NAPIER

CITY COUNCIL

Te Kaunihera o Ahuriri

S

Napier Civic Building

AUDIT AND RISK COMMITTEEz ==

e info@napiergovt.nz
www.napier.govt.nz

Open Minutes Attachments

Meeting Date: Wednesday 16 June 2021
Time: 1.00pm
Venue: Council Chamber

Hawke's Bay Regional Council
159 Dalton Street
Napier

TABLE OF CONTENTS

Item 4 Audit and Risk Charter Review

Attachment A Audit and Risk Committee Charter 2021.d0OCX........cceeviveereeiiieeeeeiieenn. 2
Item 7 Local Government Reform

Attachment A Briefing for Napier Local Government...........occcuvvveeeeee e cciiieeeee e e 8
Attachment B Timeline for RefOrM . ....ooo i 15

Attachment C Advancing the Evidence Base - 3 Waters reform ..........cccccccveeeeiiennns 16



Audit and Risk Committee - 16 June 2021 — Audit and Risk Charter — June 2021 Item 4

Attachment A

NAPIER

S

CITY COUNCIL
Te Kaunihera o Ahuriri

Audit and Risk Committee Charter

Approved by Council

Department Corporate Services

Original Approved Date 18 September 2018 Review Approval Date 16 June 2021

Next Review Deadline 16 June 2023 Control Doc ID 325090

Relevant Legislation Local Government Act 2002

NCC Documents Referenced Code of Ethics

Objective

The objective of the Audit and Risk Committee (the Committee) is to provide independent, objective
assurance and assistance to the Napier City Council (the Council) on the Council’s governance, risk
management, internal control and compliance frameworks, and its external accountability responsibilities.

Authority

The Napier City Council, at its meeting on 2 November 2016, re-established the Audit and Risk Committee
for the 2016-19 triennial. The Council authorises the Committee, within the scope of its role and
responsibilities, to:

e obtain any information it needs from any employee and/or external party (subject to their legal
obligation to protect information);

e discuss any matters with the external auditor, or other external parties (subject to confidentiality
considerations);

e request the attendance of any employee, including the Chief Executive, the Director of Corporate
Services and the Chief Financial Officer at Committee meetings; and

* obtain external legal or other professional advice, as considered necessary to meet its responsibilities, at
the Council’s expense.

Composition and Tenure

The Committee will consist of seven members appointed by the Council. These must include the Mayor,
the Chair of the Prosperous Napier Committee and the Deputy Chair of the Prosperous Napier Committee
(or other nominated person) and a representative from the Maori Committee. The Council will also select
up to three independent members.

The Napier City Council will appoint the chairperson of the Committee.

Members will be appointed for an initial period not exceeding three years after which they will be eligible
for extension or re-appointment, after a formal review of their performance.

Council representatives on the Committee will carry out their duties as outlined in the Charter, recognizing
the difference in role of the Committee compared to Councillor community advocate.

The Chief Executive, the Director of Corporate Services and the Chief Financial Officer will not be members
of the Committee, but may attend meetings as observers as determined by the Chairperson.
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The members, taken collectively, will have a broad range of skills and experience relevant to the operations
of the Council. At least one independent member of the Committee should have accounting or related
financial management experience with an understanding of accounting and auditing standards in a public
sector environment together with a strong background in infrastructure, corporate governance and risk.

Role and Responsibilities

The Committee has no executive powers and will conduct itself in accordance with the values and ethics of
the Council.

The Committee is directly responsible and accountable to the Council for the exercise of its responsibilities.
In carrying out its responsibilities, the Committee must at all times recognise that primary responsibility for
management of the Council rests with the Chief Executive.

The responsibilities of the Committee may be revised or expanded in consultation with, or as requested by,
the Napier City Council from time to time.

Risk Management
The Committee's responsibilities are to:

e review whether management has in place a current and comprehensive risk management framework,
and associated procedures for effective identification and management of Napier City Council’s financial
and business risks, including fraud;

o review whether a sound and effective approach has been followed in developing strategic risk
management plans for major projects or undertakings;

* review the effect of the Council’s risk management framework on its control environment and insurance
arrangements;

* review whether a sound and effective approach has been followed in establishing the Council’s business
continuity planning arrangements, including whether disaster recovery plans have been tested
periodically; and

* review the Council’s internal controls in relation to preventing fraud and satisfy itself that the Council
has appropriate processes and systems in place to capture and effectively investigate fraud-related
information and to ensure appropriate action is taken against known perpetrators of fraud.

Health and Safety

e review key risks of the Council in the areas of safety, occupational health and environmental
issues.

safe working environment is sound and effective.
* review compliance of relevant laws, regulations and operational policies and standards.

« review the establishment and tracking of measurable workplace health, safety and
environment key targets.

Control Framework
The Committee's responsibilities are to:

e review whether management's approach to maintaining an effective internal control framewark,
including over external parties such as contractors and advisers, is sound and effective;
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review whether management has in place relevant policies and procedures, and that these are
periodically reviewed and updated;

determine whether the appropriate processes are in place to assess, at least once a year, whether policies
and procedures are complied with;

review whether appropriate policies and procedures are in place for the management and exercise of
delegations;

consider how management identifies any required changes to the design or implementation of internal
controls; and

review whether management has taken steps to embed a culture which is committed to ethical and
lawful behavior.

External Accountability

The Committee's responsibilities are to:

L]

review the financial statements and provide advice to the Council, including whether appropriate action
has been taken in response to audit recommendations and adjustments;

satisfy itself that the financial statements are supported by appropriate management sign-off on the
statements and on the adequacy of the systems of internal controls;

review the processes in place designed to ensure that financial information included in the Council’s
annual report is consistent with the signed financial statements;

review the processes and risk assessment are in place for the development and adoption of the
Council’s Long Term Plan;

satisfy itself that the Council has appropriate mechanisms in place to review and implement, where
appropriate, relevant external audit reports and recommendations; and

satisfy itself that the Council has a performance management framework that is linked to organisational
objectives and outcomes.

Legislative Compliance

The Committee's responsibilities are to:

determine whether management has appropriately considered legal and compliance risks as part of the
Council’s risk assessment and management arrangements; and

review the effectiveness of the system for monitoring the Council’s compliance with relevant laws,
regulations, and associated government policies.

Internal Audit

The Committee's responsibilities are to:

act as a forum for communication between the Chief Executive, senior management, and internal and
external auditors;

e review the internal audit coverage and annual work plan, ensure that the plan is based on the Council’s
risk management plan, and recommend approval of the plan on behalf of the Council;

* advise the Mayor and Chief Executive on the adequacy of resources to carry out the internal audit,
including completion of the approved internal audit plan;

* oversee the co-ordination of audit programs conducted by the internal and external auditors and other
review functions;

o review all audit reports and provide advice to the Council on significant issues identified in audit reports
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and action taken on issues raised, including identification and dissemination of good practice;
* monitor management's implementation of the internal auditor's recommendations;

s review the internal audit charter to ensure that appropriate organisational structures, authaority, access,
and reporting arrangements are in place;

* provide advice to the Council on the appointment of the Head of Internal Audit (in the case of an in-house
internal audit function);

o recommend the appointment of the internal auditor;
* periodically review the performance and effectiveness of the internal auditor; and

¢ be satisfied that any dismissal of the Head of Internal Audit is based on proper and appropriate reasons,
to safeguard the independence of the audit function.

External Audit
The Committee's responsibilities are to:

* act as a forum for communication between the Chief Executive, senior management, and internal and
external auditors;

e provide input and feedback on the financial statements and the audit coverage proposed by the
external auditor, and provide feedback on the audit services provided;

* review all external plans and reports for planned or completed audits and monitor management's
implementation of audit recommendations;

* oversee the co-ordination of audit programs conducted by the internal and external auditors and other
review functions: and

* provide advice to the Council and Chief executive on action taken on significant issues raised in relevant
external audit reports and good practice guides.
Governance

Responsibilities of Committee Members

Members of the Committee are expected to:

e express opinions frankly, ask questions that go to the core of the issue, and pursue independent lines of
enquiry;

* provide the governance test and challenge to ensure there is organisational improvement and strong
risk management processes;

* contribute the time needed to study and understand the papers provided; and
o apply good analytical skills, objectivity, and good judgment;

Reporting

The Committee will regularly, but at least once a year, report to the Council on its operation and activities
during the year. The report should include:

¢ asummary of the work the Committee performed to fully discharge its responsibilities during the
preceding year;

e asummary of the Council’s progress in addressing the findings and recommendations made in internal
and external audit reports, and the Auditor-General's reports (if applicable);

e an overall assessment of the Council’s risk, control, and compliance framework, including details of any
significant emerging risks or legislative changes; and

* details of meetings, including the number of meetings held during the relevant period and the number
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of meetings each member attended.

The Committee may, at any time, report to the Chief Executive or the Council any other matter it deems of
sufficient importance to do so. In addition, at any time an individual Committee member may request a
meeting with the Chief Executive or the Council.

Administrative Arrangements

Meetings

The Committee will meet at least four times each year. A special meeting may be held to review the annual
report.

From time to time additional meetings may be required to consider matters outside of normal meeting
cycles.

The Chairperson is required to call a meeting if requested to do so by the Council, Chief Executive or
another Committee member,

A meeting plan, including dates and agenda items, will be agreed by the Committee each year. The
meeting plan will cover all of the Committee's responsibilities as detailed in this charter.

Attendance at Meetings and Quorums

A quorum will consist of a majority of Committee members including at least one independent member.
Meetings can be held in person, by telephone, or by video conference.

The Head of Internal Audit and external audit representatives will be invited to attend each meeting, unless
requested not to do so by the Chairperson of the Committee.

The Chief Executive may be invited to attend Committee meetings to participate in specific discussions or
provide strategic briefings to the Committee. The Committee may also ask other employees to attend
Committee meetings or participate for certain agenda items.

The Committee will meet separately with both the internal and external auditors at least once a year.
Secretariat

The Chief Executive will appoint a person to provide secretariat support to the Committee. The Secretariat
will ensure that the agenda for each meeting and supporting papers are circulated, after approval from the
Chairperson, at least one week before the meeting, and ensure that the minutes of the meetings are
prepared and maintained. Minutes must be approved by the Chairperson and circulated within two weeks
of the meeting to each member and Committee observers, as appropriate.

Conflicts of Interest

Once a year, Committee members will provide written declarations to the Mayor, stating they do not have
any conflicts of interest that would preclude them from being members of the Committee.

Committee members must declare any conflicts of interest at the start of each meeting or before
discussion of the relevant agenda item or topic. Details of any conflicts of interest should be appropriately
recorded in the minutes.

Where any member is deemed to have a real, or perceived, conflict of interest at a Committee meeting, it
may be appropriate that they are excused from Committee deliberations on the issue where the conflict of
interest exists.

Induction

New members will receive relevant information and briefings on their appointment to assist them to meet
their Committee responsibilities.
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The Chairperson of the Committee, in consultation with the Mayor, will initiate a review of the
performance of the Committee at least once every two years. The review will be conducted on a self-
assessment basis (unless otherwise determined by the Mayor) with appropriate input sought from the
Chief Executive, the internal and external auditors, management, and any other relevant stakeholders, as

determined by the Mayor in discussion with the chairperson of the Committee.

Review of Charter

At least once every 2 years, the Committee will review this charter. This review will include consultation
with the Council. Any substantive changes to the charter will be recommended by the Committee and

formally approved by the Council.

Policy Review
The review timeframe of this policy will be no longer than every two years.

Document Control History

Version Reviewer Change Detail Date

1.0.0 Caroline Thomson Initial publication 14 December 2016

2.0.0 Caroline Thomson Review process 01 August 2018

3.0.0 Caroline Thomson Republication (nb: version control issues) 18 September 2018

4.0.0 Raewyn Robertson Review process and add in Health and Safety 20 March 2020

5.0.0 Caroline Thomson Review process, change to composition of 16 June 2021
committee, minor additions
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Te Arotake Future For
Local Government

Background Material - Local Government Workshop

Date: 16 June 2021
Time: 9.00am-12noon
Venue: War Memorial Centre, 48 Marine Parade, Napier
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Agenda

1. Mihi Whakatau and Welcome
2. Brief overview of Te Arotake Future for Local Government

3. Workshop - Exploring existing strengths/successes and future opportunities
for local government

4. Morning Tea
5. Workshop Report Back and Panel Reflections

6. Next steps
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Terms of Reference
Purpose of the Review

“Identify how our system of local democracy
and governance needs to evolve over the next
30 years to improve the wellbeing of
community and environment and actively
embody the Treaty partnership”
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Terms of Reference
Scope of the Review

»What local government does, how it does it
and how it pays for it

»The Review will look at local government:
a.  Role, functions and partnerships
b. Representation and governance
c. Funding and financing
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Terms of Reference

Minister is seeking recommendations that achieve:
» a resilient and sustainable LG system, fit for purpose and
able to adapt to the future needs of local communities;
» public trust/confidence;

» effective partnerships between mana whenua and central
and local government for the wellbeing of communities;
and

» a system that actively embodies the Treaty partnership
including through the role and representation of iwi/Maori
in local government.

S T

ltem 7 Attachment A

- 99))IWIWIO0D YSIY PUE JPNY

09 2207 40} Buyelg — T2Z0Z unr 9T

JUBWIUIdA

V juswyoeny

L way



Many future trends will shape Ne
communities and local government

Examples include:

»Social - more diverse & aging population,
changing community values

» Technological - social media, big data & micro-
mobility

»Environmental - climate change & natural hazard
»Economic - future of work & housing affordabi
»Political - Te Tiriti & co-governance
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Questions: Exploring strength
successes and future opportuni

»What have we got now that we don’t wa
to lose? (existing strengths and successes)

»What opportunities should local governmen
focus on, that will help support the
wellbeing of communities?

»Early - next few years
»Longer-term - up to 30yrs
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Advancing the evidence base — Three Waters Reforms
programme

Key messages

About the Reports

Phase two analysis — advancing the evidence base

The Department, in partnership with the Steering Committee, is releasing a second
tranche of evidence-based reports, commissioned to inform the case for change for
the Three Waters Reform Programme.

This analysis further demonstrates the need for reform and its potential benefits and
addresses key questions raised by local government members through recent
engagements.

Page 1 of 10
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The analysis uses the Rfl data provided by councils and publicly available information,
including international benchmarks, to undertake economic analysis of reform
options.

This information release provides national-level analysis on the case for change (the
size of infrastructure investment need into the future, and how reform options could
help us meet this in a more affordable way) — WICS Phase 2.

The release includes two independent reviews of the WICS Phase 2 methodology and
assumptions to ensure it is fit-for-purpose in a New Zealand context — undertaken by
Beca and Farrierswier.

The release also contains a broader economic analysis on the potential impacts of
reform on the economy and workforce — Deloitte report.

This national level information release is just one part of a series of information
packages the Department will provide to support understanding of the potential
impacts and opportunities of reform at a national and local level.

Further council-specific analysis and supporting information will be provided in the
coming months as key decisions are taken by Cabinet, including on the number and
boundaries of new water services entities.

Background on Phase 1 information

[ ]

In December 2020 the Department of Internal Affairs (the Department) released a
package of information on the case for change, commissioned as part of the Three
Waters Reform Programme.

This early analysis was conducted by the Water Industry Commission for Scotland
(WICS), a respected three waters economic regulator familiar with the New Zealand
context and with experience of water services reform in the United Kingdom and
parts of the European Union.

The Phase 1 report was high level and directional in nature as it used publicly
accessible council information. Several limitations were noted at the time, including
not accounting for population growth. However, the report provided was valuable in
providing an early indicative view on the size of New Zealand'’s three waters
infrastructure deficit and the potential benefits of reform

Local government representatives have expressed concerns over the validity of parts
of this analysis (particularly the size of the investment deficit and potential
efficiencies of scale) and its applicability to the New Zealand context.

The Rfl process

In late 2020/early 2021 councils undertook a request for information (Rfl) as part of
the Three Waters Reform Programme.

This Rfl provided up-to-date and more detailed information at a local level to inform
further economic analysis, and other commercial and financial analysis as part of the
reform programme.

Page 2 of 10
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e This process represents a major undertaking by the local government sector to
improve the state of knowledge and understanding about three waters assets,
network performance, service delivery costs, commercial arrangements, and future
investment requirements and is no small feat.

e Given the timeframes with which councils had to complete the Rfl, not all
information provided could be audited or fully researched. To reflect this, the
Department and WICS asked councils to apply confidence grades to their raw data.

e This will of course mean there is variability across the country in this foundational
data, and it should be treated as indicative and reflective of the point in time at
which it was commissioned and provided.

® The analysis has also been informed by emerging draft long-term plans that councils
have been producing during this period.

Key findings
WICS Phase 2

e The WICS Phase 2 report builds on the findings of the earlier report to provide a
more up-to-date analysis. The key findings of the report are in three parts:

1. The modelling indicates a likely range for future investment requirements at a
national level in the order of $120 billion to $185 billion. This investment is
estimated as necessary for New Zealand to meet current levels of compliance
that water utilities in the United Kingdom achieve with EU standards over the
next 30 years. These standards are assessed by WICS (and confirmed by Beca)
to be broadly comparable with equivalent New Zealand standards.

2. WICS assesses the scope for efficiency by looking at the performance of
regulated water utilities in the United Kingdom and making adjustments to
take account of factors specific to the New Zealand context. It demonstrates
that New Zealand’s Three Waters sector is in a broadly similar position to
Scotland in 2002, in terms of relative operating efficiency and levels of
service. In just under two decades, Scottish Water has lowered its unit costs
by 45% and closed the levels of service gap on the best-performing water
companies in the United Kingdom. WICS considers that New Zealand can
achieve similar outcomes to Scottish Water over a longer period (30 years).

3. WICS has analysed around 30 possible aggregation scenarios, reflecting the
large number of possible number and boundary configurations. The WICS
analysis shows that scenarios ranging from one to four entities provide the
greatest opportunities for scale efficiencies and related benefits in terms of
improved levels of service and more affordable household hills (when
compared against the likely outcomes ‘without reform’).

Farrierswier independent review of WICS findings

e Farrierswier find that the overall approach WICS takes to its analysis should give
reasonable estimates in terms of direction and order of magnitude.

Page 3 of 10
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They note that there are certain limitations associated with the analysis which
decision-makers should be mindful of, which relate to estimating the level of future
investment requirements and potential efficiency savings that could be realised,
particularly given differences in the nuances of the New Zealand regulatory and
policy context.

While their review highlights several limitations associated with the analysis, they
note that these are inherent and to be expected in modelling of this kind.
Farrierswier also find that WICS” approach to addressing these limitations appears
reasonable.

Farrierswier notes that the approach WICS takes to assessing the potential efficiency
gains appears reasonable but care needs to be taken in translating overseas
experience into a New Zealand context. They agree with WICS on the factors that will
promote efficiency gains in the water sector, including the quality of management,
clear policy priorities, and an appropriate economic regulatory regime.

Farrierswier also explored the relevant literature to test whether any concerns arise
that amalgamation might lead to water entities becoming large enough that
diseconomies of scale may emerge. Their view is that the amalgamation scenarios
under consideration — with entity sizes that do not exceed 2 million connected
citizens — do not appear to include entities of a size that give rise to concerns about
diseconomies of scale.

Beca independent review of WICS findings

Beca reviewed the standards and practices in the United Kingdom three waters
industry and their relevance to New Zealand given WICS has used United Kingdom
data and benchmarks as part of its analysis.

The Beca report considers that, on balance, the forecasts from WICS modelling may
underestimate the estimated investment requirements and timeframes, suggesting
that WICS modelling of future investment may be conservative.

Deloitte industry development study and economic impact assessment

[ ]

Deloitte has undertaken a comprehensive study of the economic impacts of reform
and the implications for affected industries. Key findings in their report include:

o The reform is forecast to impact every corner of the economy and is
estimated to increase Gross Domestic Product (GDP) by $14.4 billion to $23
billion in present value terms over the next 30 years when compared to the
likely outcomes without reform. In relative terms this increased economic
activity equates to an average increase in GDP of 0.3% - 0.5% per annum.

o Every region is expected to be positively impacted by reform in terms of
GDP and employment growth.

0

Reform is expected to support significant job creation across the economy.
Relative to the counterfactual, the reforms are estimated to result in an extra
5,800 to 9,300 additional FTE jobs between 2022 and 2051.

Page 4 of 10
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o Average real annual wages are expected to increase by 0.16% - 0.26% over
the period from 2022 to 2051. The increase in real wages mainly reflects a
projected increase in labour productivity.

o The additional jobs are expected to be spread across a broad range of
sectors. While there is likely to be changes in the configuration of jobs in the
water sector and its supply chain in the short to medium term. Over 30 years
significant growth of up to 80% is anticipated in the water sector workforce,
presenting significant opportunities for employment growth, specialisation
and increased career opportunities.

o The report highlights a wide range of opportunities and challenges for the
implementation of the reforms relating to the workforce, supply chain,
management of the capital investment programme, innovation and
productivity.

Frequently Asked Questions

When will councils receive council-specific analysis and Cabinet decisions?

Cabinet is expected to take and communicate decisions on key design features of the new
water services entities (including the numbers and boundaries of these entities) over the
coming months.

Once these decisions have been taken, the Department will provide councils with a package
of information to help their communities understand the local implications of the proposed
reforms.

How is this information base informing advice to Government on reform proposals?

The analysis by the Water Industry Commission (WICS) for Scotland has helped to inform
decisions around the optimal number and boundary of water service entities. While an
important input, it has been considered alongside analysis of other factors, including
community of interest considerations, alignment with regulatory catchments and
rohe/takiwa.

Two independent reviews were commissioned to provide assurance regarding the
robustness of the WICS modelling and their appropriateness as a basis for policy advice:

e Farrierswier reviewed the methodology and underpinning assumptions applied by
WICS and found that the overall approach WICS took to modelling the potential
impact of amalgamation of water entities and associated reforms should give
reasonable estimates of the direction and scale of impacts.

e Beca reviewed the standards and practices that apply in the United Kingdom three
waters industry and how relevant these are for a New Zealand context, given WICS
has used United Kingdom data and benchmarks to assess the future investment
requirement for New Zealand. The Beca report considers that, on balance, the
forecasts from WICS modelling may underestimate the investment requirements and

Page 5 of 10
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timeframes, suggesting that WICS modelling of future investment may be
conservative.

How do the WICS Phase 2 estimates of future investment requirements compare with its
earlier analysis?

The full investment requirement estimated by WICS in its Phase 1 study is between $70 and
$96 billion. This compares to an investment requirement anticipated by the Phase 2 analysis
of between $120 billion and $185 billion.

It is important to note that while the investment figures commonly quoted from the WICS
Phase 1 analysis identify a $27 to $46 billion range, this only represents the investment likely
to be required to upgrade the existing asset base. It does not include the costs associated
with maintaining and refurbishing existing or new assets over the 30 year period, which
WICS estimated would cost an additional $43 to $50 billion.

The Phase 2 analysis builds on the earlier work by making use of more up-to-date
information collected from councils through the substantive Request for Information process
conducted in late 2020 and makes allowance for population growth and council-reported
rates of connection. The Phase 2 figures estimate the costs of upgrading the existing asset
base at between 557 to $100 billion and of maintaining and refurbishing existing or new
assets at between $63 to $85 billion.

What do these documents tell us about why reform is needed?

WICS analysis demonstrates the affordability challenges that local authorities are likely to
face in the absence of reform. The cost increases that households are likely to experience
without reform will be significant, and likely unaffordable for smaller and more remote
communities. In rural councils, average household costs would need to increase by between
three and 13 times current costs. For provincial councils the increase is expected to be
between two and eight times, while for metropolitan councils it is between 1.5 and seven
times current costs.

The Deloitte work demonstrates the potential economic benefits that reform enables by
addressing the systemic challenges within the sector, including the affordability challenges
faced by councils. By enabling investment to be delivered at a faster and more efficient rate,
reforms are forecast to enable an increase in Gross Domestic Product (GDP) by $14 billion to
$23 billion over the next 30 years.

What do these documents tell us about the impacts of reform and how these are
distributed across NZ?

The Deloitte analysis shows that while the economic impacts are distributed differently
depending on the relative size, labour market and industry structure of regions, every region

is expected to be positively impacted by reform in terms of GDP and employment growth.
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In particular, many rural and provincial areas are expected to enjoy the highest economic
impact relative to their current levels of GDP and employment. This is consistent with the
evidence from reforms overseas which shows that reform provides greater opportunities for
investment to maintain and refurbish water infrastructure, much of which tends to be
located close to communities (e.g. underground pipes).

Metropolitan areas experience significant increases in employment and GDP, and while
these are relatively lower when compared to current economic activity for these areas, they
represent a large share of the national benefits (for instance Auckland’s increase in GDP
represents 27% of the total increase across the country).

What impact are the reforms likely to have on local water bills/affordability of world class
three waters services?

The WICS analysis provides us with a better understanding of how future water service bills
might compare in scenarios with or without reform, under a range of different aggregation
scenarios. Without reform, councils will still be required to meet the same future investment
requirements associated with meeting regulatory standards. Average household costs will
need to increase to address historic underinvestment and enable compliance with these
standards. WICS analysis shows that these price increases would be far lower as a result of
reform.

Results of selected WICS aggregation scenarios

Scanario Without reform* With reform
Lowest Highest Variance Lowest Highest Variance
average average in bills average average in bills
household  household household household
bill in 2051 ' Rj|l in 2051 bill in 2051  bill in 2051

13 entities $1,200 $3,600 300%

5 entities $S800 $1,800 230%

4 entities | $1,900 513,900 730% S800 $1,600 200%

3 entities $800 $1,600 200%

2 entities $1,000 $1,600 160%

What is the estimated economic impact of proceeding with the reforms

The reforms are forecast to impact every corner of the economy and could see Gross
Domestic Product (GDP) expand by $14 billion to $23 billion over the next 30 years. This
represents 4.4 per cent to 7.1 per cent of the total New Zealand economy. In relative terms,
this increased economic activity equates to an average increase in GDP of 0.3 per cent to 0.5
per cent per annum.
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The benefits of reform are widespread, with all regions, and in particular provincial and rural
areas, expected to experience significant increases in GDP compared to current levels.

The reforms are expected to support additional jobs across the economy. Relative to the
likely outcomes without reform, New Zealand could have on average an additional 5,900 to
9,300 full-time equivalent (FTE) jobs between 2022 and 2051.

How will reform impact on the water sector workforce?

Total employment within the water sector is expected to increase by up to 80 per cent over
the medium to longer term as a result of the proposed reforms. However, the composition
of the water sector is expected to change, particularly over the transition period, as some
industry professionals take this as an opportunity to make career changes or pursue
opportunities in other parts of local government (where employment is also expected to
increase). Over time, as investment in more efficient systems and processes for delivering
the three waters takes effect, and as the sector matures, the workforce is likely to become
more specialised with more attractive career pathways.

How will the proposed reforms impact the wider employment outlook?

Reform is expected to support significant job creation across the economy, resulting in an
extra 5,800 to 9,300 additional jobs over the next 30 years. Average real annual wages are
expected to increase by 0.16% - 0.26% over the same period, reflecting an increase in
productivity and higher skilled employment opportunities.

The additional jobs are expected to be spread across a broad range of sectors and regions.
Consistent with the evidence from reforms carried out overseas, Deloitte estimates that
employment in many rural and provincial areas is likely to increase at a higher rate relative
to the national rate of increase. This reflects the increase in opportunities for investment to
maintain and refurbish water infrastructure that is located closer to the communities it
serves.

Why are we using a Scottish regulator to inform a New Zealand reform?

The Water Industry Commission for Scotland (WICS) is a respected three waters economic
regulator, familiar with the New Zealand context and with experience of water services
reform in the United Kingdom and parts of the European Union. WICS particular set of skills
and experience is particularly valuable in New Zealand due to the relative lack of maturity in
the water services sector.

A key policy consideration throughout the reform process is that proposed new service
delivery arrangements must take into account New Zealand communities’ conditions and
circumstances. The Department and the Steering Committee have benefited from the
experience and support of WICS in understanding the economic costs, benefits and likely
efficiency gains possible under various reform scenarios.
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The reviews conducted by both Farrierswier and Beca also provide further assurance that
the approach is robust and appropriate for the New Zealand context. Furthermore, the
Department’s policy advice has examined other reform models including Tasmania, Australia
and experience in other parts of the United Kingdom.

What has been done to ensure that the WICS analysis is relevant for New Zealand?

The two independent reviews conducted by Farrierswier and Beca have commented on the
extent to which different parts of the WICS analysis are relevant for a New Zealand context.

Farrierswier have reviewed WICS' efficiency assumptions and the potential for these to be
realised in a New Zealand setting and agree with WICS on the key factors that will promote
efficiency gains in the water sector, including around good quality governance and
management, clear and effective policy direction, and economic regulation. Farrierswier also
agree with WICS that reform provides significant opportunities to improve the efficiency of
the future New Zealand water industry. They note that there are several factors that may
lead to the New Zealand water industry experiencing lower levels of operating efficiency
than the United Kingdom, including low levels of productivity growth, high construction
costs and skills constraints. These factors are being considered by Department of Internal
Affairs officials as part of work to ensure the wider industry is able to gear up to play its part
to support the reform objectives.

Beca reviewed the standards and practices that apply in the United Kingdom three waters
industry and how relevant these are for a New Zealand context, given WICS has used United
Kingdom data and benchmarks to assess the future investment requirement for

New Zealand. Beca consider that, on balance, the forecasts from WICS modelling may
underestimate the estimated investment requirements and timeframes due to differences in
governance arrangements, consideration of iwi goals and aspirations, seismic and resilience
risk, and lack of good quality information on asset, particularly those underground. This
suggests that WICS modelling of future investment may be conservative.

What are the limitations on achieving the proposed efficiencies through reform?

Both WICS and Farrierswier note that the ability for new water services entities to realise the
efficiency gains possible through reform depends on several preconditions being met. These
include that:

most councils opt into the reform programme
the entities have effective governance arrangements
the entities will be able to attract and retain appropriately skilled management
policy decision-making on water quality and other matters is effective
effective economic regulation and other governance reform is established
the entities have access to the necessary resources to

o fund establishment

o make the required expenditures to achieve efficiencies

. & & & & °
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The Government is actively considering each of these preconditions as it decides on its
preferred reform approach.

Do the proposed reforms have a ‘tipping point’ where diseconomies of scale kick in?

Farrierswier has reviewed relevant studies on the economies of scale associated with three
waters services and concluded that:

“the amalgamation scenarios that DIA is considering do not appear to include entities
of a size that give rise to concerns about diseconomies of scale (i.e. as being too
large)”
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