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Submission Bounds
2.1 This submission is confined to:

e |AWAI's proposal to introduce growth charges prior to developing and adopting
its own DC Policy; and

e |AWAI's proposal to delay the depreciation of assets containing growth capacity
until material growth materialises.

Submission Summary
3.1 IAWAI should delay its plans to introduce growth charges until after it has developed
and adopted its own DC Policy. A delay is needed for the following reasons:

e to ensure the growth charges can be justified and can be fairly averaged over all
of the closed access networks that will be owned by IAWAI from 1 July 2026;

e to ensure consistency between the definitions and assumptions used to assess
DCs and growth charges; and

e to ensure the administrative processes necessary to set the growth charges for
multi stage developments are simple and transparent from a future property
owner perspective.

3.2 IAWAI should commence the depreciation of its infrastructure in the financial year
following completion to optimise the operating revenue it generates for ongoing
asset replacement in the years ahead.

Understandings

4.1 IAWAI is proposing to impose growth charges on “new builds” from 1 July 2026. The
growth charges will be in addition to any development contributions (“DCs”) or
capital payments made by developers at the time of subdivision or building consent.

4.2 The proposed growth charge rates for water and wastewater for 2026/27 are
$200/HUE (incl GST) and $300/HUE (incl GST).

4.3 Once set; a growth charge will be fixed and will function like a targeted rate on new
builds for a period of 25 years. Growth charges are effectively being used as an
imposed transfer pricing tool between existing and future users of the water and
wastewater networks.
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Once a growth charge has been determined it will not be inflation adjusted.

IAWAI is reserving the right to vary the growth charge rates at its pleasure. The same
growth charge rates apply for all of IAWAI’s closed access water and wastewater
networks.

IAWALI’s justification for imposing growth charges is based on an assertion that “for
many years existing ratepayers have effectively subsidised growth”. No evidence to
support IAWAI’s assertion is provided in the Water Services Strategy (“WSS”).

IAWAI has indicated the proposed growth charges will transfer $46.3M of costs from
existing ratepayers to the owners of new builds over a period of 10 years.

The proposed growth charge rates are based on the adoption of different measures
of demand than IAWAI will be using for the purpose of assessing future DC liabilities
in both Hamilton City and Waikato District.

During the 2026/27 financial year, IAWAI will continue to assess DCs for water and
wastewater in accordance with the operative DC policies of the 2 councils.
Thereafter, IAWAI intends to generate and adopt its own DC policy.

HCC has experienced serious DC revenue leakage with its DC policies over many
years as a result of their design and construction; as well as a number of political
decisions to set DC charges below what is needed to fully recover costs. IAWAI’s
decision to adopt HCC's operative DC policy without modification implicitly results in
an acceptance of avoidable DC revenue leakage in the funding of its future business
activities in Hamilton because it is aware the DC revenue historically received has
been materially less than the revenue outputs generated by HCC’s DC models over
time.

The project cost inputs in WDC’s DC model are out of alignment with both the
revised capital expenditure programme outlined in the Council’s enhanced annual
plan and the water and wastewater projects programmed in the WSS for the
Waikato district. The impact of these misalignments from a DC revenue generation
or “growth pays for growth” perspective cannot be fully assessed. An example is the
rescheduled works at Ngaruawahia WWTP, in response to some long standing
consent noncompliance issues.

The WSS provides for IAWAI to delay the commencement of depreciation on assets
with growth capacity until meaningful growth has commenced. Given that most
infrastructure assets service existing as well as future users, IAWAI’s proposal delays
the recovery of depreciation beyond the completion of the useful life of assetsin a
manner than ensures an ongoing under recovery of replacement costs.

Submitter Concerns and Solutions
Concern 1 — Justification for Introducing Growth Charges

51

It is not possible to assess IAWAI's assertions about ratepayers subsidising growth
without any supporting evidence being provided. Evidence that could support
IAWAI’s position include:
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5.2

53

e An assessment of the contributions historical growth has made towards the total
cost of the depreciation and financing of existing network assets since they were
installed; and

e An assessment of the yet to be recovered costs related to adoption of unrealistic
growth projections and their consequential effects on the timing and cost of
capital expenditure including, but not confined to:

= the generation of HIF loan liabilities in both Hamilton City and Waikato
District well before actual demand is likely to materialise; and,

= the over investment in infrastructure in Hamilton due to politically
inspired delays in the introduction of universal water metering.

In the absence of actual evidence of cross subsidisation between different network
users, IAWAI’s justification for the proposed growth charges risks being reduced to
the status of a stunt or gimmick to introduce transfer pricing between existing and
future users.

This concern is amplified by the IAWAI’s proposal to initially adopt perfectly rounded
growth charge rates for both water and wastewater that can then can be equitably
applied to its many and varied closed access networks and particularly, those
networks that have required little investment in growth over many years. The
inequities generated by averaging and rounding the proposed growth charges are
amplified in locations where universal water metering is already in place.

Solution to Concern 1

5.4

Before implementing the proposed growth charge regime, IAWAI should provide
real evidence that the proposed growth charge rates are fair and equitable and do
not result in the transfer of any costs associated with the adoption of historical
growth projections that were neither realistic nor fit for purpose.

Concern 2 - Mismatches and inconsistencies between Council DC Policies and

Proposed Growth Charge Regime

55

There are some differences between the existing HCC and WDC DC policies and the
supporting financial models that materially impact both the DC charges and the DC
revenue recovered. These include:

e Different assumed capacity lives, demand profiles and interest rates used for
modelling;

e Different methodologies, assumptions and inputs for determining the opening
balances in the financial models;

e Different methodologies and practices adopted to cater for HIF loan projects;

e Different demand conversion factors and GFA measures for generating demand
profiles, setting DC charges and for assessing DCs;

e Different approaches to DC charge setting to account for inflation experienced
between formal policy reviews;

e Different approaches for calculating DCs based on actual rather than assumed
increases in site demand;
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5.6

e Different approaches and funding arrangements for incentivising development
in locations preferred by the council (eg CBD, Peacocke etc in Hamilton);

e Different methodologies for projecting DC revenue in any year at variance to
financial model outputs; and

o Different approaches towards requiring DCs at the time of subdivision.

The policy differences outlined above each can have a material impact on the DC
revenue generated for the various closed access networks that IAWAI will own from
1 July 2026. They call into question the fairness and equity of the proposed growth
charges and how they can be justifiably applied in the coming year.

Solution to Concern 2

5.7

Before implementing the proposed growth charge regime, IAWAI should develop
and adopt its own DC policy to ensure there is full and transparent alignment in a
manner that guarantees fairness and equity in IAWAI’s proposed growth cost
recovery practices in its entirety.

Concern 3 — Setting Growth Charge for Multi Stage New Builds

5.8

The WSS indicates IAWAI can reset the growth charges in the future at its discretion.
When and/or if exercised by IAWAI this feature is certain to generate additional
administrative complexity and ongoing charge transparency issues for multi stage
developments completed over a number of years. The owners of these
developments could include retirement village owners and larger scale commercial
building owners who will be exposed to different charges for each stage that will
also terminate at different times in the future.

Solution to Concern 3

5.9

There is no easy solution that will deliver transparency and ensure demonstrable
fairness to each building owner.

Concern 4 — Proposal to defer the commencement of depreciation for growth assets

until material levels of growth occurs

5.10

5.11

In the WSS, IAWAI has expressed concerns about the increasing costs of delivering
water and wastewater services as well as the need to do everything possible to
practically deliver affordable services in the future.

Generating the revenue necessary to help replace existing assets at the end of their
useful life is essential and this revenue must include the ongoing recovery of
depreciation costs from asset users at the time of use. Otherwise replacement costs
will need to debt funded and recovered later from future users. This situation is
already in play and is one of the reasons IAWAI is having to take on excessive debt at
start-up.

Solution to Concern 4

5.12

IAWAI should commence the depreciation of its infrastructure assets in the financial
year following completion to optimise the operating revenue it generates for
ongoing asset replacement in the years ahead.
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