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1. Executive Summary  

The Ruataniwha Water Storage Scheme (“RWSS” or “Scheme”) is a proposed long-term 

sustainable water storage solution for the Tukituki Catchment, this being one of the larger 

catchments in Hawke‟s Bay. Through the construction of a dam on the upper Makaroro River 

and associated distribution system, the Scheme will store high winter flows for irrigation use 

during summer when pressure on water resource in the Tukituki Catchment is the greatest, as 

well as generating renewable electricity. In doing so, RWSS will help mitigate environmental 

degradation of the Tukituki Catchment, while unlocking a significant regional economic 

opportunity through the provision of water through irrigation for more productive and higher 

value farming on the Ruataniwha Plains. 

As sponsor and promoter of the RWSS, the Hawke‟s Bay Regional Investment Company 

Limited (“HBRIC Ltd”) is looking to invest up to $80 million in the Scheme. As the investment 

arm of the Hawke‟s Bay Regional Council (“Council”), HBRIC Ltd is now seeking Council 

approval to release funds for investment in the Scheme thereby enabling HBRIC Ltd to take a 

significant equity stake. As is customary, sponsor approval is one of the key steps for other 

investor parties in finalising their respective approval processes to invest in the RWSS. 

The RWSS provides a compelling investment proposition for HBRIC Ltd and the Council. It 

aligns with HBRIC Ltd‟s strategic objectives, which focus on active investment management 

incorporating both financial and strategic returns from investment decisions. Furthermore, the 

Scheme fits within Council‟s strategic agenda, targeting sustainable natural resource 

management where the Scheme is part of an integrated approach to managing the Tukituki 

Catchment. Importantly, RWSS will achieve commercial viability
1
, will build shareholder value, 

and in time distribute increased dividends to the Council. Through a combination of returns from 

the Scheme and from Napier Port, HBRIC Ltd will sustain, and ultimately improve the Council‟s 

financial position. It is, therefore, HBRIC Ltd‟s recommendation that the Council approve the 

investment proposal (subject to conditions precedent). 

If the Board of Inquiry does grant consent for the RWSS to proceed, the terms and conditions of 

that consent must be favourable from an investor point of view.  The BOI is due to release their 

draft decision on 15 April 2014. 

RWSS is intended to be a key component of the integrated management of the 

Tukituki Catchment  

The current environmental issues associated with the Tukituki Catchment occur during the 

summer months when river flows are lowest. Generally there is a nutrient imbalance in the 

system with excessive phosphorus generating slime and algae growth. In addition, current 

water allocation exceeds Regional Plan limits contributing to frequent very low flows during 

summer. This, combined with the braided nature of the river bed, leads to the warming of river 

water, accelerating slime and algae growth.  The low flows reduce habitat for trout and various 

taonga species (longfin eel, koaro, and bluegill bully), and the slime and algae growth impacts 

on the recreational value of the river. 

Increasing minimum flows and setting appropriate nutrient levels will improve environmental 

and cultural outcomes. Tukituki Plan Change 6 (a land and water management plan) has been 

developed to achieve these benefits, and is currently subject to a decision through a Board of 

Inquiry (“BOI”) process under the management of the Environmental Protection Authority 

                                                      
1
 For the purposes of this document, „Commercial Viability‟ refers to satisfying a private investors risk-adjusted 

return requirements at a water price that farmers are able to afford. 
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(“EPA”). However, to improve flows, water user allocation limits will need to be adjusted 

resulting in existing irrigators having significantly reduced security of supply, with resulting 

economic impact. Furthermore, given water allocation and quality issues, there is little or no 

prospect of substantial additional irrigation development in the Tukituki Catchment through 

groundwater abstraction or surface water takes.  

Working in tandem with Plan Change 6, the RWSS will allow the Council to improve water 

quality and minimum flows, while off-setting the economic impacts of Plan Change 6. 

Furthermore, the RWSS will actually unlock the significant agriculture potential of the Tukituki 

Catchment through providing high reliability water for irrigation, allowing further economic 

development. This is particularly important for the future of the Hawke‟s Bay economy where 

the temperate climate and high sunshine hours offer a key competitive advantage for the 

Region through primary production and processing of food for export. While the Region 

contributes 3.4% of national gross domestic product (“GDP”), primary production and 

processing is more than double this at over 7%. Additionally, the RWSS will, to the extent of its 

area of influence, assist in buffering the regional economy from the predicted impacts of climate 

change, with forecasts suggesting a drying trend with more droughts.   

HBRIC Ltd notes that should the RWSS not proceed a decision on Plan Change 6 will proceed 

with the detail to be determined by the BOI.  It is reasonable to assume that the environmental 

requirements will be more stringent than those prevailing today. 

The potential environmental and economic benefits attributable to the RWSS are 

significant 

The motivation behind the development of the RWSS has been firmly focused on capturing 

environmental, economic, and social value. The Scheme has the potential to increase farm 

productivity and allow higher value farming through irrigating c. 25,000 hectares (and an 

additional 17,000 hectare direct area of influence) on the Ruataniwha Plains and further down 

the Tukituki Catchment. The RWSS will also introduce „environmental flows‟ into the Tukituki 

Catchment with associated environmental value.  

The net present value of the ongoing regional economic impacts attributable to the Scheme is 

estimated to be c. $4 billion and with the creation of 2,520 full-time equivalent jobs. While 

farming and farm-support industries make up a large contribution to economic value, processing 

and processing support industries make an almost equal contribution. Just over half of the 

ongoing employment and value added (GDP) impacts (excluding processing) occur within 

agriculture. The balance is spread across rural contracting, wholesale and retail trade, transport 

and storage, and services (for example, vet services, repair services and local government). 

Furthermore, the increase in farming production and processed product is expected to go 

almost entirely to export, increasing shipping through the Napier Port, and associated returns. 

In addition, ancillary environmental and economic benefits associated with the Scheme are 

estimated to be $51 million to $78 million. These ancillary benefits fall into two groups: 

 The direct environmental benefits brought about by proposed flushing flows which „flush‟ 

part of the river removing slime and algae, and increased river flows in summer, 

resulting from irrigation return flows; and 

 The ability for the Scheme to offset the economic cost to the Hawke‟s Bay economy that 

would occur through the implementation of the new minimum flow regime in Tukituki 

Plan Change 6 which has been proposed for environmental reasons. 

In addition to quantifiable benefits, other benefits include the potential ability of the Scheme to 

offset the economic costs associated with the implementation of seasonal limits in Plan Change 

6 which have been proposed for environmental reasons; the improvement of the extreme low 
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flows in the Waipawa and lower Tukituki Rivers; and greater ability to introduce and align farm 

management practices with good environmental stewardship through the implementation of 

farm environmental management plans for all landowners that receive Scheme water. 

The access to water is transparently priced 

There has been much debate over the affordability of Scheme water and the volumetric charge 

through a take-or-pay pricing mechanism. However, the pricing structure is necessary for 

determining affordability of construction, the required blend of private and public funding, and 

the assessment of a viable level of water uptake. Furthermore, the RWSS water price is 

comparable to new and or upgraded schemes in New Zealand. The price also internalizes both 

the environmental benefits and costs of the Scheme. 

There has also been some public comment that the water price range of 25 – 27 cents per 

cubic metre (c/m
3
) will only make water affordable for dairy farming. Conversely, other 

opponents of the RWSS have stated that the water price renders dairy unaffordable. Based on 

Expressions of Interest from farmers who are interested in contracting Scheme water, neither 

view is accurate: indications suggest a blend of land uses including arable, mixed arable, red 

meat, and dairy will result. In time HBRIC Ltd is also of the view that horticultural land use 

options are likely to emerge as the Scheme will be able to move additional water down the 

Tukituki main stem.  The water price has a Consumer Price Index (CPI) inflator mechanism to 

ensure the capital investment at the outset achieves real returns over time. 

A mix of public and private investment forms the optimal capital structure 

Developments of large-scale water storage similar to the RWSS have been a rare occurrence 

over the past 30 years (with many previous schemes Government-funded and built through the 

former Ministry of Works). However, irrigation expansion through groundwater abstraction and 

surface water takes has continued at pace throughout New Zealand, but there has been both 

an environmental cost and now clear limits to water availability from these water sources. 

Consequently, large-scale storage is required to continue irrigation expansion, but it is 

comparatively expensive to build in the short or medium term and beyond the means of most 

irrigator cooperatives or the private sector alone from a complexity, timing, value, and capital 

raising perspective. 

To accelerate new water storage developments central Government initiated a series of 

measures to develop and fund regional schemes and in doing so encourage third-party 

investment. The Government‟s motivation to invest in irrigation schemes is in order to realise 

the economic benefits, including national GDP growth and employment. A major issue with the 

initiation of new schemes is achieving a level of water uptake that justifies the infrastructure 

build. This water uptake hurdle (demand risk) is often proving insurmountable for promoters. 

The New Zealand Government has established Crown Irrigation Investments Limited (“CIIL”) as 

an investment vehicle to make bridging investments in water infrastructure development. 

HBRIC LTD investment, combined with potential investment from CIIL,
2
 private sector, regional, 

and potentially iwi investment creates an opportunity to drive a number of benefits: 

environmental, economic, and community resilience. At this point no party has committed to 

invest in the RWSS and any commitment will be subject to parties‟ respective approval 

channels.  

The optimal capital structure for the RWSS is therefore a blend of public and private capital with 

each investor‟s value proposition identified where relevant, in economic, environmental, 

                                                      
2
 See below for further discussion of the status of discussions with CIIL as to a potential investment in the 

RWSS.  Note that the RWSS has not satisfied CIIL‟s investment requirements and CIIL has not yet made any 
commitment to invest in the RWSS. 
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financial, and risk allocation terms. A modified Build Own Operate Transfer project structure 

allows for this, including transfer back to public and regional ownership in the long term. HBRIC 

Ltd believes this structure rewards the public sector for the initial development risk and initial 

sub-commercial returns. It is a new investment model for this type of infrastructure but may be 

applicable more broadly in New Zealand for Greenfield (new) developments, particularly where 

locally sourced public funds are utilised. 

Next Steps 

This Business Case is written with the purpose of highlighting the value for Council and the 

community whilst identifying the risks and risk mitigation strategies of a large-scale investment. 

HBRIC Ltd notes that the final investment decision by Council will be subject to further 

community consultation before the decision is made to proceed. Other investors will also need 

to seek their shareholder approvals, as required, in tandem with HBRIC Ltd.  

HBRIC Ltd notes that the following conditions precedent must be met before Council agrees to 

release any funds: 

 Granting of resource consent for the RWSS, which in turn is recommended as being 

workable by all investors; 

 Subscription of a minimum of 40 million cubic metres (m³) of water contracts (Water 

User Agreements); 

 Securing the funding required to build Scheme infrastructure; 

 A bankable construction contract with construction risk allocation adequately addressed 

through a fixed-time, fixed-cost arrangement; and 

 The Scheme is deemed to be environmentally, and economically feasible. 

HBRIC Ltd recommends that Council investment approval is obtained no later than the end of 

June 2014. 

In the meantime, HBRIC Ltd will continue to develop the RWSS, including: 

 Receipt of the resource consent application draft outcome in mid-April; 

 Continuing discussions with CIIL with regard to a potential investment in RWSS, with a 

view to seeking to satisfy CIIL‟s investment requirements;  

 Continuing negotiations with private investors to ensure good alignment 

 Finalising the construction agreement; 

 Securing Water User Agreements with farmers; 

 Refining and implementing the limited partnership capital structure; 

 Establishing an appropriate operating structure for the construction phase should this 

proceed; 

 Securing conditional land purchase agreements, for the dam, reservoir and canal 

headrace land and easement agreements for the piped headrace. 

 

 
Andrew Newman 
Chief Executive 
Hawke‟s Bay Regional Investment Company Ltd 

  
Andy Pearce 
Chairman 
Hawke‟s Bay Regional Investment Company Ltd 
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2. Introduction  

The Tukituki River Catchment has undergone significant modification due to historical 

vegetation clearance, land drainage, and land development. Coupled with over allocation of the 

water resource, this has resulted in the Catchment‟s current environmental issues, where 

nutrient imbalances and warming of river water has led to accelerated periphyton (slime and 

algae) growth.  Low summer flows reduce the habitat for river species, while the nuisance slime 

and algae affects the recreational and amenity values of the Tukituki River. 

The RWSS is a cornerstone of the integrated environmental management strategy developed 

and adopted by the Council to solve water quality and allocation issues in the Tukituki 

Catchment. In addition, the RWSS will unlock the significant agriculture capacity of the 

Ruataniwha Plains, boosting regional economic growth.  

As part of the adoption of Council‟s 2012 to 2022 Long Term Plan, the Council resolved to 

make provision for an equity stake of up to $80 million in the RWSS. The investment reflects the 

significant regional environmental, economic, social, and cultural value attributable to the 

Scheme.  

The purpose of this document is to provide up-to-date information on the RWSS, informing 

Councillors such that a decision can be made on releasing the investment capital requested by 

HBRIC Ltd. Importantly, the final decision by Council will be subject to the following 

requirements: 

 Signed Water User Agreements of at least 40 million m³; 

 Council‟s environmental objectives are clearly met; 

 The Scheme is recommended as being commercially feasible by HBRIC Ltd;  

 The Council considers the Scheme to be economically feasible; 

 A bankable construction contract with construction risk allocation adequately addressed 

through a fixed-time, fixed-cost arrangement; 

 The Scheme is consented by the EPA with workable consent conditions; and 

 Financial commitment from other investment partners compatible with HBRIC Ltd and 

sufficient committed water uptake indicates that the Scheme is bankable. 

This Business Case aims to provide insight into each of these requirements. The Business 

Case begins by highlighting Council‟s regional strategic objectives, and how the RWSS fits 

within these objectives (Section 3). The background to the development of the RWSS is then 

described in Section 4. Section 5 details the environmental, economic, and social benefits of the 

RWSS to the Hawke‟s Bay Region. Section 6 provides up-to-date information on each of the 

key RWSS development work streams that have progressed since full-feasibility. The 

investment structure and key risks are then detailed in Section 7; with Section 8 detailing how 

the investment will fit within the operational financial requirements of the Council. 

Information contained within this Business Case should be considered in conjunction with the 

Feasibility Report to Council, produced in September 2012
3
. Together, these Reports provide 

Councillors with concise information for the decision consultation process.  

 

                                                      
3
 Feasibility Report to Council, September 2012. HBRC Plan No. 4416 
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3. Regional Strategic Objectives  

In early 2008 Council initiated a process to consider what Hawke‟s Bay may look and feel like in 

2050. To help define and develop a strategic agenda for the future, a body of work was 

undertaken, culminating in 2011 with Council‟s Strategic Plan
4
 and Hawke‟s Bay 2050 Land 

River Us
5
. Overarching strategic goals of Resilient Ecosystems, Resilient Economy and 

Resilient Communities were identified, and approaches developed to achieve these goals. 

Strong themes evident in the future scenarios work included climate change and its impact on 

both the environment and primary sector export economy, on which Hawke‟s Bay largely 

depends.  

The challenge for Council is to provide funding to meet its strategic agenda, while sustaining 

cash flows to meet the operating budget. Given it is not Council‟s preference to increase 

general rates, it resolved to fund commercial infrastructure elements of its strategy through 

optimal management of the existing investment portfolio, emphasising regional investments that 

will become commercially viable over time.  

HBRIC Ltd was thus set up in 2012 to improve the diversification of Council‟s investments and 

return on investment. HBRIC Ltd owns and manages an investment portfolio of c. $177 million 

on behalf of Council. Over time, the intention from Council is for HBRIC Ltd to develop new 

assets, for example, in water storage and logistics hubs. HBRIC Ltd is recommending that any 

investment in the RWSS by Council is in effect delivered through an increase in HBRIC Ltd‟s 

equity.  

HBRIC Ltd Strategic Objectives 

In line with Council‟s vision, HBRIC Ltd‟s objectives
6
 centre round active investment 

management, incorporating both financial and strategic returns into investment decisions.  

Taking an economic view of potential investments is important given that the value of 

investments in natural resource management and infrastructure are often outside purely 

financial returns. However, investments must also make good commercial sense so that 

dividends are maintained for Council‟s operating budget, and HBRIC Ltd has the ability to exit 

and recycle capital. 

An equally important objective is the directive to seek new investments that increase 

shareholder value, as well as regional development. The ability to both reinvest in existing 

assets, for example, Napier Port, and recycle Council‟s / HBRIC Ltd‟s capital resources from 

existing assets to new investments, means HBRIC Ltd can maximise regional economic 

benefits, particularly where investments would not otherwise attract private capital. However, it 

is important that HBRIC Ltd balance new investments with existing investments to ensure stable 

dividend cash flows are maintained. 

Hawke’s Bay Regional Infrastructure  

Hawke‟s Bay generally has good public infrastructure assets that adequately perform the 

required functions. Investment and reinvestment in public infrastructure is usually funded 

through traditional sources: central Government and/ or local rates. This type of funding has 

been recently used by Territorial Local Authorities, for example, for upgrading wastewater 

                                                      
4
 Hawke‟s Bay Regional Council Strategic Plan, October 2011 

5
 Land River Us, Hawke‟s Bay 2050 (ISBN 1-877405-48-5) HBRC Plan No 4343 

6
 A complete list of objectives can be found in HBRIC Ltd Statement of Intent, 30

th
 June 2013 
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infrastructure; and substantially improving amenity infrastructure such as museums, sports 

parks, and community halls.  

The infrastructure gap is largely in the commercial, primary, and export sector. There is a need 

for regional investment in commercially-viable infrastructure to ensure that Hawke‟s Bay has the 

framework in place to continue to grow and prosper. However, with investments competing for 

scarce capital resources, it is important to understand where capital can create the most value. 

The following table provides an overview of some of Council‟s and HBRIC Ltd‟s regional 

infrastructure investment opportunities. 

 

Table 1 Hawke's Bay Regional Infrastructure Investment Opportunities 

Infrastructure 

Area 
Investment Need Status Timing 

Napier Port / 

Rail 

Rail hub warehousing for Napier Port  

Further investment in the supply chain which secures 

the future of Napier Port is essential, especially as the 

port is in competition with other ports in the central and 

southern North Island. 

On hold 5 - 10 years 

Water Storage Ruataniwha Plains and Ngaruroro water storage 

Over allocation of surface water and resulting 

inadequate minimum flows are compromising both 

environmental and economic values. There is an 

opportunity to harvest winter water flows for use during 

summer. Concurrently, there is a substantial opportunity 

to boost regional economic performance through 

expanding and/or improving the reliability and/or 

diversifying the agriculture/ horticulture base. 

RWSS final 

decision by June 

2014 

 

NWSS decision 

on whether or not 

to move to full 

feasibility 

Potentially 

operative by 

2017 

 

Investment 

decision 

potentially 

by 2017 

Biological 

Infrastructure 

Protection of hill country through forestry 

Much of the region‟s steep hill country is prone to 

erosion, with some 150,000 ha farmed with little or no 

tree or bush cover. There is an opportunity to invest in 

afforestation, sequestering carbon, while assisting 

farmers with diversified revenue streams, better 

resilience for drought and storm events, and improved 

water quality. However, to be commercial, there would 

need to be a sustained rebound in the carbon price. 

On hold 

 

Will require 

sustainable 

carbon price of 

$15-$20 per 

tonne of CO2  

 

East Coast 

Rail Link 

Reinstate East Coast rail link 

There is a case under preparation for reinstatement of 

the moth-balled East Coast Rail Link, provided it is 

commercially viable. The rail link would complement the 

existing road link to serve the northern east coast 

community and its primary sector economy, whilst 

channelling additional cargo through Napier Port. 

Business case 

under 

development by 

independent 

group 

Within 5 

years 

 

While all the areas identified for infrastructure investment are important in their own right, it is 

equally important to understand how each potential investment will also address Council‟s 

strategic agenda. In this context, the RWSS is the strongest immediate candidate to be a 

priority investment for Council; while importantly meeting HBRIC Ltd‟s strategic objectives. 
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4. Background to the RWSS Development 

The motivation behind the development of the RWSS was to provide a water storage solution to 

contribute to the integrated management of water allocation and quality issues in the Tukituki 

Catchment. This section describes the development of the RWSS as a key component towards 

an optimal natural resource management solution. 

In determining the need for the RWSS, it is worth briefly considering the environmental, 

economic, and social impacts of Tukituki Plan Change 6 without the RWSS. Plan Change 6 will 

benefit the environment through increasing minimum flows in the Tukituki Catchment, 

supporting aquatic habitats and improving the recreational value. However, this is at the cost of 

a reduction in water security for current irrigators, and in lieu of alternative water supplies, would 

result in economic losses for affected farmers, with knock-on effects to the regional economy. 

For example, these could include limiting employment opportunities, increasing economic 

disparity (with an inequitable impact on Maori), and a declining population as people seek 

opportunities elsewhere.  

4.1. The Need for Water Storage  

Hawke‟s Bay‟s agricultural advantage lies in its temperate climate, availability of productive 

land, and potentially abundant water supplies. However the geography of the region is such that 

Hawke‟s Bay is prone to drought. Coupled with this, current water allocation exceeds the 

existing Regional Plan limits, and those limits are inadequate to provide for native fish and trout 

habitat, particularly during summer. Areas of the Tukituki Catchment also suffer from excessive 

slime and algae growth, which adversely affects recreational use and fishing, particularly in the 

lower Tukituki River. The key factors considered to be contributing to the environmental issues 

include: 

 Existing minimum Tukituki River flows are set too low; 

 Water is over-allocated with too much water authorised to be taken from rivers and 

groundwater; 

 Existing wastewater discharges from the Waipukurau and Waipawa oxidation ponds 

degrading water quality, particularly with regard to phosphorus; and 

 Stock in waterways. 

Additionally, Council investigations supporting Tukituki Plan Change 6 have shown that the 

Ruataniwha Basin is characterised by a high level of interaction between groundwater and 

surface water. While the contribution of surface water to groundwater through river bed losses 

is small, the contribution that groundwater makes to the river flow at the eastern side of the 

Basin is large.  Therefore, extraction of groundwater from the Basin decreases the contribution 

to river flows, so it is important to manage groundwater alongside the surface water resource. 

Consequently, the future is uncertain for consent holders, and no new water take consents have 

been granted in the Tukituki Catchment since 2007. 

Increasing minimum flows in the Tukituki Catchment would improve ecological and cultural 

outcomes. However, to improve flows, water user allocation limits would need to be adjusted 

resulting in existing irrigators having significantly reduced security of supply, with resulting 

economic impact. The addition of on-farm water storage would help counteract the economic 
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impact, but a survey of farmers in the Ruataniwha Plains found the majority of farmers who had 

considered on-farm storage found it wasn‟t financially viable
7
. 

Given the water allocation and quality issues, there is currently little or no prospect of additional 

rural land development in the Tukituki Catchment. This constrains the potential for primary 

sector economic growth from a substantial area of Hawke‟s Bay, given that the Tukituki 

Catchment has close to 80,000 hectares of irrigable land: the largest irrigable Catchment in the 

Region. The RWSS would offer the potential to irrigate c. 25,000 hectares (with a further direct 

area of influence of 17,000 hectares
8
), as well as supply water to downstream consent holders 

(to put this in perspective, the Ngaruroro water storage project could unlock 6,000 to 8,000 

additional hectares of irrigable land).  

Investigation into the feasibility of water storage is one of a suite of initiatives to address 

increasing pressure on the water resources in the Tukituki Catchment that Council has been 

progressing since 2009.  

Integrated Approach to Tukituki Catchment Management 

The Council has been developing the RWSS alongside Tukituki Plan Change 6: a water and 

land management plan for the Tukituki Catchment. Plan Change 6 is a comprehensive plan to 

manage the Catchment and set nutrient levels, developed in response to the Government‟s 

National Policy Statement for Freshwater Management. The RWSS and Plan Change 6 are 

seen as an integrated approach to solving the issues facing the Tukituki Catchment. Council 

recognised that a number of different interventions could form an integrated solution to the 

current water management issues. This is shown conceptually in Figure 1.  

  

                                                      
7
 Ruataniwha Plains Water Storage Project Demand Study, Castalia, September 2012 

8
 Farm businesses adjacent to the irrigated footprint that adjust land use 



Background to the RWSS Development | Page 10 

Ruataniwha Water Storage Scheme Business Case Report to Council | March 2014 

Figure 1 Potential Interventions for Integrated Resource Management 

 
 
The interventions fall into four key categories to achieve the twin goals of healthy rivers and 

ecosystems, and resilient businesses. As a component of the „Invest‟ intervention, the RWSS 

forms a key component of the overall Tukituki Catchment management strategy. 

4.2. The Development of the RWSS  

The RWSS is a long-term sustainable water storage solution. Storing winter flows, the Scheme 

will contribute to higher flows during dry summers and provide a mechanism for flushing flows 

to help remove slime and algae from the Tukituki River. The RWSS will also create an 

opportunity for farmers to have high reliability irrigation, thus unlocking significant regional 

economic benefits; this is particularly important given the Hawke‟s Bay economy is largely 

dependent on the production of commodity products for export (detailed in Section 5.2). 

The development of the RWSS through to the current state has taken approximately four years. 

It has been jointly funded by Council, HBRIC Ltd, Ministry for Primary Industries (“MPI”) on 

behalf of the Government, and Institutional Investors. MPI alone has committed $6 million to 

date reflecting the scale and complexity of the Scheme, and sees it as a potential blueprint for 

future irrigation development around New Zealand. The development has been run in tandem 
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with a range of strategic work streams, such as, Plan Change 6. The following timeline 

illustrates RWSS development milestones. 
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Figure 2 Regional Water Strategy and Key Development Milestones 
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The need for large-scale water storage as part of the Tukituki Catchment management was 

initially identified in 2009. Following pre-feasibility analysis, the Council decided to pursue a full 

feasibility phase in December 2010. 

The full-feasibility phase involved investigations into the technical, economic, environmental, 

social, and cultural aspects of the RWSS. The Ruataniwha Leadership Group and Ruataniwha 

Stakeholder Group were established in April 2010 to provide guidance and input throughout the 

process. In addition, Council has engaged with a large number of community and interest 

groups, sharing Scheme information and receiving feedback to help inform processes over 

time. For the RWSS to be feasible and proceed, it needs to achieve a wide range of Council-

defined criteria. The following table details key areas of feasibility, as defined in the Feasibility 

Report to Council.
9
   

 

Table 2 Council Feasibility Criteria 

OBJECTIVE COUNCIL CRITERIA 

Technical  The Scheme is technically feasible from an engineering perspective and can be 
built, subject to procurement, within an acceptable timeframe. 

Environmental  Deliver environmental (improved summer river flow regime) gains. 

 Consents for other related activities such as the management and mitigation of 
environmental effects are achievable. 

 The potential adverse environmental effects can be avoided, remedied, or 
mitigated to an acceptable level. 

Social  Improve the social wellbeing of directly affected communities. 

Cultural  Operate in a manner compatible with cultural objectives, notably those of tangata 
Whenua. 

Economic  Achieve sustainable economic growth and inwards investment. 

 Assessed as financially feasible for both on-farm investment such that it would 
drive farm conversion from dryland to irrigated agriculture; and compelling enough 
to attract both public and private capital to the off-farm infrastructure. 

 Sufficiently well researched and defined so that water take and use are 
considered achievable. 

 

Technical Feasibility 

Through extensive geotechnical, environmental, and economic assessment, 18 potential water 

storage sites were narrowed down to the current site on the Makaroro River.  An additional 

complexity evident throughout the Ruataniwha Basin is that effective dam engineering is 

hampered by the fractured and unstable nature of foundation materials. Ten off-river dams were 

discounted as they were found to be less economic than on-river dams due to the need for 

refilling from other catchments, and the fact that storage volumes were generally smaller 

(resulting in lower economies of scale). Geotechnical and broader environmental, as well as 

planning issues were considered as part of this site option selection process.  

The Scheme design realised through the feasibility phase was taken forward as the “Application 

Design” in the RWSS resource consent applications lodged with the EPA on 6 May 2013. 

Further optimisation of dam, distribution, and associated infrastructure will be undertaken during 

the detailed design phase by the Design and Construct (“D&C”) provider.  

                                                      
9
 Ruataniwha Water Storage Project Feasibility Report to Council, September 2012 
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Environmental, Social, and Cultural Feasibility 

A number of environmental studies were carried out as part of the feasibility phase of 

investigations. These studies provided a comprehensive analysis of the environmental, social 

and cultural issues associated with the RWSS. Studies can be grouped into five distinct areas: 

modelling studies (land use intensification, water quality, and groundwater/ surface water); 

ecology assessments (aquatic and terrestrial); cultural effects assessments; other effects 

assessments (road infrastructure and traffic, noise, archaeological, social impacts, recreation, 

and landscape and visual effects); and integrated mitigation and offset options.  

Overall, the RWSS was considered to be feasible from an environmental perspective, where the 

project team stated: “Subject to clear regulatory limits of water allocation and nutrient input 

limits, the RWSS can deliver improved summer river flows, and land use intensification can be 

accommodated within a limits setting regime; recognising that there are cost implications 

associated with achieving such environmental gains”.  

The feasibility studies, along with further work primarily associated with further catchment 

modelling, enhanced environmental flow opportunities, and engagement of a Mana Whenua 

Working Party, contributed to the development of an Assessment of Environmental Effects, 

which accompanied the resource consent applications lodged in May 2013.  

Economic Feasibility 

On-farm and off-farm investment feasibility analysis demonstrated there is a range of water 

distribution prices for which the RWSS is financially feasible. Potential returns to on-farm 

investment in irrigation vary across farming types. Therefore, the ultimate future agricultural 

makeup of the Ruataniwha Plains may differ under varying water distribution price scenarios. 

BNZ Advisory‟s on-farm analysis demonstrated that at the feasible water distribution price range 

of 20c/m
3
 to 30c/m

3
, a range of potential land conversions and/or intensifications are financially 

viable from both a returns and financing perspective
10

. This price range has now been refined to 

25c/m
3
 to 27c/m

3
 as infrastructure and other project costs are finalised. 

Underpinning on-farm economics are a series of farming budgets produced by Macfarlane 

Rural Business Ltd
11

. Among other assumptions, Macfarlane believe farm productivity can be 

similar to the top 20% of farmers across New Zealand. This is on the basis that newly irrigated 

farms will utilise newest technology, largely attract top performing and highly motivated farmers, 

and high water reliability will enable farmers to maximise outputs as they can farm with 

confidence. Furthermore, Macfarlane noted that this assumption could be conservative looking 

out on the 35 year investment horizon (with technology and farming method improvements 

pushing future average productivity up past current top performers). MacFarlane Rural 

Business say today‟s average was the top 10% five years ago; and the top 1% 10 years ago,  

with  the catalyst for change  being increased farmer confidence to invest and innovate is 

achieved through higher water reliability .  

4.3. Comparison with Other Irrigation Schemes  

It is useful to compare the RWSS to other irrigation schemes around New Zealand to put some 

of the unique characteristics of the RWSS and associated price of access to water in 

                                                      
10

 This feasible price range includes some public sector funding, where financial modelling demonstrates that a 
water distribution price would need to be 40c/m

3
 to 50c/m

3
 in order to attract sufficient capital at market returns 

11
 Ruataniwha Water Storage Project Reivew of Farm Profitability, 5 September 2012, Macfarlane Rural 

Business Ltd 
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perspective. New Zealand has over 600,000 hectares of irrigated farmland
12

 with a variety of 

different types of irrigation schemes supplying water. 

Some context will be provided as a general overview of Irrigation Schemes and their costs in 

New Zealand as well as a more detailed look at a smaller sample of schemes that Irrigation NZ 

(INZ) sees as comparable with the RWSS. 

Irrigation NZ (INZ) report 

INZ have compared standardised costs for the delivery of water to the farm gate for 20 irrigation 

schemes throughout the country.
13,14

 The analysis includes adjusting for differences in share 

costs, fixed costs, variable costs, delivery pressure, any on-farm storage requirements, and 

reliability. The specific methodology INZ used to adjust for share cost applied an annualised 

rate of 10% for 10 years to determine an annual cost per ha. 

Two key differences between the RWSS and existing Irrigation schemes make comparisons 

between the RWSS with the Irrigation NZ report difficult. The first is the capital structure and the 

second is volumetric charging for water. The capital structure of existing irrigation schemes 

have a bias towards a Co-operative type structure, this generally involves the investment of 

capital which does not provide a cash return but is rather used to provide the lowest possible 

water price. A fundamental goal of the RWSS is to provide an arms length water price and 

investment return.  The RWSS structure does not require capital investment from water users 

but any that do invest will receive a return on that investment; we have excluded this aspect and 

will refer to the arms length water price only when referencing the RWSS water price. The 

concept of selling water on a volumetric basis rather than a flow rate is not common in existing 

irrigation schemes. Despite these limitations the report remains useful as it provides some 

indication of the range in existing scheme water prices across the country and is calculated 

independent of HBRIC.  Figure 3 illustrates the normalised cost of water on a dollar per hectare 

per year ($/ha/year) basis for the various schemes
15

. 

 

Figure 3 Irrigation NZ Standardised Costs of New Zealand Irrigation Schemes ($/ha/year) 

 

                                                      
12

 Irrigation NZ http://irrigationnz.co.nz/ 
13

 Information was provided to Irrigation NZ by the irrigation schemes on the understanding that individual 
schemes would not be identifiable.  
14

 Cost of Irrigation Scheme Water Supply in New Zealand, 2014 Update, Irrigation NZ 
15

 Each scheme was given an identification number. Where there was more than one cost schedule within a 
single irrigation scheme, two lines were entered into the database, with an “a” or “b” distinction. 

0

200

400

600

800

1,000

1,200

1,400

17
b

1
7

a

12 15 1
8

a 8

18
b

13
b 20 10 7a 7b 1

3
a 2 4

1
4

a 9

R
W

SS 6b 6a 16 1
1

a 3

11
b 1 5

19

14
b

$
/h

a/
ye

ar

Scheme ID

Median - $1,002



Background to the RWSS Development | Page 16 

Ruataniwha Water Storage Scheme Business Case Report to Council | March 2014 

*The grey bars represent future developments of existing schemes 

**The schemes are numbered and not named to protect confidential commercial information regarding the various schemes 

The chart shows a wide range of water costs from $82/ha/year to $1,348/ha/year, with a median 

of $1,002/ha/year. The RWSS will sell water on a volumetric basis; the elected volume therefore 

is a key driver in the per hectare cost. MacFarlane Rural Business (MRB) determined the water 

volume required to provide adequate water under in the RWSS footprint under a range of 

farming systems. The highest identified volume per hectare was irrigated pasture on light soil 

where the annual requirement was determined to be 4,250m³/ha/year, to ensure a level of 

conservatism we approached INZ to calculate the per ha price for RWSS based on a 

requirement of 4,500m³/ha/yr, the per ha price calculated was $1,045/ha/year which would be 

slightly above the medium price shown above. 

It is important to note that factors including the farming system, soil type, irrigation 

infrastructure, specific rainfall and risk profiles will all contribute to the water volume contracted 

for an individual farmer. Arable and Horticultural growers generally have a lower volumetric 

requirement per hectare (compared to pastoral farmers) and this will directly reduce their price 

paid per hectare under the RWSS pricing regime. The volumetric charge therefore encourages 

industry diversity. 

The cost of water delivered by schemes can also be compared on a $/m
3
 basis, as illustrated in 

Figure 4. 

 

Figure 4 Irrigation NZ Standardised Costs of New Zealand Irrigation Schemes ($/m³) 

 
*The grey bars represent future developments of existing schemes 

This chart also shows a very large range in water costs from $0.01/m
3
 to $0.43/m

3
, with a 

median of $0.18/m
3
. The RWSS estimated water cost is composed of a $0.23/m

3 
fixed charge 

and variable charge of $0.03/m
3
 for pressured water delivery. Applying the INZ reports 

methodology puts the RWSS in the upper quartile of scheme costs on a volumetric basis, at 

$0.23/m
3
 (as the $0.03/m

3
 variable cost for pressure supplied is added back). The normalisation 

process used in the Irrigation NZ report applies a rationale that makes comparison with the 

RWSS difficult. They have divided the per hectare price by any annual allocation that exists 

within a specific scheme, where no allocation exists they have assumed a 6,000m
3
/ha 

maximum. The 6,000m
3
/ha figure is above the volume a farmer would generally require or use 

for a number of the schemes where it is applied. Actual water use or requirement is a more 

useful determinants of price paid per m³ and analysis from INZ on that basis is detailed under 

the section that follows, „Schemes Comparable to the RWSS‟. 
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INZ has identified a variety of reasons as to the large range of water prices delivered by the 

irrigation schemes. Key reasons include: 

 Scheme age: Some of the irrigation schemes in Canterbury and Otago are over 40 

years old, while others have been commissioned in the past few years. Older schemes 

have a cost advantage with almost all capital having been paid off, with share prices 

and annual costs only reflecting ongoing operations and maintenance. Furthermore, 

some older schemes were built by the Government through the Ministry of Works, 

funded through suspensory loans in some cases that have subsequently been written 

off, with the schemes then sold to farmers at a price well below historic cost; 

 Capital cost of infrastructure: Each scheme has invested in different infrastructure 

according to location, water source, and physical properties of the land in the area. For 

example, some schemes were able to make use of existing natural channels to supply 

water to adjacent land; while most South Island schemes make use of large rivers with 

high flows and do not necessarily need storage to augment reliability; 

 Ownership structure: The majority of irrigation schemes are run on a cooperative 

basis with water costs reflecting the actual cost of operation, not for profit. Few schemes 

have been accruing a capital replacement fund for major maintenance; and 

 Operational expenses: Ongoing operational expenses are a significant component of 

scheme costs. For example, schemes such as North Otago Irrigation Company 

(“NOIC”) require significant electricity for pumping, with large variable expenses.  

It is also suspected that the true cost of water to a farmer within these schemes is further mixed 

up with the cost of land. Irrigation NZ note that they have not completed a detailed survey of 

land values as part of their assessment but suggest it is an aspect that may warrant further 

work in the future. 

While it‟s useful to note the results of the Irrigation NZ paper above a more appropriate 

comparison is to highlight specific schemes that have a similar level of infrastructure to the 

RWSS and have been completed more recently. 

Schemes Comparable to the RWSS 

Given the large differences in irrigation schemes in New Zealand it is useful to reduce the 

sample size and compare the RWSS to similar schemes. The schemes listed below have been 

selected for specific comparison after discussions with INZ, they are seen as being comparable 

to the RWSS based on a combination of both their age (built within the last 15 years) and 

quality of their infrastructure ie they are not due for significant upgrade. 

 Opuha Water Ltd – Kakahu 

 Opuha Water Ltd – Sutherland 

 Opuha Water Ltd – Totara Valley 

 Barrhill Chertsey Irrigation Ltd (BCIL) 

 North Otago Irrigation Company (NOIC) 

To allow meaningful comparison with the RWSS the above schemes have been assessed on 

an individual basis by Irrigation NZ who have determined the actual per ha water volume 

required for each scheme in comparison with the RWSS. 

The farming system selected was irrigated pasture on light soils, this is the farming system 

generally accepted as having the highest per ha water volume. 
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The result was a 4,500m³/ha requirement for the Opuha schemes and BCIL and a 5,000m³/ha 

requirement for NOIC. This compares to 4,250m³/ha for the same farming system in the RWSS 

catchment but as mentioned previously we have adopted 4,500m³/ha to remain conservative – 

this only drives the per hectare price as is neutral on the price per m³. 

With the exception of Opuha, these schemes are all effectively run-of-river distribution schemes 

(with small buffer ponds). Opuha has an earth dam storing 72 million m
3
 of water; the Dam was 

completed in 1998. Run-of-river schemes work best when they draw from large alpine rivers 

with high average flows so there is high reliability of water, good examples of large alpine rivers 

are the Waitaki and Rangitata rivers, both have high mean flows. Even then, BCI water is 

augmented with storage in Lake Coleridge through an agreement with TrustPower and 

increasingly run of river schemes are looking at some form of storage which is ether scheme 

accessed or constructed on farm. 

The RWSS is both a storage and distribution scheme, serving an area of approximately 

25,000 ha with pressurised water delivered to the farm gate. Furthermore, part of the motivation 

behind the development of the RWSS was to solve current allocation issues and provide 

environmental flows, as well as unlock the economic benefits of more productive farming. Only 

NOIC and Opuha specifically seek to maintain environmental flows.  

Even though the RWSS requires more infrastructure than most of these schemes, the RWSS 

water distribution price is very similar when compared against these schemes. Figure 5 

compares the  cost of water for the four schemes  and the RWSS based on the actual volume 

of water required per ha. 

 

Figure 5 Cost of Water Comparison 

 
 

*Dotted lines represent the range of water prices based on different stages of scheme  

**Irrigation NZ information is dependent on individual schemes not being identifiable 

The charts show a much tighter range of water costs across similar schemes. Water distribution 

costs range from $1,045/ha/year to $1,348/ha/year, with the RWSS in the bottom half of the 

group on this metric; and on a cubic metre range from $0.21m
3
 to $0.28m

3 
with the RWSS also 

in the bottom half of this group. 

 

0

200

400

600

800

1,000

1,200

1,400

1,600

a b c d e RWSS

$
/h

a/
ye

ar

0.00

0.05

0.10

0.15

0.20

0.25

0.30

a b c d e RWSS

$/
m

3



Regional Economic Impacts | Page 19 

 

Ruataniwha Water Storage Scheme Business Case Report to Council | March 2014 

5. Unlocking Regional Value through Water 
Infrastructure 

The public value of the RWSS to Hawke‟s Bay has the potential to be immense; unlocking this 

value is the motivation behind the Scheme development. Furthermore, the range of benefits to 

be achieved falls across the full spectrum of environmental, economic, and social values. This 

section details the benefits attributable to the Scheme. 

Summary of Key Benefits 

The net present value of the increase in regional GDP attributable to the Scheme is estimated 

to be c. $4 billion
16

. In addition, there are a number of ancillary environmental and economic 

benefits associated with the Scheme, estimated to have a value between $51 million to $78 

million. These ancillary benefits fall into two groups: 

 The direct environmental benefits brought about by the proposed flushing flows, and 

increased river flows in summer, resulting from irrigation return flows; and 

 The ability for the Scheme to offset the on-farm impacts and resulting economic 

downturn in the Hawke‟s Bay economy that would occur through the implementation of 

the new minimum flow regime in Plan Change 6 which has been proposed for 

environmental reasons. 

If the Scheme does not proceed, then Council could only realise these direct environmental 

benefits and the economic offset for the environmental gains of the minimum flow increases, 

through rate-funded capital expenditure to construct a water augmentation dam.  The capacity 

of the dam would need to be approximately 10 million m
3
, with the cost of constructing and 

operating the dam estimated to be approximately $30 million
17

.  This can only be funded 

through some form of regional or targeted rate, therefore being a cost on the community. 

The overarching key environmental and economic benefits of the Scheme are summarised in 

the following table, with monetary values attributed where possible.  

 

Table 3 Summary of Environmental and Economic Benefits Attributable to the Scheme 

ENVIRONMENTAL BENEFITS Net present value*  

The Scheme is likely to result in significant improvement of the extreme low flows in 
the Waipawa and lower Tukituki rivers 

not quantified 

Capacity for flushing flows each year to help manage nuisance periphyton growths 
and contribute to managing the public health risks associated with cyanobacterial 
growth in the Makaroro, Waipawa and Lower Tukituki Rivers. These flows will also 
help mitigate/offset changes in flow variability, in addition to their primary periphyton 
control benefit 

$10m-$13m 

The benefit from irrigation return flow (drainage) on Waipawa and Lower Tukituki 
River flows once the RWSS is fully operational. In addition the irrigation return flow 
from the scheme has the effect of dampening the groundwater pumping impacts on 
the aquifer  

$25m 

Greater ability, through contractual arrangements, to introduce and enforce farm 
management plans for all  landowners  receiving water from the Scheme 

Not quantified 

                                                      
16

 Value attributable to construction related benefits ($410m) and NPV of on-going regional economic impacts ($3,700m). 
Butcher Partners Ltd, 17

th
 February 2014 

17
 Unit cost of storage versus reservoir size: from Ruataniwha Storage Project, Advanced Prefeasibility Study, T&T Ref 

27195, Feb 2011 
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REGIONAL ECONOMIC IMPACTS  

Regional GDP will increase through a one-off effect due to construction of the 
Scheme 

$410m 

As farms convert over time to Scheme irrigation and increase production from 
changing land uses, the region will have a sustained increase in GDP in farming and 
processing activities of $250m per year 

$3,700m 

2,500 full-time equivalent jobs will be created from farm and farm support, and 
potential downstream processing and processing support 

2,520 FTE-jobs 

There are various economic advantages arising from the Scheme which have the 
potential of offsetting the economic costs of Plan Change 6. Noting that PC6 seeks to 
substantially improve environmental outcomes for the catchment by lifting minimum 
flows. These include:  

 Potential ability for the Scheme to completely insulate existing surface water and 
stream depleters within the irrigation supply areas from minimum flow restrictions 
through alternative Scheme water supply; 

 Potential ability of the RWSS in reducing Plan Change 6 economic impacts because 
of higher minimum flow requirements on existing irrigators through alternative 
Scheme water supply; and 

 Potential ability of the Scheme to offset Plan Change 6 seasonal allocation 
restrictions through alternative Scheme water supply. 

 

 

 

 

Not quantified 

 

 

$16m-$41m 

 

 

Not quantified 

 

*Net present value is taken over 70 years using a 5% discount rate 

These benefits are detailed in the following section. In addition, other environmental and 

economic benefits, as well as social benefits, are also described in the remainder of this 

Section.  

5.1. Environmental Benefits 

The Tukituki River is a semi-braided river system flowing from the Ruahine Ranges to the sea. 

The current environmental issues associated with the Tukituki River occur during the summer 

months when the river flow is lowest. Generally there is a nutrient imbalance in the system with 

excessive phosphorus generating slime and algae growth. In addition, a combination of 

frequent very low flows during summer combined with the semi-braided nature of the river bed 

leads to the warming of river water, which serves as a further catalyst for accelerated slime and 

algae growth.  The low flows reduce habitat for trout and various taonga species (longfin eel, 

koaro, and bluegill bully), and the slime and algae growth impacts on the recreational value of 

the River. 

To solve these environmental issues, and in doing so return the Tukituki River back towards  a 

more natural state, requires a combination of interventions (including the Plan Change 6 

initiatives), to increase minimum flows in the River. The RWSS provides some additional 

benefits over and above Plan Change 6 including the ability to „flush‟ part of the catchment by 

releasing flows that piggy back on natural freshes to provide better control of excess algae and 

slime, and by providing additional water to the Makaroro, Waipawa, and Lower Tukituki River 

sections during dry summer periods.  

Residual ‘Environmental’ Flows  

The Scheme‟s operating regime requires a primary residual „environmental‟ flow to be 

permanently released from the dam into the Tukituki Catchment. The residual flow of 1.23 m
3
/s 

at the dam will be equal to 90% of the 7-day mean annual low flow (“7-day MALF”)
18

, where the 

                                                      
18

 proposed condition 6 of resource consent application - WP120371M 
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7-day MALF is the average of the lowest weekly flows that occur each year (based on actual 

records). This statistic has ecological relevance for fish and invertebrates as it represents the 

minimum habitat space that is likely to be available to aquatic life each year. It is often seen as 

the annual “bottleneck” the fish population have to go through each year, and thus a significant 

driver of the overall size of fish populations. The RWSS must also release water to maintain the 

minimum flows on Waipawa River at RDS and Tukituki River at Tapairau Road. These 

environmental flows will be prioritised over irrigation water releases. 

Extreme low river flows (expressed as minimum flows
19

 and Q99
20

 flows) in both the Waipawa 

and lower Tukituki Rivers will be improved under the Scheme‟s residual flow regime; a 

significant environmental benefit over the status quo.  

Irrigation Return Flow 

Irrigation at full Scheme uptake is expected to result in increased recharge of groundwater 

(approximately 20 million m
3
/year). These drainage effects will contribute approximately 6 

million m
3
 to river systems

21
 in the catchment from October to March, and will have a significant 

overall positive impact on low flow statistics (including the ecologically important MALF). The  

irrigation drainage is predicted to result in an improvement in minimum flows, Q99, and 7-day 

MALF in the middle and lower Tukituki, and to neutralise potential effects of the Scheme on 

Q95 and MALF in the Waipawa River. Table 4 describes the improvement in flows compared to 

the status quo. 

It is noted that these results are based on an increased recharge of groundwater of 20Mm³/year 

on average
22

. Recent NIWA estimates
23

 place the return of irrigation water at 22Mm³ based on 

72Mm³/year of irrigation water and 25 to 29.5Mm³ based on 88Mm³/year of irrigation water
24

. In 

other words, the environmental benefits of the return of irrigation water on river flows presented 

in the table below have probably been underestimated. 

 

Table 4 Improvement in Flows due to Irrigation Drainage 

POINT IN RIVER MINIMUM Q99 Q95 MALF 

Waipawa River at RDS +82% +20% +0% -1% 

Tukituki River at Tapairu Rd +42% +24% +16% +13% 

Tukituki River at Red Bridge +56% +17% +2% +5% 

 

The above results assume that no existing groundwater consent holders transfer to Scheme 

water. To the extent that these takes do transfer, there will be additional benefits to river flows. 

Irrigation drainage is estimated to have a net environmental value of $25 million. This value is 

based on the equivalent costs required to build
25

 and operate
26

 a dam to achieve the same 

result.   

                                                      
19

 The minimum flow referred to here is the lowest flow on record, based on actual flow records.  
20

 Q99 is the river flow that is exceeded 99% of the time, based on actual flow records. In practice this flow is not reached 
every year, but river flow can be below Q99 for more extended periods of time during very dry years. 
21

 Waipawa River at RDS, 2.1Mm
3
 (Oct-March); Tukituki River at Tapairu Road, 4Mm

3
 (Oct-Mar) 

22
 Alternative modelling presented to the Board of Inquiry suggests a different pattern of flows where relevant, but that there 

is no way at present to determine definitively which is more accurate. 
23

 Re-Assessment of Return Flow from the Proposed Ruataniwha Plain Irrigation Scheme, NIWA, 12 March 2014. 
24

 72Mm3 was the predicted average volume for the initial reservoir and 88Mm3 corresponds with the upper bound average 

for the currently proposed larger realigned reservoir. 
25

 Unit cost of storage versus reservoir size: from Ruataniwha Storage Project, Advanced Prefeasibility Study, T&T Ref 
27195, Feb 2011. 
26

 Annual operating costs estimated at 1% of the capital cost and discounted at 5% over 70 years 
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Flushing Flows 

Flushing flows will be released from the dam up to a maximum of one million m
3
 for each 

release, with the objective of mitigating the build-up of slime and algae downstream. These 

flushing flows shall occur up to four times during the period 15 December and the following 30 

April each year, as set out in the resource consent application.
27

  

Assuming an otherwise low river flow situation, the flushing flows are predicted to reach 

approximately 35 m
3
/second at the top of the lower river corridor to just under 27 m

3
/second 

near the bottom of the catchment at Red Bridge. Whilst these flows are not expected to result in 

significant movement of bed sediment, they are expected to assist in the removal of: 

 Drifting/floating and deposited algae which are particularly detrimental to recreational 

use of the river; and 

 The detaching and deposited Phormidium mats (which are the key source of public 

health risk associated with cyanobacteria)
28

.  

The proposed consent conditions require that, when possible, the flushing flows will be released 

to coincide with small freshes naturally occurring in the rivers. As a result, it is expected that 

about half the flushing flows will exceed 36 m
3
/second at the bottom of the Tukituki Catchment, 

and about 30% will exceed 43 m
3
/second (compared with 27 m

3
/second without piggy-backing). 

The result will be larger flushing flows, resulting in more efficient removal of algae and 

cyanobacteria. Similar to residual flows, flushing flows will be prioritised over water for irrigation. 

Flushing flows are estimated to have a value of between $10 million to $13 million. The lower 

end of this range is based on the net present value
29

 of 2.5 million m
3
 of flushing flows

30
 at 

$0.23/m
3
; while the upper end of the range is based on the equivalent capex required to build 

and operate a dam to achieve the same result. 

Off-setting Plan Change 6 Limitations 

Plan Change 6 will achieve well defined positive environmental outcomes for Hawke‟s Bay. 

However it will also be accompanied by economic consequences for some irrigators, due to 

lower productivity and higher costs. It is inevitable that these impacts will adversely affect the 

performance of the local economy (both from a GDP and employment perspective). A 

conceptual view of this outcome is illustrated on the following figure (figure is not to scale). 

  

                                                      
27

 – proposed condition 13 - WP120371M. 
28

 Ausseil, O (2013). Evidence in Chief, page 60. 
29

 Discounted over 70 years at 5% 
30

 1.5 million m
3
 of total flushing flow allocation of 4 million m

3
 are directed at mitigating the RWSS potential effects, and 2.5 

million m
3
 are a net benefit. Only the net benefit component has been valued in this analysis 
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Figure 6 Economic and Environmental Objectives  

 

 

With Plan Change 6 alone, there will be additional environmental benefits for the Tukituki 

Catchment, but reduced commercial benefits. However, Council has always intended that an 

integrated strategic approach to economic, environmental and social outcomes is optimal. 

Therefore, the RWSS provides Council with a mechanism that enables economic gains 

associated with additional irrigation together with an overall net improvement in the 

environmental situation. It is the view of HBRIC Ltd and its advisors that the significant 

economic benefits associated with the RWSS do not come at a net environmental cost. The 

resulting outcome is a win-win outcome for the region.  The RWSS‟s ability to reduce the 

economic impacts of Plan Change 6 associated with the increased minimum flow restrictions 

through alternative Scheme water supply, is estimated to have a net present value
31

 of between 

$16 million
32

 to $41 million
33

. This value is attributable to the net on-farm impacts realised 

through having a more reliable supply of water.  In addition the RWSS will potentially provide 

existing consent holders, adversely affected by Plan Change 6, with an opportunity to access a 

supplementary supply of water.  The value of this particular economic offset to Plan Change 6 

has not been quantified. 

  

                                                      
31

 Discounted at 5% over 70 years 
32

 Economic Impact of Minimum Flow Proposals on Existing Irrigators; Harris Consulting, February 2013 
33

 Statement of Evidence by Stuart Ford for Horticulture NZ, Board of Inquiry, October 2013 and report titled Economic Impact 
of Proposed Minimum Flows on Horticultural Irrigators on the Tukituki River prepared for Horticulture NZ by The Agribusiness 
Group, March 2013 



Regional Economic Impacts | Page 24 

Ruataniwha Water Storage Scheme Business Case Report to Council | March 2014 

RWSS Water Inflows and Outflows 

As shown below, outflows from the dam average approximately 200 million m
3
 per year. 

Approximately 27% of the available water (43.3 million m
3
) will be used for environmental purposes 

(residual flows and flushing flows), and an annual average of 0.5 million
3
 will be allocated to current 

consent holders (who directly or indirectly take water from surface water bodies in the Tukituki 

Catchment)
34

. Approximately 104 million m
3
 of the annual available water (52%) will be allocated to 

irrigators. The balance of the water could be used for multiple purposes, including being sold as spot 

water, improving recreational and environmental conditions, protecting against inflow variability by 

being retained as a seasonal closing balance, or simply spilled from the dam. 

 
Figure 7 Water Supply Breakdown 

 
 

The Concession Deed enables Council to order additional environmental flows over and above 

these identified here. Although these additional flows will be at Council‟s cost, the RWSS 

nonetheless provides Council with a mitigation tool that it would otherwise not have.  

Managing Environmental Costs - Integrated Mitigation & Offset Approach 

The Resource Management Act 1991 (“RMA”) requires identified adverse effects to be avoided, 

remedied or mitigated. Through the various RWSS ecological and land intensification studies, a 

range of adverse environmental effects were identified which needed to be addressed by way of 

mitigation and/or environmental offset. The main elements being mitigated relate to terrestrial 

ecological effects on the area to be flooded and effects on the river environment associated with 

both the Scheme footprint and its operation. Six projects are proposed to mitigate and offset the 

potential effects of the RWSS: 

A. Ruataniwha Reservoir Restoration Buffer and Catchment Enhancement Zone Project; 

B. Ruataniwha Riparian Enhancement Zone (River Halo Project); 

C. Ruataniwha Threatened Species Enhancement Project; 

D. Ruataniwha Plains Spring-fed Stream Enhancement and Priority Sub-catchment 

Phosphorus Mitigation Project;  

                                                      
34

 The amount actually provided for this purpose will vary year to year 
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E. Old Waipawa River Bed and Papanui Stream Restoration Project; and 

F. Lower Tukituki Cultural Values Impact and Mitigation and Native Fish Enhancement 

Project. 

Projects A, B, C and E set out biodiversity restoration and enhancement strategies proposed to 

address residual effects of the reservoir flooding and Scheme operation on both terrestrial and 

aquatic biodiversity. These projects also address effects on recreation, cultural and heritage 

values associated with the Wakarara Road-end area.  

Project D provides an additional offset for adverse effects of the project on phosphorus inputs to 

the streams and the availability and quality of in-stream habitat for trout spawning, native fish 

and invertebrates.  

Project F provides a focus for the RWSS to contribute to enhancing native fish habitat in 

Hawke‟s Bay catchments (Tutaekuri, Ngaruroro, Tukituki and Karamu) and for undertaking 

baseline and effects monitoring of the Lower Tukituki cultural values.  

The total cost provision for offset mitigation requirements over a 30 year period equates to 

approximately $9.75 million, with the most significant costs incurred in the first ten years of the 

Scheme.  

Nutrient Management and Water Management 

The proposed RWSS consent conditions require farmers that are part of the Scheme to be 

subject to the overall RWSS Irrigation Environmental Management Plan (“IEMP”) and have a 

Farm Environmental Management Plan with „Approved Maximum Outputs‟ for each „Approved 

Farm System‟. These conditions have been developed in a proactive manner with a wide range 

of primary sector representative organisations.  

The IEMP and associated RWSS proposed “Schedule Three Conditions” describe how 

irrigation users who join the Scheme under contractual arrangements will, through contract, be 

required to take responsibility to ensure that overall the RWSS meets the water quality 

requirements in the Tukituki Catchment as set under the Plan Change 6 limits and targets 

proposed by Council.  Compliance and enforcement provisions are also part of the proposed 

conditions. 

The IEMP details how sub-catchments posing a risk of exceedence of Plan Change 6 nitrate-

nitrogen limits (or situations where there is a material risk of increases in phosphorus reaching 

waterways) will be managed pro-actively. Some of the key ways farmers will be required to limit 

phosphorus and nitrates from entering waterways include stock exclusion from rivers and the 

preparation of farm nutrient budgets. Regular auditing and in-stream testing will ensure 

compliance with Plan Change 6 nutrient limits, with the requirement to shut off supply of water 

to farmers if conditions are not met. 

Where necessary, appropriate further mitigation measures may be required to ensure nitrate 

and phosphorus outputs from individual farms are limited. Those measures may include, where 

necessary, constraints on the range of land uses that establish using water from the RWSS in a 

limited number of high risk areas through contractual means. This will ensure the relevant 

proposed consent conditions relating to managing the whole Scheme within the limits set under 

Plan Change 6 are always met by the consent holder.  

Comprehensive analysis of the RWSS at full uptake indicates that the Scheme and land 

owners/managers can operate within the limits proposed by Council in Plan Change 6 and 

reflected in the proposed RWSS conditions. It is noted that the final form of Plan Change 6 is 
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dependent on the BOI decision.  If the BOI decides different nutrient limits and targets, then the 

effect of those on the viability of the Scheme would have to be assessed at the time. 

Independent audit procedures, triggers and timelines for remedial actions are also described in 

the IEMP and proposed Schedule Three Conditions. A proposed Scheme Operations Liaison 

Group that is representative of the wider community will receive annual reports on the operation 

of the Scheme and how it is meeting the resource consent conditions throughout the life of the 

RWSS
9
. 

5.2. Regional Economic Impacts 

Primary Sector Activity in Hawke’s Bay 

Land and water form the building blocks of the primary sector value chain, which continues to 

be the single largest component of the Hawke‟s Bay regional economy.  It is estimated that 30% 

of Hawke‟s Bay‟s GDP is derived from land-based industries and about one quarter of total 

regional employment is derived from our primary and processing sectors. This is the natural 

outcome for a region that boasts a diverse range of productive soil types, favourable seasonal 

patterns, historical access to water resources, and the world class processing and support 

infrastructure necessary to add value to the region‟s produce. Our ability to reliably produce and 

process a diverse basket of high quality foods arguably represents Hawke‟s Bay‟s single global 

competitive advantage.   

The following snapshot sets out the importance of the primary and processing sector to 

Hawke‟s Bay‟s economy, and highlights the relative contribution Hawke‟s Bay‟s primary industry 

makes to national GDP. 

 

Table 5 Hawke's Bay's Primary Industry Contribution to National GDP 

SECTOR 
# BUSINESSES/ 

ORGANISATIONS 
GDP $M 

Hawke’s Bay New Zealand HB % of NZ 

ALL SECTORS 18,087 6,641 198,070 3.4 

     

Pastoral Farming 2,239 304.7 6,644.0 4.6 

Pipfruit Growing 268 285.8 592.2 48.3 

Other Fruit growing 170 61.1 546.9 11.2 

Vegetable growing 88 27.8 513.0 5.4 

Other Horticulture 55 10.3 342.6 3.0 

Grape Growing 205 31.7 314.3 10.1 

Fishing 59 3.9 379.4 1.0 

Total Direct Primary Industry  3,084 725.3 9,332.4 7.7 

     

Meat Processing 26 294.8 3,132.4 9.4 

Fruit & Veg Processing 21 188.2 488.4 38.5 

Other Food Processing 74 65.8 3,961.6 1.7 

Wine Making 56 63.8 396.7 16.1 

Other Beverage Processing 7 3.5 315.1 1.1 

Textile Processing 65 89.7 1,257.2 7.1 

Total Direct Processing  249 705.8 9,551.4 7.4 

Source – Economic Solutions Ltd, May 2012 – Statistics NZ and NZIER 
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While the region contributes 3.4% of national GDP across all sectors, the percentage 

contributed by primary production and processing is more than double this at over 7%. Pipfruit 

and pastoral farming dominate primary production.  

Primary Sector Vulnerabilities 

Because of its dependency on the primary sector, the Hawke‟s Bay economy is exposed to the 

inescapable uncertainties associated with climatic events, market volatility, regional and 

international competition, and obsolescence. The 2010 Regional Report “Land River Us” 

summarised the resulting challenge in this way: “...there are other forces at play that could 

dramatically alter the nature of primary production. Some of these forces are beyond our 

control, others aren’t; in both cases, our responses are far from predetermined.” More 

specifically the public sector can help mitigate some risk primarily in assisting communities to 

build resilience to climate uncertainties. 

Hawke‟s Bay suffered from a series of droughts over a three year consecutive period from 2007 

to 2009 which resulted in a GDP loss of $125 million.
35

 Drought hit again in the summer of 

2012/13, resulting in further economic loss.  

Drought is predicted to occur even more frequently in the future, with Chapter 11 of the fourth 

assessment report of the Intergovernmental Panel on Climate Change offering a very sobering 

outlook for the east coast climate. The report points to increasing stresses on water supply, 

regional reductions in rainfall and reduced soil moisture levels as factors likely to make 

agricultural activities particularly vulnerable: “In New Zealand, severe droughts (the current 1 in 

20 year soil moisture deficit) are likely to occur every 7 to 15 years by the 2030’s, and every 5 to 

10 years by the 2080’s. The drying of pastures in eastern New Zealand in spring is very likely to 

be advanced by one month with an expansion of droughts into both spring and autumn.”
36

  

The report also references the likelihood of some primary industries declining in regions where 

the growing conditions become unfavourable. 

Economic Resilience through Water Storage 

The RWSS in its area of influence would help offset many factors that are likely to negatively 

impact the regional economy. Reliable water creates the option for farmers to diversify into 

higher return farming activities such as arable and dairy; as well as intensifying existing sheep 

and beef farms, increasing viability and confidence. Furthermore, certainty of water allows 

farmers to make better use of productive land through removing the uncertainties around 

climatic conditions, and gives farmers the confidence to invest the capital required for on-farm 

infrastructure (as well as leading edge and cost effective nutrient management techniques). 

The resulting development of the RWSS would provide an immense economic benefit to 

farmers. Butcher Partners Ltd, an economic consulting firm, has calculated that the RWSS 

would increase farm-gate gross output by $180 million per year
37

 through higher value and 

more productive farming. Once increased farm expenses are accounted for, the direct value 

added (akin to GDP) on-farm is estimated to be $73 million per year, which includes $27 million 

per year of earned household income (i.e. from wages, salaries, and self-employed income).  

Butcher also estimates 700 full-time equivalent farming jobs would be created. Furthermore, if 

farming support industries such as agricultural contracting, wholesale and retail trade, transport, 

                                                      
35

 Regional and National Impacts of the 2007-2009 Drought, Prepared for MAF Policy by Butcher Partners Ltd: July 2009. 
36

 IPCC chapter 11, Pg 515 
37

 Butcher Partners Ltd, 17
th
 February 2014 
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and other services are included, the value added to the direct farming economy is in the order 

of $136 million per year, with c. 1310 full-time equivalent jobs created
38

. 

Regional Economic Impacts 

While farming and farm-support industries would benefit from the RWSS, the financial and 

economic impacts of the RWSS would have a positive impact on the entire regional economy. 

Firstly, from a purely financial cost benefit perspective (not accounting for any economic 

benefits), the Scheme is justified: Butcher estimates that the financial net present value of the 

Scheme is $410 million
39

  under base case demand uptake assumptions as detailed in Section 

6.4 (this increases to $430 million under a rapid uptake scenario, and decreases to $348 million 

if demand uptake is slower than anticipated).  

When regional economic impacts are included, the economic case for the RWSS is even more 

compelling. The following table summarises the economic impacts to the Hawke‟s Bay Region 

from additional agricultural production arising from the RWSS.
40

 

 

Table 6 Economic Benefits to Hawke's Bay Region from the RWSS 

ECONOMIC ACTIVITY GROSS 
OUTPUT  

($M/YEAR) 

VALUE ADDED 

($M/YEAR) 

JOBS  

(FTE) 

HOUSEHOLD 
INCOME 

($M/YEAR) 

Farming  $180m $73m 700 FTE $27m 

Farm support $150m $63m 610 FTE $33m 

Processing and 
processing support 

$380m  $120m  1,210 FTE $67m 

Total economic impact* $700m  $250m  2,520 FTE $125m  

 

Potential NPV (5% over 
70 years) 

$4,900m $3,700m - $1,900m 

*Differences due to rounding. 

The ongoing increase in regional value added (GDP) from the Scheme is estimated to have a 

net present value of $3.7 billion, and at full development 2,520 full-time equivalent jobs will be 

created. While farming and farm-support industries make a large contribution to economic 

value, processing and processing support industries (including multiplier effects that arise as a 

result of the expansion of economic activity in supporting industries) make an almost equal 

contribution to regional value added. This assumes that all wine making and processing of 

vegetables and meat would occur in-region, as would half of dairy processing (currently there is 

no milk processing facility in Hawke‟s Bay, but with more dairy farming this could change).  

Furthermore, the multiplier effect means impacts are spread across many sectors. Slightly more 

than half of the ongoing employment and value added impacts (excluding processing) occur 

within agriculture. The balance is spread across rural contracting, wholesale and retail trade, 

transport and storage (including packhouses and coolstores), and services (for example, vet 

services, repair services and local government). However, there is large uncertainty associated 

with precisely quantifying the economic impact, given the uncertainty around future irrigated 

land use, and the mix of product available for processing.  Figure 8 illustrates how employment 

increases attributable to the Scheme, including processing, are widely spread across industry 

sectors.  

                                                      
38

 Butcher Partners Ltd,  17
th
 February 2014 

39
 70 years, 5% discount rate 

40
 All values from Butcher Partners Ltd,  17

th
 February 2014 
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Figure 8 Distribution of Employment Increases in Hawke's Bay Attributable to the RWSS 

 
 

The increase in farming production and processed product is expected to go almost entirely to 

export.  This will increase shipping through the Napier Port, and will significantly increase port 

revenue, and hence profits and Council cash flows.  An additional 10,000 containers of export 

cargo are expected. Butcher estimates this could increase Napier Port‟s EBIT by $1.5 million 

per year.
41

 

The implication is that off-farm economic impacts are widely dispersed, and people in many 

industries across the region will benefit from the RWSS and the resultant increase in farming 

activity. This conclusion will further be strengthened if the considerable potential impacts of 

processing are also realised. 

Economic Impacts during Construction Phase 

There are also regional economic impacts associated with the construction of the Scheme. 

These are one-off impacts as a result of increased economic activity during construction. 

Butcher estimates that regional value added during construction is expected to be $410 million, 

which includes $270 million per year of earned household income. This is estimated to create 

4,700 job-years of work.
42

 

                                                      
41

 NPV of $21.6m (70 Year @ 5% discounted rate) 
42

 This economic impact will be focussed on the first four years, when all dam construction and approximately half of pastoral 
on-farm investment are assumed to take place. The balance will be spread over the remaining eight years of the investment 
programme. 
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5.3. Social Benefits 

HBRIC Ltd commissioned Taylor Baines, a social and natural resource consultant, to assess 

the potential social outcomes provided by the RWSS. The Taylor Baines report
43

  concluded 

that: “Experience in New Zealand is that irrigation brings an important range of potential social-

economic benefits that can enhance social and economic wellbeing in a district such as Central 

Hawke’s Bay. With appropriate strategies in place the proposed scheme should result in a 

significant net beneficial social effect for the people and communities of the district.”   

The following table summarises the potential social benefits identified by Taylor Baines. 
44

 

 

Table 7 Assessment of Social Wellbeing Outcomes 

ELEMENTS OF SOCIAL 
WELLBEING 

OUTCOME WITHOUT 
SCHEME 

OUTCOME WITH SCHEME 

Economy, business activity, 
income and employment  

A relatively stagnant economy with 
only slow growth at best. Few 
opportunities to increase or diversify 
primary production. Increase 
commuting to work out of the 
district. Increasing numbers of “bad” 
climatic years.  

Possible opportunities during construction phase.  
Construction short term boost to local economy – 
limited by available capacity  
A boost to the district and regional economy with 
an increase in economic activity relating to 
farming and some diversification of the economic 
base with greater robustness in the face of 
periodic droughts.  
Opportunities to change farming practises in 
irrigated area.  

Physical and mental health  Limited opportunities to increase 
employment and economic 
diversification and increasing 
vulnerability to drought events 
weaken determinates of health. 
Continued risk of decreasing 
population getting reduced health 
services in rural areas  

Strengthening determinates of health particularly 
through reduced unemployment and increased 
opportunities for youth. Reduced dependence on 
benefits amongst working families.  
Potential health effects if social change is poorly 
managed, including pressure on health services.  

Outdoor areas, natural 
environment and open 
space  

Poor water quality and quantity in 
lower Tukituki and surface streams 
reduces amenity values.  
Improved water quality as sewerage 
schemes implemented.  
Continued stress on water 
allocation.  

Some loss of some amenity values in flooded 
valley.  
Gain of new amenity values for reservoir lake.  
Some risk of reduced values for surface water if 
there is poor nutrient management.  
Water allocation rationalised.  

Lifestyles, leisure and 
recreation  

Loss of recreation opportunity with 
reduced amenity values. Increasing 
difficulties sustaining facilities, 
programmes and community groups  

Sports and community organisations get a boost 
from new members and provide a basis for 
building community attachment and support.  

Lifelong learning and 
education  

Some difficulties motivating young 
people into training due to the lack 
of job opportunities.  
Lack of incentive for famers and 
businesses in traditional activities to 
undertake re-training.  

Potential for enhanced agricultural and 
horticultural training in support of land use change 
with irrigation.  
Opportunities to add to career opportunities for 
high school students and youth, including 
disadvantaged youth.  
Opportunities for technology transfer on farms 
around new farming systems, water and nutrient 
management and environmental management.  
Opportunities for local business training and 
development. 

Personal, community and 
public safety and freedom 
from risk  

Increased social issues and conflict 
based in economic disparity.  

Low risk of water safety issues around the 
reservoir and canals depending on management 
outcomes.  
Increased health and safety risks from intensified 
production – dairy, horticulture  
Risks from increase in daily movement of heavy 
and other vehicles on local roads.  
A new “dread” risk of perceived dam failure.  

Housing, living space, 
neighbourhood & sense of 
place  

Strong sense of place based on 
what the area looks like.  
Slow decline in some housing, 

Short-term demand for rental housing during 
construction could pressure price and quality of 
housing for low-income renters.  

                                                      
43

 Ruataniwha Water Storage Scheme: Social Impact Assessment, Taylor Baines Associates (May, 2013) 
44

 Table taken from Taylor Baines (May, 2013, page 36 & 37). 
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neighbourhoods and amenity 
through lack of economic 
opportunity.  

Changes in sense of place with new land uses, 
landscapes and people coming into the district – 
felt as a loss by some people  
Possible conflicts in values over use of water, 
economic growth and development.  
General improvement in housing and 
neighbourhoods over time with the flow-on from 
employment and higher incomes.  

Goods and services, retail 
and commercial space  

Increasing decline in available 
goods and services and increasing 
losses to major towns of 
Hastings/Napier  

Increased demand for retail, veterinary and farm 
services based in Waipukurau and Waipawa.  

Transport and 
communications  

Decline in local transport firms and 
centralisation of services  
Slow improvements in broadband 
and cell-phone coverage  

Increased impetus to broadband development 
and cellular services through land use 
intensification and economic activity  
Increased costs of maintaining local roads  

Family, social attachment 
and support  

A declining population and low 
economic growth increases social-
economic polarisation and erodes 
social vitality and resilience.  
Increasing social problems across 
the district for youth, families and 
the elderly.  

Community groups and organisations get a boost 
from new members and play a crucial role in 
building social attachment and support.  
Increase in population based funding and 
services including schools.  

 

Hawke‟s Bay will have the benefit of strengthening local populations and communities through 

employment created, including within rural areas and small settlements, and towns such as 

Waipukurau and Waipawa. The flow-on effects of increased land-use activity, with consequent 

increases in employment and population, should enhance the range and viability of businesses 

and services they provide, including early childhood, primary and secondary schools, health, 

sports and recreation and other services. However, potential social issues could arise with rapid 

land use change around the integration of newcomers, loss of sense of place and possible 

values conflicts. These issues require careful management.  

The net benefit will depend on active management of change by councils and key stakeholders, 

along with communication and consultation with the affected communities. HBRIC Ltd has 

established a Socio-Economic Working Party under a memorandum of understanding with a 

number of regional agencies to oversee this.  With appropriate strategies in place the proposed 

scheme should result in a significant net beneficial social effect for the people and communities 

of the district. 

Maori Interests 

Ngati Kahungunu is the primary iwi in the Hawke‟s Bay region.  Maori make up nearly 25%
45

 of 

the total Hawke‟s Bay population and are an important and growing component of the regional 

workforce and economy. The RMA requires decision makers to recognise and provide for a 

range of Maori cultural values and have particular regard to kaitiakitanga in making any 

decisions under the RMA associated with the sustainable management of natural and physical 

resources. Under the Act there is also a requirement to consult tangata whenua, through iwi 

authorities for Regional Policy and Plan processes.    

Given this background and also the intent to ensure the Scheme has a solid grounding in the 

local community, Council and HBRIC Ltd have included tangata whenua representatives in all 

stages of the RWSS project development. This has resulted in a number of initiatives 

associated with Maori interests, in terms of both the kaitiaki role, and economic opportunities.  

These are summarised below: 

 Memoranda presented to the BOI signed on behalf of Ngati Kahungunu Iwi Authority, Te 

Taiwhenua ō Tamatea, HBRIC Ltd, HBRC and a number of Heretaunga hapu covers 

                                                      
45

 2013 census 
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cultural values monitoring, preservation of native fish passage, and base line and effects 

monitoring for the Lower Tukituki river in relation to the RWSS.  The memoranda also 

cover the inclusion of a new implementation policy in Plan Change 6 inclusive of cultural 

values monitoring as part of wider HBRC Tukituki catchment monitoring.  

 An agreement has been developed between HBRIC Ltd and Te Taiwhenua ō Tamatea, 

which formalises the relationship between those parties and which will endure 

throughout the life of the Scheme should it proceed.  Key elements of the agreement 

are: 

a) First right of refusal to Te Taiwhenua ō Tamatea to contract for work arising from 

the proposed biodiversity mitigation package (Projects A to E); 

b) Ensuring local and tangata whenua employment opportunities are actively pursued 

as part of the Design and Construction programme. This has been responded to 

pro-actively by the OHL-Hawkins consortium who have included a tangible “Local 

Industry Participation Policy” in their proposal; and 

c) Providing $50,000 annually for education scholarships for tangata whenua with 

links to the Ruataniwha district. 

 The proposed RWSS resource consent conditions establish a “Kaitiaki Runanga” which 

has a review, reporting and recommendatory role in relation to cultural and 

environmental monitoring during construction and the initial stages of scheme operation;  

 He Toa Takitini (the Tamatea and Heretaunga Treaty Settlement Group) has expressed 

interest in a potential equity stake in the Scheme as part of its upcoming settlement with 

the Crown. 
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6. Summary of Key Processes and Workstreams 

A number of key work streams have progressed since the completion of the RWSS full-

feasibility phase and Council‟s decision to move ahead to the final assessment phase. This 

section summarises the key processes and work streams that have been progressed, providing 

an up-to-date snapshot of where they are at, and next steps.  

The key work streams include: the EPA consenting process; procurement for design and 

construction; farmer demand uptake; investors; and contractual structure. An overview of the 

structure of operations during construction is also provided. 

6.1. Contractual Structure  

The structure of the Scheme will be bound by a Project Agreement, Concession Deed, Water 

User Agreements, Design and Construct Contract, and Operations and Maintenance Contract. 

The following diagram provides an overview of the Scheme contractual structure and how it 

relates to key parties. 
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Figure 9 Target High Level Contractual Structure 

 
*Note that RWSS has not satisfied CIIL’s investment requirements and CIIL has not yet made any commitment 
to invest in RWSS.  
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Concession Deed 

The 70 year Concession Deed embeds the public good elements of the Scheme such as the 

environmental benefits, water access price, and asset condition. It establishes and entrenches 

the objectives of the RWSS. It provides the Ruataniwha Water limited partnership 

(“Ruataniwha Water LP”) (detailed in Section 7.2) with the concession rights necessary to 

design, build and operate the RWSS infrastructure. The deed also provides protections to 

Council in relation to the control, use and hand back of the RWSS assets at the end of the 70 

years under the BOOT structure (outlined in Section 7.1). 

Project Agreement 

The Project Agreement provides a framework between HBRIC Ltd and Ruataniwha Water LP 

which, among other things, includes HBRIC Ltd governing the transfer of consents from HBRIC 

Ltd to the Ruataniwha Water LP, access to land, and other related management matters. 

Water User Agreement 

Water User Agreements commit farmers to a specified annual volume of water under a take-or-

pay arrangement through to the end of the first resource consent period (2049). The agreement 

will cover obligations in respect of farm environmental management plans and delivery of water. 

The financial obligation will commence as at delivery of water scheduled for the 2017/18 

irrigation season. 

Limited Partnership Agreements 

The limited partnership agreements will have the effect of a contract between the limited 

partnership, each general partner, and each limited partner. Any partners entering into a limited 

partnership after initial registration of the partnership will be bound by the limited partnership 

agreement.  

Design & Construct Contract 

The Design & Construction Contract is a fixed time, fixed price contract with the chosen 

consortia designed to ensure the contractual risk of cost and time overruns are borne by the 

constructor. This allocates the risk to the party best equipped to deal with it. 

Operations & Maintenance Contract 

The Operations & Maintenance Contract will cover an appropriate period post dam construction 

and will include asset management. It will be competitively tendered during the construction 

phase. 

Crown Irrigation Investment Documents 

If CIIL determines that the RWSS meets its investment requirements and CIIL decides to invest 

(see below for further detail on the status of CIIL‟s engagement with RWSS), any CIIL 

investment in the RWSS will need to be documented appropriately.   

6.2. EPA Consenting process  

Summary of Current State of Applications 

The BOI hearing finished on Tuesday 21st January 2014 with an updated set of proposed 

RWSS resource consent and designation conditions submitted for consideration by the BOI.   
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During the six weeks of the hearing the BOI received evidence from 131 expert witnesses and 

also heard “representations” from 74 submitters.  

At the conclusion of the hearing Council & HBRIC Ltd, Ngati Kahungunu Iwi Incorporated, a 

number of Heretaunga-based Maori parties and Te Taiwhenua o Tamatea lodged a joint 

memorandum providing some further amendments to Plan Change 6 provisions, the RWSS 

resource consent conditions and the mitigation proposal. A more detailed memorandum was 

filed with the BOI on 8 February 2014. These conditions included the proposal for a new Project 

„F‟ as part of the Integrated Mitigation & Offset Approach (“IMOA”). 

The BOI has now adjourned to consider all the evidence and submissions. The Minister for the 

Environment has granted a month extension to ensure the BOI has time to assess all the 

evidence before releasing its draft Plan Change 6 and the RWSS consents decisions (no later 

than 15 April 2014). There will then be an opportunity for parties to comment on some of the 

details of the draft decision before a final decision is released (no later than 28 May 2014).  

Proposed Resource Consent Conditions 

Over the course of the hearing, the RWSS resource consent conditions evolved and a number 

of new conditions were added in response to specific matters raised by some of the submitters.  

The following diagram shows the mechanics of the RWSS proposed resource consent 

conditions and sets out the high level framework proposed to ensure the Scheme is managed in 

a sustainable way. 
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Figure 10 Consent Condition Architecture 

 

The proposed RWSS consent conditions suite is governed by “environmental bottom lines” (see 

Box A of Figure 10 above). These conditions “lock-in”  Council‟s proposed Plan Change 6 water 

quality policies and rules (legal requirements to meet bottom lines), to provide a constant 

residual flow from the dam, and ensure existing consent holder takes are not compromised.   

A feature of the proposed RWSS consent conditions is the provision of a number of 

management and monitoring plans to govern both the construction and future operation of the 

dam and distribution system, including land use initiatives and good practice management on 

farms (see Box B of Figure 10 above). The management plans are required to meet set 

objectives and performance standards. Together the range of management plans will guide the 

detailed design, construction and operation of the RWSS through a project management & 

reporting framework for key effects issues. 

The RWSS water contracts with farmers complement the regulatory regime of Plan Change 6 

and resource consent condition requirements by implementing standards, rules and policies to 

ensure environmental bottom lines are protected. 
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Box C of Figure 10 above describes the various groups and agencies that will be involved in a 

collaborative approach in the development and operation of the RWSS. The construction of the 

RWSS will be facilitated by a Community Liaison Officer who will provide a link between HBRIC 

Ltd, Ruataniwha Water LP, OHL/ Hawkins as contractors, and the public.  

The IMOA (see Box D of Figure 10 above) provides the mechanism for comprehensive 

environmental compensation for a number of key effects, underpinned by a philosophy of “like 

for like” mitigation and offset. It includes provision for the establishment of the Ruataniwha 

Biodiversity Advisory Board to oversee the effective delivery of IMOA Projects A to F. The 

Advisory Board will include key personnel from a range of related disciplines and organisations 

such as ecologists, the Department of Conservation and tangata whenua.  

As part of the joint memorandum filed with the BOI, a Kaitiaki Runanga will be formed to ensure 

information flow to tangata whenua and identify any issues before, during and after 

construction. The group will include representatives from Te Taiwhenua o Tamatea, Te 

Taiwhenua o Heretaunga, Te Taiwhenua o Te Whanganui A Orotu and Ngati Kahungunu Iwi 

Incorporated as well as representatives from the consent holder. 

Future Project Tasks 

If the RWSS is granted its RMA consents through the BOI process on terms which mean it is 

viable to construct the Scheme, there are a number of other key project tasks which will be 

required to facilitate the project as listed below: 

 Finalisation of land purchase and easement arrangements for the dam and reservoir 

site and distribution network; 

 Finalisation of the land exchange with the Department of Conservation relating to 

inundation of 22 hectares of conservation land by the reservoir; 

 Application for the necessary Department of Conservation authorisations under the 

Wildlife Act 1953 and Freshwater Fisheries Regulations 1983; 

 A process of approval of the final details of the OHL / Hawkins Dam design through the 

Dam Construction Expert Panel (to be established under Schedule One, condition 24 of 

the proposed RWSS resource consent conditions);  

 Application for building consent for the dam; and 

 Additional RMA approvals to optimise details of the project distribution network 

associated with the Updated OHL / Hawkins Distribution design.46 

In addition to these tasks, a regular auditing regime will be set up to ensure compliance with 

plans and consent conditions. 

6.3. Design and Construction  

Procurement Process 

HBRIC Ltd invited expressions of interest from D&C providers in February 2013, and undertook 

a comprehensive Expression of Interest process which resulted in five strong international and 

New Zealand based consortia registering interest. Subsequently, respondents were shortlisted, 

with a Request for Proposal (“RFP”) extended to two selected D&C consortia to participate in a 

                                                      
46

 see Table 1.1 in Section 1 of the RWSS application suite Project Description – “Tonkin & Taylor (May 2013a) – Report K1 
which signals areas where design optimisation work was anticipated 
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competitive tender process to design and construct the RWSS. The successful shortlisted 

consortia were: 

 Bouygues Construction Australia Pty Ltd – the Australian subsidiary of Bouygues SA, a 

listed global construction company with headquarters in France; and 

 OHL/Hawkins – 50/50 Joint Venture. OHL is a listed Spanish construction company with 

international operations and Hawkins Infrastructure Ltd is New Zealand‟s largest 

privately owned construction company.  

The RFP, along with the Scheme supporting information (from the feasibility stage), and probity 

and process documentation, formed the basis for the submission of proposals under the 

competitive tendering process.  Submissions for the RFP phase closed on 19
th
 August 2013 at 

which time an initial high level review of price and scope of the two consortia submissions was 

completed, recommending that both submissions proceed to full evaluation.  

Review and scoring for each of the Respondents‟ submissions was undertaken by an expert 

evaluation team comprising seven individuals from HBRIC Ltd, Institutional Investors, National 

Australia Bank (“NAB”), and Snowy Mountain Engineering Corporation (“SMEC”). The panel 

was carefully chosen to ensure a range of expert experience in dam and large construction 

projects, financing, irrigation and distribution and supported by a further 35 specific subject 

matter experts. 

The scope of the process was to ensure that sufficient detail and process was included in the 

evaluation so that a fair and meaningful assessment would be completed covering all the key 

aspects of the RWSS. The evaluation process included interviews with each Respondent, 

conducted by the selection panel members and technical advisors.  The intent of the interviews 

was to provide the selection panel with the opportunity to better understand the invited 

Respondent‟s capability, their proposed scope of services, and proposed methodology.  

Upon completion of the evaluation process, the selection panel unanimously recommended the 

OHL-Hawkins Joint Venture as preferred consortia, to HBRIC Ltd and Institutional Investors. 

A D&C project start-up meeting was held with team members from HBRIC Ltd, SMEC, BNZ 

Advisory, NAB, and the OHL-Hawkins JV on 12
th
 November 2013.  Following this meeting a 

series of value engineering workshops have been held to explore alternatives (including some 

offered in the OHL-Hawkins JV proposal) to optimise the D&C contract capital cost for the 

proposed fully pressurised submission bid offered, to a value that would provide a water price 

in-line with on-farm economics.  

Additionally through these workshops and separate discussions, it has been determined that an 

acceptable level of water reliability could be achieved with the collection, conveyance, and 

distribution of 104 million m
3
 of water per annum, pressurised and delivered at the farm gate.  

Final Capital Cost and Design 

At the completion of the value engineering phase in late February 2014, the Scheme capital 

cost was refined to a range between $240 million and $245 million plus a further capital cost 

covering development costs, land acquisition costs and carry costs through the construction 

phase of $30 million, a substantial reduction from the initial estimate for a fully pressurised 

network. Due to the measure and value component of the secondary distribution network 

(pipelines, pumps, and property-off-takes) and the ongoing development and scope of the 

irrigation water uptake work stream, a fixed cost will not be known until final Scheme Design.  

All other facets of the Scheme are based on a fixed price amount.   

The costed Scheme Design is based on a hypothetical secondary distribution layout which: 
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 Provides for full uptake of 104 million m³ of water per annum; 

 Provides full workable pressure to 35m head (i.e. no on-farm boosting); and 

 Took account of approximately 44 million m³ of water as signed up in irrigator EOI‟s  

Whilst the actual secondary distribution layout will only be realised through final uptake, the 

costed Scheme Design is considered to be of a realistic scale and sufficient to cover actual 

foreseeable scenarios. Accordingly the risk of large scale cost variation within the secondary 

distribution network associated with layout is considered very low and the potential for further 

savings is a possibility.  

Key Design Attributes 

Refinement of the dam and associated structures design through the D&C process discussed 

above, has seen the proposed available water storage volume revised upwards to 104 million 

m
3
 to meet projected irrigation demand in the catchment. This takes advantage of refinements 

on dam design such as distribution system losses and dam realignment.  This has been 

realised within the framework of the resource consent applications and proposed conditions put 

to the BOI for consideration, which signalled optimisation opportunities for the dam were 

important to maintain through the design stage.  In particular the proposed RWSS resource 

consent conditions provide a mechanism where optimised dam design details can be approved 

post any grant of the consents, based on a safety certification process undertaken by a dam 

construction expert panel. 

The Scheme overview shows the dam location, reservoir extents and currently defined water 

service zones (A, B, C, D & M).  
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Figure 11 RWSS Overview Map 
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OHL-Hawkins Dam and Associated Works Design Summary 

 Central core rockfill dam (CCRD), approximately 83m above existing river bed level, 

with a crest width of 7.0m at RL 475.30m 

 Free overflow (ungated) Spillway located on the left abutment with a sill level at RL 

469.5m capable of passing the Probable Maximum Flood of 775m3/s and downstream 

plunge pool 

 A 4.5m D-shaped diversion tunnel constructed by drill and blast methods and 

approximately 480m in length 

 Inclined reinforced concrete Intake Structure with six distinct intake gates constructed 

with inverts between 462.95m RL to 414.7m  

 Outlet Works comprising 2200mm diameter outlet pipe (penstock) and 600mm diameter 

environmental flow pipe, fixed cone valves and stilling basin 

 Hydropower Station consisting of a Powerhouse with installed turbine capacity of the 

order of 6.5MW. 

OHL-Hawkins Distribution Design Summary 

 Three screened and flow controlled river intake structures located along the Waipawa 

River to supply water to Zone A, Zones B-D, and Zone M, respectively 

 Primary Distribution System consisting of approximately 16km of canal and 17km of 

pipeline length 

 A new outfall from the canal on the Upper Tukituki River to supply Zone M and other 

downstream irrigators 

 Secondary Distribution Network consisting of approximately 200km of pipeline length, 

180 property-off-takes (with water metering, isolation, and telemetry), and pump stations 

to provide a fully pressurised system at 35m of head pressure (3.5 bar) at the farm gate. 

It should be noted that while optimisation of the dam and associated works to the format 

outlined above would fall within the scope of the applications for resource consents (assuming 

they are approved by the  BOI), it will be necessary to alter the designation sought for the Water 

Distribution Network as currently optimised by OHL-Hawkins in their design.  In addition new 

resource consent applications to add a separate water intake point for Zone A and an outfall on 

the Upper Tukituki River will be necessary. Conversely, two of the water outfall consents sought 

in May 2013 can be surrendered.   

If the RWSS resource consents are granted by the BOI and the Scheme is approved for 

investment the necessary variations to consent conditions and/or additional consents will be 

lodged with the local Councils (rather than the EPA) and progressed through the remainder of 

2014. Based on preliminary assessment, the necessary changes are assessed as not creating 

any significant additional environmental effects over and above those already considered by the 

BOI, however an updated Assessment of Environmental Effects will be lodged to describe this 

when and if the new applications are made. 

D&C Timeline 

The following diagram illustrates the timeline for key construction milestones, from contract 

award through to delivery of water.  
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Figure 12 Construction Timeline 
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6.4. Irrigation Uptake  

The uptake work stream has been running for almost nine months following the appointment of 

a Commercial Manager to focus on uptake. The work stream is being run in two stages: 

Farmers indicating interest in contracting water from the RWSS through Expressions of Interest 

(“EOI”); and farmers signing formal Water User Agreements that commit farmers to a specified 

annual volume of water for the resource consent period.  

The Water User Agreement is a binding agreement but subject to conditions precedent, 

including, a workable consent from an HBRIC Ltd and investor perspective, sufficient water 

uptake to justify Scheme build, and the Scheme reaching financial close.  

The contractual process is scheduled to run between 11 March and 30 June 2014 with a 

targeted minimum uptake of 40 million m
3
 of water committed.  

HBRIC Ltd has been pro-actively working with farmers in the irrigation footprint and currently 

holds 109 EOIs from a mix of existing and new irrigators. This represents 42% (43.6 million m
3
) 

of available water, well above the feasibility phase target of 36 million m
3
. EOI‟s have been 

obtained through initiating contact with property owners, as well as receiving calls from 

interested parties. The Commercial Manager will follow up enquiries through farm visits and 

discussions outlining ownership and water contract details. The EOIs outline the anticipated key 

terms of a Water User Agreement including aspects such as the take-or-pay nature of the 

contract, delivery pressure, and the need for a price inflator. The following graphs summarise 

existing and anticipated land use from the EOIs received thus far. 

 

Figure 13 Existing and Anticipated Land Use 
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Indications from the EOIs suggest that dairy farming will increase the most from 13% to 30%, 

but mixed farm types will make up the largest proportion of irrigated farms at 39%. During the 

feasibility phase, Macfarlane Rural Business estimated that dairy farms would account for 37% 

of irrigated land, with mixed arable and arable accounting for a further 32%. Therefore, current 

trends suggest less dairy than anticipated and more arable and mixed farming types. 

The existing EOI‟s are a good starting point for seeking binding Water User Agreements. There 

are also a number of parties who have opted not to sign an EOI and rather wait for further 

details. Once there has been confirmation on the details for both the Tukituki Investments LP 

opportunity and Water User Agreements (including consent details), HBRIC Ltd will continue 

discussions with potential irrigators within the Scheme footprint. 

Demand Study 

Castalia was engaged to forecast demand for irrigating water, providing water demand 

estimates for the Scheme‟s Concession Period. Castalia‟s analysis assumes the RWSS is 

operated such that farmers are sold take-or-pay contracts to receive a specified quantum of 

water that has high reliability, as well as additional „spot‟ water sold when available at a 

significant premium.  

Castalia combined information from farmer EOIs with a survey of 49 farmers within the potential 

catchment area, representing all forms of current land use and reflecting more than 50% of 

potential irrigators by area. The following figure illustrates forecast ramp up expectations 

showing Castalia‟s updated base case demand curve, and high and low cases based on 

demand model sensitivity analysis, where the base case reaches 100% uptake in 2028, the 

high case in 2026, and the low case in 2040. 

 

Figure 14 RWSS Base Case, High and Low Case Demand Uptake Expectations 

 

Additionally, it is expected that some current deep groundwater takes are converted onto stored 

water, with some of the reasons for doing so including: 

 Current consents are being curbed under Plan Change 6 through seasonal allocation 

limits;  

 Deep ground water consent holders are being offered a lower initial water price with 

various step up options; and 
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 Deep ground water consent holders that do convert to Scheme water will also be able to 

retain access to their bore water, resulting in highly secure water. 

Other key findings from Castalia‟s demand study include: 

 40% of respondents are older than 65, a number are in their 80s and only one 

respondent was younger than 30 years old, indicating a need for farm successions; 

 There was a high level of interest from outside investors, consistent with experience in 

other regions; 

 Of farmers that currently have water consents to irrigate, 36% have changed their land 

use due to irrigation; 

 44% of non-irrigating respondents stated that the main reason for not currently irrigating 

is no access to water supply (no new water consents have been issued since 2007); 

and 

 33% of respondents had investigated on-farm water storage but the vast majority had 

rejected it as being not financially viable. 

6.5. Investors  

Irrigation expansion has continued at pace across the east coast of the South Island. In areas 

such as Canterbury, the economic prosperity arising is very evident but there has been both an 

environmental cost and clear limits to water availability from ground and surface water sources. 

Consequently storage is now firmly back on the agenda; however, developments of large-scale 

infrastructure of the type proposed for the RWSS have been a rare occurrence over the past 30 

years (with many previous schemes Government-funded through the Ministry of Works). 

Furthermore, it is comparatively expensive to build large-scale storage in the short or medium 

term, and beyond the means of most irrigator cooperatives from a complexity, timing, and 

capital raising perspective.  

The investor engagement process was therefore based on a view that a mix of public and 

private funding was necessary to form the optimal capital structure for the RWSS. Initial public 

funding from HBRIC Ltd and Crown Irrigation Investments Limited (“CIIL”) was sought in order 

to capture the public benefits stemming from the RWSS and in doing so, making the RWSS 

commercially viable. Private funding brings valuable expertise and investment rigour to the 

RWSS, while satisfying CIIL investment requirements.
47

  

The proposed capital structure is therefore a blend of public and private capital with each 

investor‟s value proposition identified where relevant in economic, environmental, financial and 

risk allocation terms. 

Requirement for Crown Irrigation Investments Ltd 

CIIL has not yet committed to investing in RWSS. CIIL and HBRIC Ltd continue to engage in 

relation to potential investment terms and scheme characteristics, so that HBRIC Ltd can seek 

to provide assurance that the RWSS can meet its investment requirements. Satisfying CIILs 

investment requirements will ultimately require that HBRIC Ltd satisfy CIIL on a number of 

outstanding matters including, consent conditions, the extent of private sector financial 

commitment, water pricing, and demand from water users. 

                                                      
47

 CIIL invests on a „minimum amount required‟ principle, where RWSS is expected to demonstrate they have exhausted all 
other sources of funding before CIIL would invest 
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CIIL is a Crown-owned company, established to make bridging investments in regional water 

infrastructure development on behalf of the New Zealand Government. However, CIIL‟s 

obligations are not guaranteed by the New Zealand Government. 

HBRIC Ltd, on behalf of the RWSS, is in discussions with CIIL in relation to potentially providing 

funding to the RWSS.  HBRIC Ltd understands that CIIL is prepared to consider accepting a 

sub-commercial return on its investment to unlock the economic benefits of the scheme for both 

the region and New Zealand. CIIL has a range of investment requirements which must be 

satisfied by the RWSS before any investment can be agreed.  In particular, as CIIL‟s mandate 

requires it to maximise investment from other (non-CIIL) sources, HBRIC Ltd must demonstrate 

that alternative funding sources (HBRIC Ltd and private sector investors, including both 

institutional and eligible regional investors) are unable to contribute more capital to the RWSS.  

If CIIL does invest in the RWSS, it will invest no more than the amount required to mitigate the 

expected initial demand shortfall, relative to a commercially viable case. 

HBRIC Ltd has not yet satisfied CIIL‟s investment requirements; therefore, CIIL has not 

committed to investing in the RWSS. Accordingly, any references to CIIL in this document should 

be read in that context and should not be taken to mean that CIIL has accepted that the RWSS will 

be eligible for CIIL investment or that CIIL has made any express or implied commitment to invest in 

the RWSS. CIIL and HBRIC Ltd continue to engage in relation to potential investment terms and 

scheme characteristics, so that HBRIC Ltd can seek to provide assurance that the RWSS can 

meet its investment requirements, which will ultimately require that HBRIC Ltd satisfy CIIL on a 

number of outstanding matters, including the extent of private sector financial commitment, 

water pricing, and demand from water users. 

Although the terms of any investment by CIIL have not yet been agreed, to enable HBRIC Ltd to 

advance its discussions with other investors HBRIC Ltd understands that CIIL has a strong 

preference for any capital contribution to be in the form of secured debt, to ensure it is not 

exposed to the risks associated with an equity investment. 

Private Sector Capital 

A capital raising process was initiated in December 2012 to raise private sector funding. The 

process comprised a comprehensive canvasing of the investor market to determine the optimal 

investor mix. This included a market sounding period, followed by a 3-4 month period of 

information dissemination and up skilling of potential investors to ensure the RWSS risks, 

mitigants, and opportunities were well understood and therefore priced efficiently (from a return 

requirement perspective). Investors approached include: 

 New Zealand based infrastructure funds 

 New Zealand based superannuation and other capital funds 

 Offshore infrastructure funds with presence in either Australia or New Zealand, that are 

known to have some capacity to invest in infrastructure projects with demand risk 

 Infrastructure owner-operators with appetite to expand into new areas, including 

electricity lines companies and various community and consumer trusts with 

infrastructure holdings 

 A number of investors representing Maori interests including those representing wide-

ranging Maori interests, and specific Iwi and Hapu groups. 

Potential investors were invited to pose various risk allocations and investment structure 

alternatives to ensure the optimal capital cost and risk allocation outcome. This process reflects 

the general lack of liquidity in the current market for infrastructure projects with demand risk, 

which was identified during the market sounding process.  
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Tukituki Investments LP 

Eligible investors have the opportunity to invest in the Scheme (and the ability to purchase 

additional interests as other investors exit). Eligible investors can be, but do not have to be, 

water users (persons who have signed a Water User Agreement for water from the RWSS) to 

apply. However, it is intended that preference will be given first to water users, then to 

landowners within the RWSS irrigation footprint, and then to Hawke‟s Bay resident individuals 

or businesses. 

Unlike a co-operative structure, investment in the Scheme will not be a pre-requisite for entering 

into a contract for distributed water. The decision to accommodate eligible investors was driven 

by a genuine interest to invest in the RWSS, has been done to reduce barriers to uptake, and 

acknowledges the fact that: 

 The capital required to undertake farm conversions and/or intensifications is significant, 

and the requirement to also contribute capital to water infrastructure simultaneously is 

often prohibitive. 

 Farm ownership and infrastructure have very distinct investor risk and appetite profiles, 

and can be separated; 

 The skills required for farm management, ownership, and governance are different to 

those required for a large scale dam and distribution infrastructure; therefore separation 

can lead to more efficient operation and management of both; and 

 An investment in the RWSS provides a natural hedge against water price escalation. 

A Preliminary Investment Memorandum has been released for the offer to ensure all eligible 

investors have the ability to take up the opportunity.  

Treaty Settlement 

There is the possibility that He Toa Takitini may also be a direct investor in the Scheme through 

their treaty settlement. The structure and quantum of investment is unknown as treaty 

negotiations are currently in progress. However, clearer direction on this may be known later in 

2014. 

Capital Structure 

The target RWSS capital structure balances a mix of public and private sources of funding and 

financial instruments to suit each investors‟ risk and return requirements. The following table 

summarises the commercially feasible capital structure (subject to final negotiations). 

 

Table 8 Target Capital Structure 

FINANCING SOURCES INVESTMENT RANGE 

HBRIC Ltd Up to $80m 

Institutional Investors   $50m - $90m 

Crown Irrigation Investments Ltd TBD 

Tukituki Investments LP  Uncapped but no less than $10m 

He Toa Takitini TBD 
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6.6. RWSS Delivery Structure 

The RWSS delivery structure will be governed by Ruataniwha Water LP. It will be set up to own 

and operate the Scheme through the Ruataniwha Water General Partner Limited (“Ruataniwha 

Water GP”) (detailed in Section 7.2), and with overall responsibility for the delivery of the 

RWSS. Support and oversight throughout the construction phase will be provided by various 

parties, including: 

 OHL/ Hawkins JV – D&C provider who will perform the detailed design, construction, 

and commissioning of the RWSS in accordance with the D&C construction contract and 

environmental consent requirements; 

 Owner‟s Engineer - technical advisors to the Ruataniwha Water LP, providing technical 

expertise throughout design and construction phase. Remit will include reviewing the 

RWSS design to ensure it complies with requirements, and to monitor the construction 

of the RWSS to ensure compliance with the contract documents; 

 Environmental Management – a team will be appointed to perform the necessary 

monitoring as required by the designated authorities and to verify the Contractor‟s 

compliance with the resource consent requirements throughout the construction phase;  

 Hawke‟s Bay Regional Council - as the regulator of water allocation; and 

 Ruataniwha Water GP – operator of the Scheme. 

Ruataniwha Water LP will also appoint an expert panel to provide technical oversight. This will 

be a team of technical specialists who will be utilised throughout the design and construction 

phases, performing independent analysis and providing input when necessary. The following 

diagram provides a graphical overview of the RWSS delivery structure. 
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Figure 15 Scheme Delivery Structure 

 

 

RWSS Project Team 

A project team will be established to meet the operational needs for the RWSS delivery. 

Heading this up will be a RWSS Project Director to drive the delivery of the Scheme and to 

administer the contracts. The Project Director will be supported by an administrative team with 

legal, financial, and general administration expertise. A Commercial Manager will work 

alongside the Project Director to ensure that demand uptake continues to be driven during 

construction. 

Project Execution Plan 

A project execution plan will be developed and implemented to guide the development of the 

RWSS. The plan will provide comprehensive guidelines for all aspects of development, 

including, the review of detailed design, the supervision and monitoring of construction activity, 

the contractual management, commissioning, and the quality control of documentation. Some of 

the key points addressed in the project execution plan will include:   

 Establishing RWSS procedures; 

 Guiding the RWSS execution; 
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 Facilitating communication within the RWSS team; 

 Defining key roles and responsibilities; 

 Providing a baseline for project control; and 

 Defining key objectives, performance criteria and risks. 
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7. Investment and Risk 

The RWSS has a unique set of characteristics and risks that can impact on both return on 

capital and return of capital, similar to any investment. Being able to clearly identify, quantify, 

and manage risks are key factors to ensure project success, providing comfort to investors. This 

section articulates the most important risks in the context of HBRIC Ltd‟s investment in the 

Ruataniwha Water LP so Council can make an informed investment decision. 

7.1. Project Structure 

An appropriate project structure allows risks to be optimally allocated while meeting the 

requirements of investors. The RWSS will be implemented as a Build Own Operate Transfer 

(“BOOT”) contractual arrangement with a 70 year Concession Period from the start of 

construction. At the end of the Concession Period, Ruataniwha Water LP assets will transfer 

back to the community: primarily Council, but with a minority interest continuing under eligible 

investors in the Tukituki Investments LP, and potentially local Maori interests. The project 

structure is illustrated in the following diagram. 
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Figure 16 RWSS Target Project Structure  

 

 

This structure was determined to be optimal by key parties including BNZ Advisory, HBRIC Ltd 

(as RWSS sponsor) and Institutional Investors as part of their proposal for investment. Key 

reasons behind selection of a BOOT structure include: 

 The RWSS entails the provision of essential water infrastructure for farmers; an area of 

investment previously undertaken by farmer co-operatives or the public sector. It is the 
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desire of HBRIC Ltd that the infrastructure remains in community ownership in the long 

term; 

 Initial analysis and equity market soundings have indicated that most private sector 

investors will discount future cash flows beyond 70 years to such an extent that metrics 

for the 70 year period do not materially improve under either a longer term BOOT 

structure or a perpetual ownership structure;  

 The proposed 70 year Concession Period would align with two consecutive resource 

consent periods under the RMA (each 35 years)
48

, and provides for a sufficiently long 

term investment period to de-risk the water uptake period; 

 HBRIC Ltd has neither the inclination nor the surplus capital to fund 100% of the RWSS 

given competing priorities;  

 Transfer back to Council provides compensation for the development risk and demand 

risk borne by its initial investment, RWSS sponsorship, and HBRIC Ltd‟s lower returns 

during demand uptake. The nominal value of the RWSS at the end of the Concession 

Period is between $500 million and $1 billion;    

 Create tradable investment in the RWSS allowing for recycling of HBRIC Ltd funds into 

other strategic initiatives; and   

 Transparent water price and price escalation (CPI-based adjuster with a reset 

mechanism) to avoid misuse of market power. 

The BOOT structure also shapes the risk profile facing investors, for example, through the 

contractual arrangements with D&C and O&M providers. In this way risks, such as cost 

overruns, can clearly be allocated, as described in ensuing sections. 

7.2. Capital Structure 

The RWSS capital structure will be set up as a limited partnership, Ruataniwha Water LP. A 

limited partnership is a separate legal entity, distinct from its owners, in the same way that a 

company is distinct from its shareholders. Liability is therefore restricted to investors‟ capital 

invested in the limited partnership. Ruataniwha Water LP will carry out the business of 

designing, constructing, and owning the RWSS. 

The RWLP Governance structure will comprise a Board including two Independent Directors, 

one of whom will be Chairman.  Two directors will be appointed by HBRIC Ltd.  The total 

number will be 5 to 6 with nominating rights reflecting equity partner contributions. 

For a limited partnership to be registered it must be composed of both limited partners and 

general partners. Investors who subscribe to interests in the RWSS will be limited partners, who 

will then be issued fully-paid ordinary shares in the company that governs the limited 

partnership - and operates the Scheme - Ruataniwha Water GP. General partners are 

responsible for the management of the limited partnership, whereas limited partners are passive 

investors and are not entitled to take any part in management outside limited specified 

activities.  A general partner has authority to bind the limited partnership and acts as an agent 

of the limited partnership for the purpose of the limited partnership‟s business. The following 

diagram illustrates the RWSS capital structure. 

  

                                                      
48

 Consent renewal risk at year 35 will be a risk borne by the Scheme 
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Figure 17 RWSS Target Capital Structure 

 

 

Limited partnerships are transparent for tax purposes, meaning that all losses and gains are 

attributed to the partners directly. This hybrid treatment of companies and partnerships gives 

the flexibility of a partnership with the investment security of a company. 

The limited partnership structure also allows for flexibility of classes of financial instruments, 

with each investor having bespoke requirements with different risk appetites, incentives, and 

investment exit needs. Therefore, a mixture of debt, hybrid, and equity financial instruments are 

required. 

Capital Structure Composition and Milestones 

The target capital structure composition between public and private investors is envisaged to 

change throughout the Concession Period based on investors‟ requirements. RWSS 

milestones, and resultant changes in the RWSS capital structure are summarised in the 

following diagram with approximate dates based on base case assumptions. 
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Figure 18 Changes to RWSS Target Capital Structure through 70 Year Concession Period 

 

 

HBRIC Ltd (Equity Investment) 

It is recommended that HBRIC Ltd invest up to $80 million in the Ruataniwha Water LP. The 

final amount invested by HBRIC Ltd will be scaled based on the level of securities subscribed to 

by other investors in the Ruataniwha Water LP.  

HBRIC Ltd‟s investment will be an ordinary equity security in all respects, other than the share 

of distributions during the demand uptake period. Equity allows HBRIC Ltd to have proportional 

ownership of the Ruataniwha Water LP and share in the demand uptake risk to ensure the 

RWSS proceeds. This includes the right to appoint directors to the board of Ruataniwha Water 

GP.  

Cash flow distribution to HBRIC Ltd is based on free cash flow after operating costs, debt 

servicing (on bank debt, any other debt commitments, and Tukituki Investments LP hybrid 

security) and Institutional Investors‟ investor fee. Free cash flow is then proportionally 

distributed to HBRIC Ltd depending on the level of demand uptake:  

 Before demand uptake reaches the Trigger Date (earlier of 95% demand uptake plus 

two years, or 100% uptake), cash distributed is pro-rata to equity (not including Tukituki 

Investments LP, where the hybrid security converts to equity on Trigger Date); and 

 After the Trigger Date, the distribution is pro rata to total equity.  
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The distributions are such that HBRIC Ltd‟s target return is 5% post-tax IRR before the Trigger 

Date: a sub-commercial financial return that reflects the public value attributable to the Scheme 

outside purely financial metrics, and the fact that the majority of assets will transfer back to the 

Council at the end of the Concession Period. HBRIC Ltd objectives under the Statement of 

Intent support this initial investment position, where HBRIC Ltd may in appropriate 

circumstances accept a lower return on opportunities that have the potential to enhance the 

economic well-being of the Region.
49

 Post-Trigger Date, HBRIC Ltd‟s return will be the same as 

other equity investors, with a target return of 10%
50

 post-tax IRR (a commercial return for 

similar brownfield investments).  

As with any investment, there can be a need to raise funds from time to time for a variety of 

purposes. It is prudent to consider HBRIC Ltd‟s position should the need arise, as an example, 

in the situation that any bridging finance included in the capital structure should look to exit out 

of the Ruataniwha Water LP. In this scenario Scheme cash flows could be used to pay back 

any principal and interest outstanding. If there were any additional funding shortfall, two clear 

options would be available to the RWSS Board: 

 Increase debt gearing to levels within the Ruataniwha Water LP that more commonly 

reflect infrastructure assets of this nature; or 

 Undertake an equity raise from investors, including HBRIC Ltd. 

In the scenario that HBRIC Ltd is required to contribute to an equity raise, several options are 

available: 

 HBRIC Ltd will have a significant balance sheet with over $250 million equity (consisting 

of Napier Port and investment in Ruataniwha Water LP), potentially very lightly geared 

at the Parent (HBRIC Ltd) level, but more heavily geared at the Group level (including 

Napier Port debt). It is probable that HBRIC Ltd could issue debt to make any necessary 

contributions. HBRIC Ltd's principal means to mitigate liquidity risk is to have banking 

facilities in place with sufficient headroom within its internal policies and banking 

covenants to ensure that it can raise sufficient debt at any time during the relevant 

period.  

 HBRIC Ltd could choose to only partly contribute to any equity raise in order to enable 

other parties such as Tukituki Investments LP or He Toa Takitini to increase their 

investment in Ruataniwha Water LP. If other parties took additional equity by repaying 

HBRIC Ltd‟s entire share of debt repayment, HBRIC Ltd‟s equity would be diluted. 

Either of these options ensure regional ownership remains high; and 

 A further option is that HBRIC Ltd could request additional equity from Council.  Given 

the preceding two options are both likely to be available to HBRIC Ltd, and that both are 

considered preferable to requesting for additional equity from Council, HBRIC Ltd 

considers that it is very unlikely that this option would be taken, but it is included for 

completeness and transparency 

Institutional Investors (Equity Investment) 

Institutional Investors will subscribe to interests between $50 million to $90 million in the 

Ruataniwha Water LP. This will be an ordinary equity security in all respects, but will benefit 

from an investor fee which is prioritised over distributions.  

                                                      
49

HBRIC Ltd Statement of Intent, 30 June 2013 
50

 The 5% return includes the market value (as determined by discounted cash flow) of the RWSS if sold at the Trigger Date; 

while the 10% return includes pro-rata cash flow post Trigger Date. 
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Investment returns to Institutional Investors are by way of an investor fee and free cash flow 

distributions. The investor fee is designed to provide a partial shield for Institutional Investors 

investment during demand uptake by targeting a minimum return, before remaining cash flow is 

distributed to equity. Through the investor fee mechanism, risk-adjusted return requirements for 

private capital are below what would otherwise be required, ensuring the Scheme remains 

commercially viable. Furthermore, the investor fee allows Institutional Investors to realise 

returns at the front end of the Concession Period, a requirement given their investment 

amortises to zero at the back end when the assets are transferred back to the Council.  

CIIL  

As detailed in Section 6.5, HBRIC Ltd is in discussions with CIIL about a potential CIIL 

investment in RWSS in recognition of the lack of market appetite for the demand risk inherent in 

the Scheme. HBRIC Ltd understands that CIIL is prepared to consider accepting a sub-

commercial return on its investment to unlock the economic benefits of the scheme for New 

Zealand. Furthermore, CIIL has a strong preference for any capital contribution to be in the form 

of secured debt, to ensure it is not exposed to the risks associated with an equity investment. If 

CIIL does invest in RWSS, it will invest no more than the amount required to mitigate the 

expected initial demand shortfall, relative to a commercially viable case. 

Tukituki Investments LP (Hybrid Security) 

The Preliminary Information Memorandum for the offer to eligible investors in the Tukituki 

Investments LP has been released, with expressions of interest due by 30
th
 April 2014. The 

minimum total subscription is for $10 million, but the Ruataniwha Water LP will accept 

subscriptions in excess of this. Eligible investors will invest in a hybrid security with a cash paid 

coupon converting to common equity at Trigger Date. 

The Tukituki Investments LP will be an intermediate investment vehicle to pool eligible 

investment. Eligible Investors (limited partners) would invest in the Tukituki Investments LP and 

hold a stapled interest (providing governance but no economic rights) in the general partner of 

the Tukituki Investments LP. The Tukituki Investments LP would then invest the proceeds of the 

public offer into Ruataniwha Water LP. The terms of the Tukituki Investments LP include: 

 Investment will be by way of an intermediate Limited Partnership, which will have the 

sole purpose of investing in the RWSS LP; 

 Minimum subscription of $50,000; 

 Cash paid coupon of 5.0% per annum; 

 Second ranking in the cash flow waterfall, behind debt; 

 Conversion to common equity once full uptake has been achieved; 

 Proportional ownership in the RWSS assets, beyond the end of the Concession Period; 

 Voting rights; and 

 Exclusive right to nominate one of the Ruataniwha Water LP Board‟s Independent 

Directors if subscriptions exceed $25.0m in aggregate (other investors will have the 

right to veto any nominations and ask for another nomination). 
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7.3. HBRIC Ltd Exit Options 

It is important to understand how long HBRIC Ltd will need to remain invested in Ruataniwha 

Water LP to earn a reasonable rate of return on its investment and when it might be suitable to 

withdraw capital to invest in other activities. 

As HBRIC Ltd receives less cash flow than other investors during the uptake period, it is 

required to hold its investment throughout the uptake period and for a considerable time after 

(until it begins to receive the same return as all investors) in order to make a satisfactory overall 

return on the investment. 

For example, if HBRIC Ltd was to sell interests at around year 10 of operations, its interests 

would be worth roughly the same as the initial investment.  Once HBRIC Ltd begins to receive 

the same rate of return as commercial investors, the value of its interests begins to increase 

quite rapidly because of the higher and steady cash-flow it receives from them.  In order to 

achieve a satisfactory overall return on its investment, HBRIC Ltd ideally should retain its 

interests until significantly more than halfway through the first consent period.   

Holding Ruataniwha Water LP interests for a long period to ensure an appropriate return is very 

consistent with HBRIC Ltd's Statement of Intent, which says HBRIC Ltd may "Help achieve 

Council's regional strategic economic development objectives by investing in assets that will 

benefit the Hawke's Bay region as a whole." And, "Where Council directs, HBRIC Ltd may 

accept a lower return or a slower route to profitability to balance achieving this objective with 

that of otherwise acceptable returns." 

If HBRIC Ltd decided to sell its interests after a 25 year period (at which point it is likely to have 

made a minimum adequate return on its investment), the regional economic benefit of the 

RWSS up to that time enabled by its investment will be very large.  Economic analysis indicates 

$256 million/year of regional economic benefits from the RWSS.  The ongoing regional 

economic benefit leveraged by HBRIC Ltd‟s proposed investment of up to $80 million is 

projected to have an NPV of $3.7 billion and the total benefit is more than $4 billion if the 

economic benefits of the project construction are included. 

Based on the above, any decision to sell part or all of HBRIC Ltd‟s interest in Ruataniwha Water 

LP is unlikely within at least the next two decades, during which time HBRIC Ltd will generate 

an adequate return for itself on its investment while at the same time leveraging multi-billion 

regional economic benefits from the RWSS. 

7.4. Investment Risk Analysis 

Identifying and understanding the allocation of risks is an important component of the 

investment decision process. The project structure and capital structure aim to optimally 

allocate risks to the parties best able to manage the risk, including allocation among investors 

according to their interests and requirements. Therefore, HBRIC Ltd‟s investment position 

carries a risk profile that reflects the RWSS‟s value proposition. The following table provides a 

summary of some of the most important RWSS risks, with allocation to each party, and further 

discussion of the most material risks to HBRIC Ltd below.  
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Table 9 Investment Risk Analysis 

Risk 
HBRIC 

Ltd 
Institutional Tukituki LP D&C O&M 

Demand and uptake     

Operations and maintenance of 

RWSS 
   



Hand-back condition     

D&C variations over planned 

contingency 
    

D&C contractor insolvency     

O&M variations     

Climatic conditions     

Insurance post construction     

Insurance during construction     

Force majeure post construction     

Force majeure during 

construction 
    

Site access     

Land acquisition     

Resource Consent     

Freshwater Management     

Building consents and approvals     

Site condition / contamination     

Design     

Construction cost     

Delay in construction     

Delay in operational 

commencement 
    

Defects     

 

Table key:      Predominant risk exposure 

         Some risk exposure 

There is a wide variety of risks faced by HBRIC Ltd as an investor in the RWSS, with the table 

above providing a non-exhaustive list of key risks. However, each risk is unique in its probability 

of occurrence and impact if it does occur, where three of the most important risks to HBRIC Ltd 

include: 

 Demand uptake risk – the risk that farmers will take longer than expected to enter into 

Water User Agreements for available water, or that uptake of water does not reach 

100%; 

 Regulatory risk – EPA resource consent risk (including initial consent and renewal), 

including the risk of changes to freshwater management; and 

 D&C risk – D&C cost overruns through contract variations above inbuilt contingencies. 

These risks, and how they specifically impact on HBRIC Ltd in contrast to the other investors, 

are described in the following sections. 
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Demand Uptake Risk 

The demand uptake risk stemming from not all available water being contracted pre-commercial 

operation date is a key risk for Ruataniwha Water LP. Considerable work has been undertaken 

to best manage this risk, but even so the process of signing on farmers to Water User 

Agreements will continue into the operations phase. While Castalia‟s base case demand 

modelling indicates that contracted uptake will reach 95% of water available by 2027, there is a 

downside risk to investors that this period may take longer than expected (and upside if 

shorter).  

The structure and quantum of cash flows determines each investors‟ exposure to uptake risk, 

and impact on investment returns should uptake take longer than expected. In this way the 

further an investor ranks down the cash flow waterfall the riskier the cash flows. The following 

diagram provides an illustration of the cash flow waterfall. 

 

Figure 19 Target Cash Flow Waterfall 

 
 

Cash flow distributions to HBRIC Ltd rank behind other investor returns, so delays in demand 

uptake can reduce HBRIC Ltd‟s return. Returns to Institutional Investors are partially shielded 

from uptake risk through the investor fee. Furthermore, their distributions rank equal with 

HBRIC Ltd so uptake delays would reduce returns. Therefore, investors‟ incentives are aligned 

with HBRIC Ltd to drive demand uptake. 
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Regulatory Risk 

The RWSS is subject to EPA regulatory procedures given the significant use of natural and 

physical resources, and change to the environment. 17 resource consent applications have 

been lodged with the EPA relating to the construction, operation, and maintenance of the 

RWSS. If approved, resource consent will be granted for a period of 35 years from the start of 

construction.  

There is a risk that resource consent applications could be modified by the Board of Inquiry 

(BOI), restricting the RWSS. This may have the impact of either increasing the capital and 

operating cost, or reducing potential revenues from the RWSS. Both of these factors would 

likely have an impact on HBRIC Ltd‟s returns, but the effect will be unknown until the Board of 

Inquiry (BOI) releases its draft decision.  Acceptable resource consent conditions are a 

condition precedent. 

As the resource consent only runs for half of the 70 year Concession Period, the RWSS will 

need to renew the resource consent during the concession. The risk of renewal would be borne 

by investors in the RWSS which could include either non-renewal, or renewal with restrictions. 

Similar to above, this could have an impact on operating costs, or reducing potential revenues, 

which would reduce HBRIC Ltd‟s returns.  

D&C Risk 

The D&C contract is a fixed time/ fixed price contract. Any variations above the total capital cost 

would need to be met by equity investors, where this would effectively decrease investor 

returns. 

7.5. HBRIC Ltd Return on Investment 

Quantum of Investment  

In the Long Term Plan 2012-22 Council made a provision of $80 million for an equity stake in 

the RWSS subject to decisions around commercial feasibility, meeting Council‟s environmental 

objectives and the undertaking of further consultation with the public. 

HBRIC Ltd‟s proposed investment in the RWSS is up to $80 million in total, which includes its 

share of development costs through to financial close (estimated at $8.6 million). For example, 

if HBRIC Ltd were to make a $71.5 million investment, the equity contributions being asked for 

from Council would be $62.9 million. In order to fund this investment HBRIC Ltd is seeking 

equity contributions from Council starting in the 2013/14 financial year through to the 2015/16 

financial year. For a total quantum of $71.5 million, the following table would show the timing of 

funds required each year.
51

 

 
Table 10 Timing of Required Funds 

FINANCIAL YEAR $ MILLION 

2013/14 $8.6m (development costs) 

2014/15 $22.2m 

2015/16 $40.7m 

 

                                                      
51

 These numbers may adjust for certain development costs being pulled forward. 
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It is important to note that HBRIC Ltd‟s request to Council for equity contributions to fund its 

investment in the Ruataniwha Water LP differs from the assumptions made in Council‟s Long 

Term Plan 2012-22 where the funding was assumed to be via advances to HBRIC Ltd.  

Incorporating Public Benefits into Return Analysis 

With demand uptake risk, HBRIC Ltds minimum target return sits below market risk-adjusted 

expected returns. However, purely financial returns cannot be considered in isolation and do not 

account for the wider public benefits of the RWSS. Council ultimately stands to benefit from the 

economic, environmental, and social value attributable to the RWSS, where private funders 

place little or no value on these benefits. Furthermore, Council also stands to benefit from the 

hand back of the RWSS after the 70 year Concession Period (less Tukituki Investments LP 

interest and any interests attributable to Iwi), where the value of this cash flow is heavily 

discounted in any return analysis.  

CIIL is also prepared to consider accepting a sub-commercial return on its investment to unlock 

the economic benefits of the scheme for both the region and New Zealand. 

7.6. Conditions Precedent 

Conditions precedent are an important part of the due diligence process and form a financial 

backstop, protecting HBRIC Ltd‟s interests in the event that not all conditions of investing are 

met. HBRIC Ltd will require that a number of conditions precedent would need to be satisfied 

before financial close, including: 

 Satisfactory EPA resource consent conditions for RWSS infrastructure and operations; 

 A concession deed for the RWSS entered into by Council and Ruataniwha Water LP 

becoming unconditional, including in respect of the required resource consents; 

 A project agreement entered into between HBRIC Ltd and Ruataniwha Water LP 

becoming unconditional; 

 A D&C agreement entered into between the Ruataniwha Water LP and the 

OHL/Hawkins consortium; and   

 Receipt of commitments to purchase a sufficient volume of irrigation water, as 

determined by agreement between HBRIC Ltd and other Investors.  
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8. Financial Impacts on Council  

The challenge for Council is to provide funding for its strategic initiatives, specifically in the area 

of sustainable natural resource management, while maintaining dividends at a level which 

deliver a sustainable operating budget. To date, Council has been very proficient in channelling 

returns from its investments to help fund the operational financial requirements of its core 

business which has allowed the level of rates to remain low. 

Cash Returns from the RWSS 

One key difference between the cash flow return from Council‟s current investment portfolio and 

the cash flow return from investment in the RWSS is the timing of cash flows. Council‟s current 

investment portfolio provides consistent returns ensuring security around cash flows which are 

used to help fund Council‟s operational financial requirements. 

The cash flow distributions to HBRIC Ltd throughout the life of the RWSS do not follow this 

approach of consistent returns, with HBRIC Ltd‟s cash distributions varying though the schemes 

multiple phases from construction through to full uptake. 

Through the construction period HBRIC Ltd will have contributed up to $80 million of equity 

investment into the Ruataniwha Water LP, and throughout this period will not receive any cash 

distributions. This treatment is consistent with that of all equity investors in the RWSS. 

For the first three to five years of commercial operation the quantum of free cash flows available 

is minimal therefore resulting in limited cash flow distributions to HBRIC Ltd throughout this 

period. After this three to five year period, and for the remaining years before demand uptake 

reaches the Trigger Date, HBRIC Ltd will receive more reliable cash distributions at a quantum 

equivalent to a 5% to 6% return on Council‟s investment. This approach is consistent to 

assumptions made in Council‟s 2012-22 Long Term Plan which stated that free cash flows from 

investment in the RWSS are assumed to be 6% from 2022. 

Post the Trigger Date cash distributions become pro rata to total equity with HBRIC Ltd‟s return 

the same as other equity investors, with a target return of 10%. It is expected that cash 

distributions to HBRIC Ltd from this date will be significant and will build shareholder value, 

meet shareholder dividend requirements, as well as potentially enabling HBRIC Ltd to invest in 

other regional development initiatives. 

HBRIC Ltd dividend payments to Council 

It is acknowledged that cash received from HBRIC Ltd dividend payments is an important 

element of funding Council's operating budgets.  HBRIC Ltd has agreed in principle with 

Council to seek increased dividends from Napier Port during the early stages of the RWSS 

when no cash distribution is being made to HBRIC Ltd, and has received from Napier Port an 

indicative projection of dividend payments that are an increase on previous forecasts. 

Napier Port's ability to pay dividends, and any increase in dividends, is subject to ensuring the 

solvency test of the Companies Act is satisfied immediately after the distribution of dividends. 

 Its Board and management must also balance capital expenditure for ongoing development of 

the Port (using retained profits and debt finance), and its debt level, with being responsive to 

HBRIC Ltd's and Council's desire for increased dividends to the extent that is possible.  The 

increase in dividends sought by HBRIC Ltd in later years broadly coincides with the Port's 

planned increase in debt to finance its capital expenditure on wharves and possible conversion 

to gantry cranes.  Such development and expenditure is required for the growth of the Port's 
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business, and will generate profits and dividends in subsequent periods.   Although no specific 

assurance about dividend payments can be made in advance, Napier Port has indicated to 

HBRIC Ltd a projected stream of dividends that appear to be an effective balance of the 

competing uses of the Port's profits and its debt level, for a period that extends into the time-

frame in which HBRIC Ltd expects to begin receiving cash flows from the RWSS. 

In addition to the increased dividends being sought from Napier Port, HBRIC Ltd is intending to 

utilise tax losses from the Ruataniwha Water LP which arise in the early years of the scheme. 

Under the limited partnership model HBRIC Ltd is taxable on its share of the revenue and 

expenses from the partnership, and to the extent that losses arise, these losses can be set off 

against the taxable profits of other entities in the group assuming 66% or greater common 

ownership. As Napier Port is 100% owned by HBRIC Ltd and is a tax paying entity the intention 

will be to utilise these losses to offset the Port‟s taxable income, thus providing cash to HBRIC 

Ltd via subvention payments for the tax losses sold to Napier Port. 

HBRIC Ltd has been in discussion with Council management regarding the level of dividends it 

can forecast in comparison with reduced cash flows to Council from interest and other cash 

yields from its current investments which would be harvested to fund the proposed equity 

injection by Council into HBRIC Ltd for the RWSS investment.  Council's cash investment into 

HBRIC Ltd is projected to be in two tranches - c $22 million in 2014/15 and c $41 million in 

2015/16.   

Discussions to date indicate that in the years after 2015/16 there is unlikely to be significantly 

less cash-flow from HBRIC Ltd to Council's operating budget than would be received by Council 

if the current investments were maintained.  In 2014/15 there may be a shortfall of c $400,000 

between forecast dividend payments and the reduction in Council's cash-flow from its existing 

investments as a consequence of withdrawing $22 million from cash-generating investments, 

and a shortfall of c $2,750,000 in 2015/16 as a consequence of withdrawing a further $41 

million from cash-generating assets.   

HBRIC Ltd holds the view that these cash-flow differences for Council in 2014/15 and 2015/16 

cannot be prudently met by HBRIC Ltd requiring a higher level of dividend than is currently 

projected in Napier Port‟s Statement of Corporate Intent, particularly in 2015/16.  To do so 

would jeopardise Napier Port's ability to fund its business development expenditure, which is 

required in order to grow the business and generate future cash flows and dividends for its 

ultimate shareholder. 

Council and HBRIC Ltd management will continue to discuss how to mitigate the impact on 

Council's cash flows of changing c. $63 million of Council's investment portfolio from cash-

generating investments to growth investments from which cash-flow cannot be expected for a 

period of time. 
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9. Recommendation 

It is HBRIC Ltd‟s recommendation that the Council approve the proposal to invest a total of up 

to $80 million into the Ruataniwha Water LP. HBRIC Ltd believes investment in the Scheme 

aligns with its strategic objectives; fits within the Council‟s strategic agenda targeting 

sustainable natural resource management, where the Scheme is a part of an integrated 

approach to managing the Tukituki Catchment; has substantial environmental, economic, and 

social value; will achieve commercial viability; will build shareholder value; and ultimately 

improve the Council‟s financial position. 
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 Hawke‟s Bay Land and Water Management Strategy – October 2011 

 Hawke‟s Bay Regional Council Strategic Plan – October 2011 

 RWS Project Feasibility Report to Council – September 2012 

 Economic Impact of Future Scenarios for the Tukituki River – Prepared by Harris 

Consulting – September 2012 

 Castalia Demand Study – September 2012 & December 2013. 

 Economic Impact of Minimum Flow Proposals on Existing Irrigators – Harris Consulting – 

February 2013 

 Economic Impact of Proposed Minimum Flows on Horticultural Irrigators on the Tukituki 

River – Prepared for Horticulture NZ by The AgriBusiness Group – March 2013 

 RWS Project – Prepared by Macfarlane Rural Business Review of Farm Profitability – 

September 2012 

 RWSS – Part C - Assessment of Environmental Effects – May 2013 
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 Regional Economic Impacts and Financial Cost Benefit Analysis of the Proposed 

Ruataniwha Water Storage Scheme – Prepared by Butcher Partners Ltd - May 2013 

(update February 17
th
 2014) 

 RWSS: Social Impacts Assessment – Prepared by Taylor Baines Associates – May 2013 

 RWSS Application Suite Key Reference Reports - Project Description – Report K1 - 

Tonkin & Taylor – May 2013 

 HBRIC Ltd Statement of Intent – 30 June 2013  

 2013 Census 

 Irrigation NZ Cost of Irrigation Scheme Water Supply in New Zealand – 2014 Update 

 Board of Inquiry Evidence – Tukituki Plan Change 6. 

 Hort NZ Report (Board of Inquiry Evidence – Tukituki Plan Change 6). 

 

Glossary 

 

BOI:     Board of Inquiry selected by the EPA to consider the 

RWSS resource consents and Tukituki Plan Change 6 

BOOT:     Build Own Operate Transfer 

BNZ Advisory:      An independent division of Bank of New Zealand, a 

subsidiary of National Australia Bank (NAB) 

Butcher:      Regional Economic Impacts Study of the proposed 

Ruataniwha Irrigation Scheme Report prepared by 

Butcher Partners Limited 

Castalia:     Castalia Limited (a subsidiary of Castalia Advisory Group) 

CPI:     Consumer Price Index 

Council:     Hawke‟s Bay Regional Council 

CIIL: A Crown-entity company established on behalf of the 

New Zealand Government to make bridging investments 

in regional water infrastructure     

Demand Study:   Demand forecasting analysis undertaken by Castalia  

EPA:      Environmental Protection Authority 

GDP     Gross Domestic Product 

HBRIC Ltd    Hawke‟s Bay Regional Council‟s Investment Company 

INZ     Irrigation New Zealand  

Macfarlane Rural Business Ltd:  Farm Profitability Report, with contributions from Baker & 

     Associates and AgFirst 

MPI:      Ministry for Primary Industries 

NAB     National Australia Bank 

OHL-Hawkins JV    A 50/50 joint venture Spanish/NZ company, which is the 

preferred contractor to build the RWSS 
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Periphyton    Slime & algae 

RWSS & Scheme    Ruataniwha Water Storage Scheme 

SMEC     Snowy Mountain Engineering Corporation – Engineering 

& Development Consultants with large dam expertise 

Tukituki Plan Change 6  A land and water plan for the Tukituki catchment 

Water User Agreements  Contracts with water users for access to water from the 

Ruataniwha Water Storage Scheme 

 


