO model options. 
· Improved focus on regional priorities. 
· Potential greater access to Regional Deals.
· Consistent with direction of amalgamation discussions.

	· Adopting a region wide pricing – results in highest cost options for Invercargill ratepayers of all short-listed options.
· Difficult to achieve political agreement across all councils. 
· Without appropriate processes in place, some communities may receive higher proportionate levels of investment than others and the prioritisation of investment may differ or change in timing vs if delivered via council.
· The entity will be able to set three waters prices entirely independently from decisions made by councils, and these decisions may have affordability implications for communities. Economic regulation offers some mitigation. 
· The water services organisation may seek to choose investment options that present the minimum cost to achieve compliance rather than reflecting local community expectations for a higher level of service. 
· Legacy Council scale reduced impacting ability to respond to emergency events. 


	Option 4: Southland Wide Council Controlled Organisation – Phased introduction of a region-wide price
Shortlisted
	Level of Service – Possible minor improvement

Establishment 
Cost
$7.9m

Operational Cost increase
(per annum)
$9.0m

Impact on Council Debt
Impact on Council Debt
minor increase in debt related to changes to the programme to meet statutory requirements. Three Waters related debt will pass to the CCO and Council will be required to provide either a guarantee or
uncalled capital to the CCO of an amount greater than the financial liabilities of the CCO.  Council will continue to be able to borrow for non-water related  activities and both will have their own separate debt limits.

Average
Annual Water Services Rate Increase (2027-2034)
5.21%
$121
	· Aligns with Government expectations that Councils will work together to establish joint water organisations
· 3 Waters focused decision making within the entity.
· Scale will allow improved access to specialists and expertise.
· Own balance sheet and would be able to borrow up to 500% of its three waters revenue
· Financially independent from councils, allowing it to more easily meet the future requirements to produce separate financial statements and water services strategies 
· Directly accountable to its customers / communities for the setting of water charges 
· Improved attraction, training and retention of staff versus in house and stand-alone CCO model options. 
· Improved focus on regional priorities. 
· Potential greater access to Regional Deals.
· Consistent with direction of amalgamation discussions.
· Phased introduction of a region wide price reduces average household costs in the short & medium term for Invercargill City customers. 

	· Difficult to achieve agreement across all councils – in particular, for a phased introduction of region-wide pricing.
· In the medium to long term, risk that the entity would adopt a region wide price which would result in highest cost option for Invercargill ratepayers of all short-listed options.
· Without appropriate processes in place, some communities may receive higher proportionate levels of investment than others and the prioritisation of investment may differ or change in timing vs if delivered via council.
· The entity will be able to set three waters prices entirely independently from decisions made by councils, and these decisions may have affordability implications for communities. Economic regulation offers some mitigation. 
· The water services organisation may seek to choose investment options that present the minimum cost to achieve compliance rather than reflecting local community expectations for a higher level of service. 
· Legacy Council scale reduced impacting ability to respond to emergency events. 
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Next Steps 

Following direction from Council the consultation document will be brought to Council on 11 March 2025 for adoption.  Council will take place alongside the Annual Plan between 13 March to 13 April 2025. 

Following the consultation process, Council is required to submit its Water Service Delivery Plan in September. 


Attachments 


Attachment 1 - Morrison Low, Comparison of Water Delivery Models, Invercargill City Council, February 2025 (A5787339).  
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Figure 1 Average annual waters charge per residential household for shortlisted options
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