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sustainability of their water services, while also providing for some water 

services providers to be subject to foundational information disclosure.  

• Longer term provisions to expose all councils to the disciplines and 

incentives of the reforms including ringfencing requirements, economic 

regulation, and structural models to improve the financial performance of water 

services for consumers.  

The first RIS evaluated the preliminary arrangements, as well as the government’s overall 

strategic approach to improving council delivery of water services.  

This RIS evaluates the first set of longer-term proposals.  

This RIS examines four further proposals to support the recommended Strategic 

Option Two 

In the previous RIS, four broad Strategic Options were outlined as available to the 

Government as it considers what it can do to enable and support local authorities to deliver 

water services that are financially sustainable and meet minimum regulated quality 

standards.  

The Department of Internal Affairs (the Department) recommended Strategic Option 

Two2 as it aligns with LWDW and provides the necessary incentives and support for 

councils to improve delivery of their water services in the lead up to full economic 

regulation in the Local Government Water Services Bill. Strategic Option Two aimed to 

enable council reorganisation of water services in the lead up to economic regulation. A 

combination of the four key proposals would ensure council focus on what is needed to put 

their water services onto sustainable financial footings as a basis for their transition to full 

economic regulation in the future.  

This RIS sets out an analysis of identified options across four further proposals that start 

to set the enduring foundations within the water services delivery sector.  

These proposals sit across four areas:  

• Optionality for water services providers   

• Minimum requirements for financial separation 

• Introduction of economic regulation  

• Assistance and intervention framework. 

Proposal One: Optionality for water services providers  

• Option One: Current set of available water services providers options set out in 

legislation, including transitional consultation provisions provided for in Bill 2 

(counterfactual). 

• Option Two: Legislative change to enable a broad range of water services 

providers, with clear minimum requirements (the Department’s approach). 

                                                 

 

2 The major feature of Strategic Option Two is the inclusion of transitional provisions to enable councils to focus 
on the sustainable financial delivery of their water services, to inform government’s development and 
implementation of economic regulation, and to enable councils to prepare for full economic regulation, while 
maintaining a focus on local control. The rejected Strategic Options ranged from the then status quo, to 
immediate change with no transitional mechanisms, to stronger central direction.   
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• Option Three: Legislative change to enable new water services providers with clear 

minimum requirements (as per option 2), but council choice is restricted to 

specified models. 

Option Two would provide councils with a greater span of choice and options that can be 

tailored to different local characteristics, including delivery models that will improve 

incentives and efficiency and enable the effective management and delivery of financially 

sustainable water services by councils. These new vehicles enable councils to potentially 

achieve economies of scale, where that makes sense to achieve more efficient service 

delivery; and enable better access to financing for water services, including by facilitating 

long-term borrowing.  

Proposal Two: Minimum requirements for financial separation 

• Option One: No explicit ringfencing requirements (counterfactual) 

• Option Two: Stand-alone financial statements are required for water supply, 

wastewater, stormwater, and the three waters in aggregate (the Department’s 

preferred approach) 

• Option Three: Hypothecation of water revenues under specific circumstances (the 

Department’s preferred approach) 

Options Two and Three together would transparently disclose the true cost of water 

services (including deferred maintenance/renewal, as well as the whole-of-life costs of new 

infrastructure) delivery and infrastructure investment and whether revenues are sufficient 

to cover costs and provide a proxy for operational and financial separation of water 

services from other council business. They will also enable management and governance 

to have an appropriate level of oversight of water services revenue and costs, and assist 

with investment and financing planning, and support the economic regulator through more 

transparent disclosure.  

Proposal Three: Introduction of enduring economic regulation (led by the Ministry of 

Business, Innovation and Employment (MBIE)) 

• Option One: Existing transitional provisions and information disclosure remain 

(counterfactual) 

• Option Two: A targeted approach to economic regulation, with the ability to group 

water service providers (MBIE’s preferred approach) 

• Option Three: A comprehensive approach to economic regulation introduced for 

each water services provider.  

Option Two ensures efficiency by moving towards the provision of water services at the 

lowest possible long-run cost (subject to improved water quality and infrastructure 

standards), incentivising the recovery of costs and efficient investment in water 

infrastructure and ensuring prices /charges reflect the costs of delivering water services.  

Under this proposal there would be the creation of a power enabling cost of the economic 

regulation regime to be recovered from levies on water service providers. This is discussed 

further in the attached Cost Recovery Impact Statement (See Annex Two) 

Proposal four: Assistance and intervention    

• Option One: Current framework for Ministerial powers of assistance and 

intervention framework (in Part 10 of the LGA) plus additional mechanisms 
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• These parameters have limited the scope of options considered, e.g. the 

establishment of a water service regulator within the Commerce Commission.  

• It is also assumed that there will be no Crown funding or financial support 

provided to councils, including for example a liquidity facility (not just a cash 

injection).  

The policy proposals take into account the interaction with the preliminary 
provisions  

• Given the timing of Bill 2, and the interconnectedness with the proposals in this 

RIS (and associated Cabinet paper), it is assumed throughout the analysis that 

the Bill will pass – creating the counterfactual in the analysis. 

There are further policy proposals to come 

• Assessments of proposals have had to be made in isolation of the more 

detailed proposals to come, without the ability to see the overall impact and 

interconnectedness. 

There has been limited consultation and engagement with stakeholders  

• There has been limited consultation with stakeholders during the overall policy 

design process. This includes with sector organisations, councils, iwi and hapū 

and other interest groups. As such, there are no views of councils included in 

this RIS.  

• However, there has been some engagement with several councils on these 

proposals, including delivery arrangements. Further engagement is anticipated 

as councils commence their Water Service Delivery Plans once Bill 2 is 

enacted and when guidance material is made available.   

• Officials have relied on: 

o the government’s newly established Technical Advisory Group (TAG) who 

provided policy design input into the proposals included in this RIS 

o evidence and insights collected through the public consultation from the 

previous policy and legislative programme, noting that this was extensive, 

and  

o insights provided from the limited engagement with councils that has 

occurred.  

The assessment of costs and benefits has had to rely on qualitative information  

• Due to timeframes, data limitations and uncertainty as to how the various 

proposals will be implemented and responded to by councils it was not 

possible for the Department to complete a full analysis of the benefits of the 

four proposals beyond qualitative estimates.  

• New Zealand consumers served by the new entities are expected to be the 

main beneficiaries of these proposals. Our assessment is largely based on 

qualitative analysis, based on other economic regulation regimes in New 

Zealand. The true costs of the economic regulation regime, including those to 

be faced by councils, are not fully known. These costs will depend on how 

economic and other regulation is implemented by the Commerce Commission 

and others, and the capability and capacity of different councils to respond to 
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As with the earlier RIS, the panel’s assessment was also limited by 

timeframe constraints and the assessment took a quicker and more 

truncated process than usual. The panel provided a final set of 

comments on the revised draft of the RIS but did not see the final 

version. The panel were however of the view that this would not alter 

its overall assessment. 
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Introduction 

1. Local Water Done Well (LWDW) aims to support councils to deliver water services that 

are financially sustainable and meet minimum regulated quality standards.  

2. Following its repeal in February 2024 of the Water Services Entities Act 2022 and the 

Water Services Economic Efficiency and Consumer Protection Act 2023, the Coalition 

Government’s stated approach to implementing its policy to improve council delivery of 

water services involves two stages of policy development:  

• Preliminary arrangements that were agreed to by Cabinet in March 2024 to 

ensure immediate council focus on planning to achieve the financial sustainability 

of their water services, while also providing for some water services providers to 

be subject to foundational information disclosure  

• Longer term provisions to expose all councils to the disciplines and incentives 

of the reforms including ringfencing requirements, economic regulation, and 

structural models to improve the financial performance of council water services 

for consumers. A set of those provisions is discussed in this document. 

Preliminary arrangements have been agreed and were assessed as part of the first RIS 

3. Preliminary arrangements were agreed by Cabinet in March 2024, with the intention to 

introduce and pass legislation (Local Government (Water Services Preliminary 

Arrangements) Bill (Bill 2)) by August 2024 that will establish a framework and 

preliminary arrangements for the new water services system. 

4. These arrangements aimed to ensure immediate council focus on planning to achieve 

the financial sustainability of their water services, while also providing for information to 

inform the design and implementation of economic regulation.  

5. Cabinet agreed to: 

• providing a framework for councils to self-determine future service delivery 

arrangements via a Water Services Delivery Plan  

• the potential for water services providers to be subject to information disclosure 

requirements  

• streamlining requirements for establishing council-controlled organisations 

(CCOs) under the Local Government Act (LGA) to enable councils to start shifting 

the delivery of water services into more financially sustainable configurations, 

should they wish to do so, and  

• provisions that enable a new financially sustainable model for Watercare. 

6. Alongside these proposals, a first Regulatory Impact Statement (the first RIS) was 

produced in March 2024, which evaluated the above proposals, as well as the 

Government’s overall strategic approach to improving council delivery of water 

services.  

This RIS evaluates the first set of longer-term proposals  

7. As noted above, the aim of the longer-term provisions is to expose councils to the 

disciplines and incentives of economic regulation, provide them with new organisational 

options for the delivery of water services, and ringfence and increase investments in 

water services while also providing for more operational efficiencies in their delivery.  
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8. This RIS, and accompanying two Cabinet papers, assess the first set of policy 

proposals to do this. These proposals will form the basis for the Local Government 

Water Services Bill (Bill 3) and are led by both the Department of Internal Affairs (the 

Department) and, in relation to economic regulation, the Ministry of Business, 

Innovation, and Employment (MBIE).   

9. The specific proposals evaluated in this RIS include: 

• New organisation structural and financing arrangements that councils can 

employ to respond to new regulatory requirements, including a new class of 

financially independent CCOs 

• New regulatory requirements including:  

o economic regulation that will apply to councils in their delivery of water 

services to ensure consumers pay cost-reflective prices for water services that 

are delivered to an acceptable quality 

o minimum requirements for financial separation that will ensure water 

services providers are investing sufficiently in their infrastructure 

• An enhanced framework relating to Ministerial powers of assistance and 

intervention that is designed for the new approach to water service delivery. 

10. A second set of longer-term proposals will be provided to Cabinet in the July, and a 

further RIS will be provided which assesses those proposals. It is expected that this will 

include proposals relating to: 

• the functions of water service providers 

• consumer protection 

• additional provisions relating to charging arrangements.  
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Section 1: Diagnosing the policy problem 

What is the context behind the policy problem and how is the  status quo 
expected to develop?  

11. As highlighted in the first RIS, drinking water, wastewater and stormwater infrastructure 

are critical to human wellbeing, and their provision is an essential enabler of residential 

and regional development, new housing provision and economic growth. Their 

provision and physical condition are also important to environmental quality and 

community resilience, of increasing importance because of climate change.  

12. Councils provide drinking water, wastewater and stormwater services to most New 

Zealanders. There are currently 67 councils that own and operate water services 

across New Zealand. Around 85 percent of New Zealanders receive their drinking 

water and other water services from these councils, with the remainder provided by 

smaller private and community-based schemes. 

13. The service delivery models employed by councils vary, and include in-house business 

units, CCOs, and a variety of contracting and sourcing arrangements to private 

operators and service delivery companies. Most councils directly own and manage 

their water services. These councils employ a variety of different approaches to the 

operation of water services including contracting and outsourcing arrangements for the 

operations, asset maintenance and renewals to third parties. Regardless of the 

operating model, councils are responsible and accountable under the LGA to their 

ratepayers through the local democratic system for the delivery of water services to 

their communities.  

14. Councils are regulated in their delivery of water services: 

• The LGA includes obligations on councils to assess community access to water 

services, and to continue provision of existing water services, and requirements 

for long term planning of council operations including water services CCOs 

• Taumata Arowai-the Water Services Regulator Act 2020 and the Water Services 

Act 2021 provide for drinking water quality standards and their enforcement by 

Taumata Arowai, as well as wastewater and stormwater environmental network 

performance standards.  

• The Resource Management Act 1991 (RMA) provides for resource consent 

requirements and their monitoring, and monitoring of discharges and abstraction 

points by Regional Councils. 

15. These points are expanded upon in the first RIS.  

The preliminary arrangements will change the status quo 

16. The Coalition Government has committed to LWDW, a locally-led approach to 

improving water services in New Zealand. Under LWDW: 

• councils will retain ownership and control of their water services assets and 

delivery 

• central government will have stronger oversight of council delivery of water 

services to ensure that the status quo does not continue, including introducing an 

economic regulator  
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• councils will be required to ringfence assets and funds for water infrastructure 

with the policy objective that water services will become financially sustainable, 

and 

• there is greater transparency and accountability to consumers, communities and 

regulators. 

17. Bill 2 sets out the framework and initial operating environment for the replacement 

regime. It seeks to: 

• establish foundational information disclosure requirements to support the long-

term economic regulatory regime 

• require councils to develop Water Services Delivery Plans to be submitted within 

12 months of the enactment of Bill Two to demonstrate how water services will be 

organised and managed to ensure that they are financially sustainable and meet 

regulatory compliance and service standards 

• remove barriers and streamline requirements on councils for establishing CCOs 

under the LGA, to make it easier for councils to reorganise their delivery of water 

services into more financially sustainable configurations, and  

•  provide a bespoke approach for Watercare and Auckland Council to achieve the 

financial separation of water services and move to economic regulation ahead of 

other councils. 

What is the policy problem or opportunity?  

18. The policy problem is discussed in detail in the first RIS. Without systemic change, 

council ownership and delivery of water services is financially unsustainable and does 

not always meet minimum health and environmental quality standards.  

19. Current council draft long-term plans (LTP) for the period 2024 – 2034 signal 65% 

more investment in water services than councils signalled in their 2021 – 2031 plans. 

This large increase in investment is contributing to average rates increases for the next 

year of 15%, with 10% increases in each of the two following years after. The size of 

proposed rate increases varies across councils ranging from 3% for Westland District 

to 28% for Napier District, with 36 councils proposing rates increases greater than the 

average.   

20. In the first RIS, five root causes were identified as contributing to persistent systematic 

problems with the delivery of water infrastructure services by councils, being:  

• institutional barriers to more efficient delivery of water services 

• poor incentives on councils to adequately invest in and fund water services 

• varied decision-making quality 

• funding constraints, and 

• incomplete regulatory and stewardship oversight and monitoring.  

21. Specific considerations related to each of the root causes that are particularly relevant 

to this RIS are discussed below.  
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Institutional barriers to more efficient delivery of water services 

22. The fragmented and dispersed manner in which water services are delivered across 67 

local authorities of varying sizes and capabilities has an impact on their overall quality 

and efficiency.  

23. Specifically relevant to this RIS are the lack of legislative requirements to require 

councils to financially ringfence water services from other council services and 

functions to enable their improved financial management, and to enable councils to 

provide water services through organisations that are financially separated from those 

of council owners to provide for increased debt financing of water services. Without 

increased debt financing, the investment gap to adequately fund water services will 

continue to grow.  

Poor incentives on councils to adequately invest in and fund water services 

24. Councils and their executives have to prioritise investments and make trade-offs across 

a portfolio of activities, in the context of a three-year political cycle. In this context, 

some councils have made decisions to defer investments in long life and largely 

underground assets in favour of more visible priorities to the detriment of future 

ratepayers.  

25. Specifically relevant in relation to this RIS is that councils are not currently subject to 

the disciplines and incentives of independent economic regulation in their delivery and 

financial management of water services.  

Varied decision-making quality 

26. Water services are capital-intensive and complex. Those involved in decisions may not 

have the skills and capabilities needed to provide effective asset management and 

delivery of water services or to ask the right questions of those that manage water 

services, which leads to overall lower quality decision-making. Further, the politicisation 

of decision-making can have a negative impact on infrastructure management and 

investment. 

27. Particularly relevant is that councils may have to trade off investments in water services 

against other priorities. They may also underfund water services to reduce pressures 

on rates and development contributions. This can result in varied and sometimes poor 

council decisions on the delivery of water services. 

Funding and financing constraints 

28. Poor past management and investment decisions have left many councils with water 

services that have not been adequately maintained or renewed. Further, some councils 

have not always charged enough through rates and other revenue sources to recover 

the whole-of-life costs of the water services they provide. The total debt positions of 

some councils means that they are unable to borrow sufficient to invest in needed 

improvements to existing infrastructure services or to extend provision of water 

services to enable growth. Sometimes constrained balance sheets and revenues have 

led to credit rating downgrades that have further increased costs of investment in water 

and other council services.  

29. Of particular relevance to this RIS are the constraints on existing council balance 

sheets to borrow more money to invest in water services, coupled sometimes with 

insufficient pricing of water services through rates and other charges to generate the 

revenue necessary to cover the whole of life costs of providing water services.  
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Incomplete regulatory and stewardship oversight and monitoring 

30. The comprehensiveness of regulation across water services is incomplete. Current 

regulation involves regulation of drinking water quality by Taumata Arowai and of the 

environmental impacts of water services by Regional Councils.  

31. Particularly relevant to this RIS is that there is limited financial oversight of water 

services beyond the Department and Office of the Auditor-General, and that these 

roles are limited in their breadth and influence to protect the interests of consumers. 

Current oversight and reporting does not extend to the economic efficiency of council 

delivery of water services. 

32. Since the establishment of Taumata Arowai, the regulation of drinking water quality has 

improved significantly but New Zealand does not have economic regulation of water 

services to ensure the efficient financial management and delivery of water services by 

councils. This means that the interests of consumers of water services are not 

protected in the same way that the interests of consumers of electricity and 

telecommunications services are. 

33. In the absence of a dedicated economic regulator for water services, there is a lack of 

regulatory and system stewardship to protect consumer interests in councils’ delivery of 

water services, including inadequate ongoing independent scrutiny, oversight and 

reporting of council performance in its management of water services including 

assurance that revenue is sufficient to provide for the costs of necessary investments 

in water services. 

What objectives are sought in relation to the policy problem?  

34. Combined, the roots causes identified above are inhibiting councils in their efforts to 

put delivery of their water services onto a financially sustainable footing. This includes 

being able to provide assurance to their communities that these services are meeting 

minimum regulatory requirements for drinking water safety and to reduce harmful 

environmental impacts associated with the delivery of water services, while also 

needing to improve resilience to natural hazards and climate change, and to enable 

residential development and economic growth.    

35. The Department’s proposed approach to solving the policy problem is linked to the key 

features of LWDW. The policy objective is that local councils deliver water services that 

are financially sustainable and meet minimum regulated quality standards for 

communities.  

36. Under the Government’s LWDW policy, financial sustainability means councils:  

• demonstrate revenue sufficiency, so that water services earn enough lifetime 

revenue from rates or water charges to cover costs 

• financially ringfence water services, to enable borrowing against that revenue 

and separate funding for other council services, and 

• are funding for growth, so that water services can access finance for growth 

whenever there are users willing to pay the cost of services.  

37. For avoidance of doubt, this is focused on both legacy water infrastructure costs and 

future costs associated with meeting growth demands.  

38. Regulatory quality standards means:  

• water quality standards set by Taumata Arowai and regional councils, and  
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• water infrastructure standards. 

39. Within this, the delivery of water services will be led by councils and recognises that 

each region requires an individual solution, as opposed to a one-size-fits-all approach.  

40. The aim is that the overall approach set out in LWDW will empower communities and 

improve decision-making quality and set rules for quality and investment. 

41. Supporting councils to put water services onto a financially sustainable footing with 

adequate investment and funding is critical if services are to meet community 

expectations of quality including drinking water safety and provide for local and regional 

growth and development and other challenges such as those associated with climate 

change adaptation.  

What are the l imitations and assumptions of this R IS?  

42. There are limitations and assumptions within these policy proposals. These are 

detailed below. 

The same limitations with the problem definitions and analysis, and Strategic Options 
apply as the first RIS 

43. The first RIS provides a detailed description of the limitations and assumptions for the 

problem definition and Strategic Options – alongside the detailed analysis for these. 

The relevant limitations that remain for this RIS are summarised below.  

44. The problem definition uses evidence collected from a range of councils across New 

Zealand. A detailed comparison or analysis of all councils have not been included as 

part of this problem definition and it is important to note that each council is different, so 

some situations described may not apply to all councils.  

45. It has been assumed that if central government intervention, including enabling policy 

and legislative settings, is not progressed, underinvestment in water services delivery 

will continue and the resulting problems will continue to worsen. As such, all three 

stages of LWDW will need to be implemented, otherwise under the status quo, council-

owned water services will continue to degrade due to inconsistent management, under 

investment and under-funding.  

46. Some analysis relies on work completed as part of the previous government’s water 

services Reform. Some significant step changes have however occurred within the 

water services delivery system since the Regulatory Impact Statements related the 

previous governments proposals were drafted. These include implementation of new 

drinking water regulatory requirements under the provisions of the Water Services Act 

2021 by Taumata Arowai and the recent repeal of the Water Services Entities Act 

2022.  

47. The LWDW policy was a key manifesto commitment of the National Party, and the 

repeal of the previous government’s Water Services Entities Act 2022 features in the 

Coalition Government’s 100-point Economic Plan. Therefore, the scope of policy 

options that are explored within the RIS are limited by the Coalition Government’s 

position on the previous Reform, their manifesto commitments and coalition 

agreements.  

48. As a result, the proposed Strategic Options are informed by, and limited to, the 

Government’s policy. This prioritisation has meant that other potential Strategic Options 

or delivery models have not been included for consideration (for example, the 

centralised delivery model proposed as part of the previous government’s Reform).  
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The policy proposals are informed by, and limited to, Government policy 

49. Along with the Strategic Options, detailed policy proposals are also informed by, and 

limited to, the Government’s policy. This includes the key parameters set out in within 

LWDW which are outlined earlier.  

50. As part of this, a number of clear directions have already been set for the policy design 

which limit the scope of the options available to be considered. Some of these include:  

• the establishment of a clear set of rules that are based on the outcomes that are 

expected, but councils will be allowed to meet these rules in the manner they 

believe is best for their community – e.g. with the delivery vehicle of their 

choosing 

• the introduction of step-in powers for the Government if any council or group of 

councils are unable to deliver a viable plan that can deliver on outcomes for 

water quality, infrastructure investment and financial sustainability 

• the establishment of a water service regulator within the Commerce Commission 

(the Commission) to work alongside Taumata Arowai, and 

• water services providers to be regulated under Part 4 of the Commerce Act 1986. 

51. It is also assumed that there will be no Crown funding or financial support provided to 

councils, including for example a liquidity facility (not just a cash injection).  

52. Overall, it is assumed that the package of proposals presented, along with the 

preliminary arrangements provided for in Bill 2, will be implemented as a coherent set 

of initiatives to achieve the policy objective that local councils deliver water services 

that are financially sustainable and meet minimum regulated quality standards for 

communities.  

53. Councils vary in their capabilities and capacity to raise debt and revenue to fund water 

services, and some councils are starting from a worse financial position than others. 

Because of these factors, some councils may struggle to respond to the incentives of 

economic regulation and to fully utilise new organisational options to achieve sufficient 

debt head room and efficiency gains to put their services onto financially sustainable 

footings. For these councils, the package includes strengthened Crown monitoring and 

intervention powers. It will also be important to monitor and evaluate implementation of 

the proposals and councils’ responses to them. This risk is discussed further in section 

3.  

The policy proposals take into account the interaction with the preliminary 
arrangements  

54. At the time of writing, Bill 2 has been introduced. As noted above, Bill 2:  

• provides a framework for councils to self-determine future service delivery 

arrangements via a Water Services Delivery Plan  

• steps towards future economic regulation 

• streamlines requirements for establishing water services CCOs under the LGA to 

enable councils to start shifting the delivery of water services into more financially 

sustainable configurations, should they wish to do so, and  

• includes provisions that enable a new financially sustainable model for 

Watercare. 
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55. Given the timing of the Bill, and the interconnectedness with the proposals in this RIS 

(and associated Cabinet paper), it is assumed throughout the analysis that the Bill will 

pass – creating the counterfactual in the analysis.  

56. However, as this Bill has only just been introduced, the outcomes of the preliminary 

arrangements that this bill provides for, including the Water Service Delivery Plans, is 

not yet known. It has been assumed that these arrangements will be effective and fit for 

purpose – but this remains uncertain. Further, it is not yet known the extent to which 

councils will be capable of preparing effective Water Services Delivery Plans.  

57. This also means that policy proposals have been developed without knowing the 

content of council Water Service Delivery Plans that will be required by Bill 2 once 

enacted.  

No change to council-led relationships 

58. The proposals assume that councils will continue to lead their local relationships with 

Māori, including ensuring that the process and content of their proposals meet their 

Treaty settlement obligations.  

There are further policy proposals to come 

59. As noted above, there will be two rounds of policy proposals for Bill 3– with the first set 

being assessed in this RIS. This means that assessments of proposals have had to be 

made in isolation of the more detailed proposals to come, without the ability to see the 

overall impact and interconnectedness.  

60. However, this can be further drawn out in the further RIS which will accompany the 

second set of policy decisions.  

There has been a reliance on analysis done as part of the previous Government’s 
reform programme as part of the assessment of proposals  

61. As with the problem definition, analysis of these policy options was completed at pace 

to meet the required legislative timelines set by the Minister of Local Government to 

build the regulatory environment to support Bill 3. 

62. Some analysis relies on work completed as part of the previous Government’s reform 

(including the Affordable Waters Programme). The Department recognises that some 

significant step changes have occurred within the water services delivery system since 

the previous Regulatory Impact Statements were drafted, such as the implementation 

of the Water Services Act 2021 by Taumata Arowai and the repeal of the Water 

Services Entities Act 2022.  

63. However, the previous reform included a significant amount of consultation – both at 

the exploratory problem definition phase during the Three Waters Review and during 

the design of the reform. Where relevant, the Department has considered feedback 

collected during these work programmes for the analysis of proposals.  

There has been limited consultation and engagement with stakeholders and interested 
parties 

64. The Government’s proposals for reform were clearly signalled in election manifestos 

and coalition agreements. As with the first RIS, due to the legislative timeframes and 

Ministerial direction, there has been limited consultation with stakeholders during the 

overall policy design process. This includes with sector organisations, councils, iwi and 

hapū, and other interest groups.  
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65. However, there has been some engagement with several councils on these proposals, 

including delivery arrangements. The intent of LWDW is to enable councils to choose 

water services arrangements that best suit their needs, provided the arrangements 

meet minimum requirements, particularly financial sustainability requirements and 

regulatory standards. Engagement with councils has focussed on understanding what 

councils are intending to do with their future water services arrangements, and testing 

whether policy proposals would enable these. Further engagement is anticipated as 

councils commence their Water Services Delivery Plans once Bill 2 is enacted and 

when guidance material is made available.   

66. As such, there are no views of councils outlined in this RIS. However, engagement with 

councils on the specific policy proposals and direction of LWDW has informed the 

analysis of Strategic Options.  

67. While there has also been limited engagement with Māori to date, the Department is 

progressing a targeted engagement process with Māori, including with settled iwi, to 

ensure the potential impacts of LWDW on existing Treaty settlements are understood.  

68. Officials have relied on: 

• the Government’s newly established Technical Advisory Group (TAG), who 

provided policy design input into the proposals included in this RIS, and  

• evidence and insights collected through the public consultation from the previous 

policy and legislative programme – which was extensive, 

• insights provided from the limited engagement with councils that has occurred.  

69. TAG feedback is detailed alongside each policy proposal.  

70. The Department had access to submissions made to Parliamentary select committees 

in their consideration of the previous Government’s various bills to provide for its water 

services reforms.  

71.  

 

 

 

 

 

72. It is important to note the proposals are enabling for any arrangements that meet 

minimum requirements. Therefore, engagement that has occurred has focused on 

understanding what different groups of councils are wanting to do and making sure the 

policy settings would enable these proposals where they appear to fit the objectives of 

LWDW. This has also helped to get a better understanding of the support councils may 

require to develop their plans and move to future arrangements. 

73. Further, in pursuing options to better deliver water services, councils will continue to 

have requirements to consult with their communities on how to achieve better delivery 

of water services. It is also expected that councils will be engaging with their local iwi 

and hapū, particularly given they have existing relationships, on the service delivery 

proposals they may wish to take forward.  

The assessment of costs and benefits has had to rely on qualitative information  

74. Due to constrained timeframes, data limitations and uncertainty as to how the various 

proposals will be implemented and responded to by councils it was not possible to 
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complete a full analysis of the costs and benefits of the four proposals beyond mainly 

qualitative estimates.  

75. The assessment of costs and benefits should be considered as indicative only.   

76. This has meant that the true costs and benefits, including those to be faced by 

councils, are not fully known. These costs will depend on how economic and other 

regulation is implemented by the Commission and others, and the capability and 

capacity of different councils to respond to the requirements of new regulation, 

including to achieve financial ringfencing of water services and to establish more 

efficient delivery models for water services.  

77. This uncertainty about actual costs and benefits means there are risks that some 

councils may not meet the policy objective of delivering financially sustainable water 

services. Measures to monitor and address these risks are outlined in Section 3.  

Treaty o f Wai tangi and Treaty settlement obl igations  

78. The LGA requires local authorities to facilitate Māori participation in decision-making 

processes within local government. The relationships, rights and interests that Māori 

have with local authority-provided drinking water, wastewater and stormwater services 

are often geographically or catchment specific and recognised at a local level, in 

agreements between mana whenua and councils.  

79. Across the proposals, it is intended that existing obligations under the Treaty of 

Waitangi and Treaty settlements for councils and CCOs and council-controlled trading 

organisations (CCTOs) under existing legislation will continue to apply, regardless of 

the service delivery vehicle chosen by councils as their future model for water services 

delivery. No proposals are made to change these existing obligations. The proposals 

assume that councils will continue to lead their local relationships with Māori, including 

ensuring that the process and content of their proposals meet their Treaty settlement 

obligations.  

80. Options in this RIS relating to a proposed streamlined processes for consultation and 

decision-making would be clear that existing requirements in the LGA relating to the 

contribution to decision-making processes by Māori, and processes for consulting with 

Māori, would continue to apply unaltered.   

81. The Government has made commitments to do further work to rebalance the national 

policy statement for freshwater management (NPS-FM) and revisions to the (RMA) and 

the planning system, led by the Ministry for the Environment. The Ministry for the 

Environment has conducted limited engagement with iwi/Māori on the Government’s 

intent for initial changes to the RMA. Any engagement by the Ministry for the 

Environment would be the appropriate mechanism to lead consultation on Māori rights 

and interests in freshwater management. 

82. To the best of our knowledge, the amendments contained in this RIS do not impact or 

cut across the commitments made to iwi/Māori relating to freshwater or the resource 

management process.  

There is a commitment in these reforms to upholding Treaty settlements. 

83. As noted above, there has been limited engagement with iwi/Māori to date. As such, it 

has not been possible to fully assess the impacts of the proposals on the Crown’s 

Treaty obligations or Treaty settlement commitments.   

84. The Department has committed to working with Treaty settlement specialists and Post 

Settlement Governance Entities (PSGEs) to undertake further analysis to understand 
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potential implications of the impacts of these proposals on Treaty settlements, noting 

that an objective of the reforms is to uphold existing Treaty settlements.   

85. In addition, the Minister of Local Government has asked the Department to continue to 

engage with iwi/Māori and PSGEs to ensure the potential impacts of LWDW on Māori 

interests are understood (noting that iwi/Māori have documented interests arising from 

Treaty settlements, current joint planning and decision-making arrangements with 

councils, and a demonstrated and ongoing commitment to address their rights and 

interests in freshwater).   

86. Further work in this area is continuing and will inform further work on Bill 3, including 

the next set of policy decisions. 

Assessment 

87. The Crown is expected to act consistently with the principles of the Treaty of Waitangi, 

including the principles of partnership, participation and active protection. 

88. It is noted that, while the proposals do not seek to change existing obligations that 

councils already have (as described above), it is difficult to be definitive as to whether 

Treaty principles and Treaty settlement commitments have been met, for reasons 

including:     

• The limited engagement with Māori to date, but a commitment that further 

analysis on and engagement on Treaty settlement implications and engagement 

with Māori will occur, noting that further decisions in a second stage on Bill 3 are 

yet to be made and the proposals across those decisions are inter-connected. 

• The fact that further decisions in a second stage on Bill 3 are yet to come, and as 

a whole will shape the assessment of consistency with Treaty obligations.  

• Isolating the precise relationship of water services reform to iwi/ Māori rights and 

interests in freshwater is difficult. There is uncertainty about the potential impacts 

of the changes addressed here. In addition, those impacts are largely driven by 

other policy reform areas not addressed by this RIS.   

89. There is a risk that taking decisions before engagement is fully completed will impact 

on the ability of the Crown to meet Treaty obligations, for example - if decisions are 

pre-determined. It is difficult to assess this risk given the Department’s intention to 

engage further before final decisions are taken on the content of Bill 3.  

90. Treaty implications will be reviewed across the whole package of policy proposals as 

part of the next set of policy advice and RIS. 

91. As noted above, there are significant intersects between these proposals and the next 

set of policy proposals to come. These collectively will form the longer-term enduring 

framework for water services. As such, the Treaty impacts will be considered across 

the whole package of proposals at that stage and prior to the introduction of the final 

Bill.    

92. Further work is ongoing in relation to Treaty settlements analysis and engagement. 
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Section 2: Deciding upon an option to address the policy 
problem 

What st rategic options could the Government explore?  

93. As noted in the first RIS, there are four broad approaches (Strategic Options) available 

to the Government as it considers what it can do to enable and support local authorities 

to deliver water services that are financially sustainable and meet minimum regulated 

quality standards: 

• Strategic Option One: Status quo, being reliance on the current provisions of 

the LGA to provide for council accountability in financial management and 

delivery of water services, and current regulatory settings 

• Strategic Option Two: Transitional provisions to focus councils on the 

sustainable financial delivery of their water services, inform development and 

implementation of economic regulation and prepare councils for full economic 

regulation 

• Strategic Option Three: Economic regulation without transitional provisions 

• Strategic Option Four: Economic regulation coupled with stronger direction from 

central government to councils on how to manage and organise their delivery of 

water services.  

94. The four Strategic Options were assessed in the first RIS, with the Department 

recommending Strategic Option Two as it aligns with LWDW and provides the 

necessary incentives and support for councils to improve delivery of their water 

services in the lead up to full economic regulation.  

95. Strategic Option Two aimed to enable council reorganisation of water services in the 

lead up to economic regulation. A combination of four key proposals (outlined below) 

would ensure council focus on what is needed to put their water services onto 

sustainable financial footings as a basis for their transition to full economic regulation in 

the future. They will focus councils on the sustainable financial delivery of their water 

services and inform the development and implementation of economic regulation.  

96. The four proposals are:  

• greater information disclosure to inform the regulatory regimes 

• systems to require councils deliver financially sustainable water services that 

meet regulatory standards 

• legislative amendments to streamline the establishment of new water services 

CCOs 

• explore options for the financial separation for Watercare. 

97. Economic regulation promotes positive outcomes for customers but requires a long 

implementation process. This option allows for a transitional economic regulation 

period in which the economic regulator will be able to work with the water sector to 

build its understanding of how to comply with economic regulation. The establishment 

of an economic regulator also takes time and resource. Central government will need 

to communicate with and educate councils on the regulatory requirements.  

98. Strategic Option Two will also support all councils, regardless of their capability to 

prepare for economic regulation. For example, it should support suppliers that are 
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What scope wil l  options be considered wi thin?  

103. Building on the four proposals already assessed in the first RIS under Strategic Option 

Four, this RIS provides for four additional proposals that start to set the enduring 

foundations within the water services delivery sector to transition to full economic 

regulation.  

104. These proposals sit across four areas:  

• Optionality for water services organisations   

• Minimum requirements for financial separation 

• Introduction of economic regulation  

• Assistance and intervention framework. 

105. The Department is the policy lead on proposals 1,2 and 4. MBIE is the lead for 

proposal 3 – economic regulation.  

106. These are the first set of policy proposals for inclusion in Bill 3, with a further set to 

come.   

While assessed separately, the proposals come together as a package and have a 
high degree of interdependency 

107. Across all of these proposals, there is significant overlap as they come together to form 

the LWDW ecosystem.  

108. In particular it should be noted that:  

• proposals for economic regulation and financial ringfencing are critical to setting 

long-term expectations for councils’ financially sustainable delivery of water 

services 

• proposals for optionality in how councils choose to deliver water services provide 

means for councils to respond to the incentives of economic regulation 

• proposals for oversight of councils’ delivery of water services provide for 

intervention in cases that councils are unable to achieve the financially 

sustainable delivery of water services.  

109. To this end there is a high interdependency between the different proposals and 

government’s objective to improve council delivery of water services. 

The counterfactual options include the proposals set out in the Local Government 
(Water Services Preliminary Arrangements) Bill 

110. As noted in Section 1, the preliminary arrangements were agreed by Cabinet in March 

2024, with the intention to introduce and pass legislation (Bill 2) by August 2024 that 

will establish a framework and preliminary arrangements for the new water services 

system. These arrangements, and proposals, will cause the regulatory landscape to 

adjust over the next six months.  

111. It has therefore been assumed that these arrangements form part of the 

‘counterfactual’.  

Policy options are informed by, and limited to Government policy 
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112. As outlined in Section 1, the policy proposals are informed by, and limited to, 

Government policy. This includes key parameters set out in within LWDW, including 

that: 

• councils will retain ownership and control of their water services assets and 

delivery 

• central government will have stronger oversight to ensure that the status quo 

does not continue, including introducing an economic regulator  

• councils will be required to ringfence assets and funds for water infrastructure 

with the policy objective that water services will become financially sustainable, 

and 

• there is greater transparency and accountability to consumers, communities and 

regulators. 

113. Therefore, options such as compulsory amalgamation of council owned water 

organisations which were progressed under the previous government, are not 

assessed.  
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Proposal One: Optionali ty of water service provider models for councils   

114. Three options are explored below:  

• Option One: Current set of available water service provider options set out in 

legislation, including transitional consultation provisions provided for in Bill 2 

(counterfactual)  

• Option Two: Legislative change to enable a broad range of water service 

providers, with clear minimum requirements (the Department’s preferred 

approach) 

• Option Three: Legislative change to enable new water services providers with 

clear minimum requirements (as per Option Two), but council choice is restricted 

to specified models. 

Option One – Current set of available water service providers options set out in 
legislation, including transitional consultation provisions provided for in Bill 2 
(counterfactual) 

115. Under this option councils are able to decide how they undertake the delivery of water 

services; however, their choices continue to be restricted to current delivery models as 

enabled under the LGA. This includes:  

• direct delivery by councils – with services provided ‘in house’ (for example, as 

discrete business units) 

• CCOs and CCTOs owned by single or multiple councils, as per the LGA. 

116. This option includes the transitional arrangements set out in Bill 2, which both provides 

for both Water Services Delivery Plans and transitional arrangements to streamline the 

process for establishing new water services CCOs. 

117. Under this option, two or more councils who are wanting to form a joint water services 

CCO can set up a joint committee. The joint committee’s scope includes analysis of 

options, recommending a preferred option/proposal to the participating councils, 

undertaking consultation on the proposal (if approved by all councils) in a joint manner, 

and making final recommendations to the participating councils on whether to establish 

the joint CCO. The transitional arrangements clarify the minimum requirements for 

consultation, modify information requirements and considerations in the decision-

making process. The modified factors that the joint committee and councils could 

include in their decision making would serve to ‘de-risk’ the process for councils who 

are concerned about the possibility of judicial review if they are seen to, as part of the 

consultation and decision-making process, consider for example, the wider impacts of 

a CCO rather than just on their individual district.  

118. Under this option, planning and accountability would be set out as currently in the LGA, 

which means that there would only be very basic provisions for planning and reporting 

for CCO/CCTOs, and councils would continue to be responsible for planning and 

reporting in relation to water services (and to do so in documents that cover other 

activities). 

119. Under this option, some councils would continue to struggle to reliably raise the finance 

needed for adequate investment in water services.  

Option Two – Legislative change to enable a broad range of water service providers, 
with clear minimum requirements (the Department’s preferred approach) 
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120. This option would include legislative change to provide for an expanded range of water 

service providers for councils to choose from. Councils could also be able to develop 

alternative models, provided these meet minimum specified requirements.  

121. This option provides councils with a great degree of flexibility on how they may want to 

organise their water assets to meet local needs and circumstances.  

122. The range of water service providers could include (but are not limited to):  

• direct delivery by councils – with services provided ‘in house’ (for example, as 

discrete business units) 

• separate water organisations, which could include:  

o CCOs and CCTOs owned by single or multiple councils, building on models 

currently in the LGA 

o organisations owned by multiple councils, which are intended to be financially 

independent from a credit rating perspective 

o new consumer trust-owned and mixed ownership (council/trust-owned) 

organisations, which are intended to be financially independent from a credit 

rating perspective.    

123. Councils could enter into long-term contracts with third-party providers to outsource the 

delivery of some or all water services.  

124. Guidance would be provided on the range of options available to councils, and to 

support councils’ assessment of which providers are most appropriate for their 

circumstances.  

125. In making their choices, councils will decide on whether to retain direct delivery over 

some or all water services, or to transfer drinking water, wastewater and/or stormwater 

services to specialist water organisations that they might directly establish or establish 

with other councils. In deciding how to organise and deliver their water services, 

councils would continue to be responsible for consulting with their communities. 

Minimum requirements for water service providers 

126. Across all water service providers there are minimum requirements that could be set 

out in legislation to ensure a degree of consistency across the range of vehicles, 

including that all local government water services providers:   

• will be subject to economic, environmental and water quality regulation   

• will be subject to a bespoke planning and accountability framework for water 

services  

• must be financially sustainable  

• must act consistently with statutory objectives, and 

• will be subject to restrictions against privatisation.  

Wider requirements for water organisations  

127. Legislation would set out additional requirements for water organisations relating to 

ownership, governance and structural arrangements. This includes new provisions, and 

enhancements to the current provisions in the LGA for CCOs and CCTOs that deliver 

water services – to ensure these are fit for purpose.     
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128. The legislation would also set out governance and organisational requirements for 

water service providers, including:  

• that water service providers boards must be independent and governed 

professionally 

• prohibition on appointment of current council staff and elected members to water 

service providers’ boards  

• that water service providers must be companies (and thus governed by the 

Companies Act 1993)  

• ownership and management arrangements for water assets 

• restrict scope of water service providers activities to water services only  

• alternative consultation and decision-making requirements 

• provisions to support the transfer of assets, liabilities, and employees to new 

water service providers.  

129. The legislation would also set out additional provisions for consumer trust-owned and 

mixed-ownership organisations, including:  

• restrictions on the transferability of ownership interests 

• the consumer trust must represent the water service provider’s consumers and 

their interests, 

• consumer trustees will be elected by local consumers, and will be responsible for 

appointing and removing board members and overseeing performance, and  

• consumer trust shareholding arrangements.  

130. Annex One provides a summary of water service providers.  

Planning and accountability  

131. Under this option, a planning and accountability framework will also be provided for in 

the legislation, which is specifically designed for the water service providers outlined in 

this option. However, it would not apply to other kinds of provider (such as Crown or 

private providers). 

132. It would be separated and distinct from the general LGA planning and reporting 

framework, which accommodates a wider range of outcomes and activities. It would 

also apply instead of the general provisions that relate to CCOs/CCTOs.  

133. This planning and reporting framework would have three core components to form the 

basis of an accountability cycle:  

• Statement of expectations - to be prepared by owners/shareholders and issued 

to (non-council) water service providers (for models other than council direct 

delivery). This would set out the expectations, priorities, strategic direction, and 

outcomes for the provider, and inform and guide the decisions and actions of its 

board. Water organisations would be required to give effect to this statement.  

• A Water Services Strategy - to be prepared by water service providers. This 

would be the primary accountability document, and which would set out how the 

provider is proposing to respond to local priorities (including matters in the 
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statement of expectations) and meet regulatory and financial sustainability 

requirements. It would be the basis for assessing performance. 

• Annual report - to be prepared by water service providers. This would report on 

performance against the expectations and proposals in the above documents, 

and standard financial reporting (which would be audited). 

Option Three – Legislative change to enable new water service providers with clear 

minimum requirements (as per Option Two), but council choice is restricted to 

specified models. 

134. Under this option, councils would be required to adopt specified classes of water 

service providers as outlined in legislation. This is likely to be one of the options 

specified in Option Two (paragraph 122 above), or a smaller or more specified list.  

135. Unlike Option Two, councils would not have an open choice of water service providers 

to choose from. Nor would they have the option to modify a specified provider or 

develop an alternative service delivery model to those provided in legislation. This 

would enable government to set and enforce clear requirements for how council’s 

deliver water services to ensure use of models that achieve sustainability and are 

conducive to improved financial performance and efficiency, but at the cost of local 

choice.   

136. Further, expectations could be set in terms of which water service providers councils 

should move to – removing flexibility and choice. For example, councils could be 

directed into multi-council owned water service providers that have the potential to 

achieve economies of scale and enable better access to financing.   

137. As such, there would be stronger legislative powers for central government and the 

Minister to direct councils in how they are to manage and organise delivery of water 

services, and less flexibility for councils to determine which service delivery model can 

be used. This could occur through inclusion of a power that would allow the Minister to 

prescribe in regulation organisational types or features that particular councils with 

particular characteristics or in particular circumstances would be required to adopt in 

their delivery of water services. These characteristics or circumstances could relate to 

matters such as the size of the population served or the value or state of the water 

services asset base and its management.     

138. Therefore, the two main differences from Option Two, are that:  

• councils will not be able to choose alternative water service providers, and  

• Government may direct councils in how they are to manage and organise the 

delivery of water services. 

139. As in Option Two, all water service providers would be subject to minimum 

requirements set out in legislation.  

140. Under both options two and three, councils will benefit from improved central direction 

and requirements to inform their delivery of water services and additional 

organisational options that will improve their ability to achieve the financial 

sustainability of their water services and to raise the finance needed for adequate 

investment in water services. 
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What option is l ikely to best address the problem, meet the policy 
objectives,  and del iver the highest net benefits?  

141. The Department recommends that Option Two, Legislative change to enable a broad 

range of water service providers, with clear minimum requirements. 

142. Option Two is recommended because it: 

• aligns with the objectives set out in LWDW and provides councils with the 

greatest flexibility to decide how they want to delivery water services to their 

communities 

• provides councils with a greater span of choice and options that can be tailored 

to different local characteristics, including delivery models that will better improve 

incentives and efficiency and enable the effective management and delivery of 

financially sustainable water services 

• provides councils with the option to either: 

o adopt a service delivery model provided for in the legislation, including for 

multi-council, consumer trust-owned and mixed ownership water 

organisations, or  

o develop their own water service providers that meets the legal minimum 

requirements and regulators standards.  

143. These new vehicles enable councils to potentially achieve economies of scale, where 

that makes sense to achieve more efficient service delivery; and enable better access 

to financing for water services, including by facilitating long-term borrowing.  

144. As part of the development of Proposal One and the preferred option, the Department 

has engaged with the TAG, MBIE and the Commission. 

145. The TAG generally recommended taking an enabling legislative approach (as opposed 

to a prescriptive approach) for the service delivery vehicles. This is to provide flexibility 

to councils. The TAG also agreed that all service delivery vehicles should be subject to 

clear “bottom line” minimum requirements and regulatory standards.  

146. Members of the TAG recommended there should not be a mandatory requirement in 

legislation for water service providers to produce governance documents such as 

constitutions or shareholder agreements. Given all water service providers will be 

required to operate as companies (and will therefore be subject to the Companies Act 

1993), it is expected all water service providers will produce governance and 

establishment documents as part of good governance practice, including constitutions 

and shareholder agreements.  
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source water sources. Water not wasted 

through leaks will be available to the 

environment of for other economic uses.  

  

Total monetised 
benefits 

Not available at this point in time n/a n/a 

Non-monetised 
benefits 

 Low Low/Medium  
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Proposal Two: Minimum requi rements for f inancial  separation   

147. Three options are explored below:  

• Option One – No explicit ringfencing requirements (status quo) 

• Option Two – Stand-alone financial statements are required for water supply, 

wastewater, stormwater, and the three waters in aggregate (the Department’s 

preferred approach) 

• Option Three – Hypothecation of water revenues under specific circumstances 

(the Department’s preferred approach). 

Option One – No explicit ringfencing requirements  

148. Financial information on water services is already included in council planning and 

reporting documents under the LGA and Local Government (Financial Reporting and 

Prudence) Regulations 2014 (through funding impact statements). Although funding 

impact statements do not require disclosure of borrowings or cash reserves, which 

means there is no current reporting requirement to demonstrate that all cash generated 

from water service revenues is used for water service expenditure.  

149. Stand-alone service delivery models such as CCOs, will deliver ringfencing at an 

aggregated level by operating water services at arms-length from other council 

business.  

150. As part of the transitional provisions set out in the Bill 2, councils will be required to 

develop Water Services Delivery Plans which aim to ensure that each council is 

focused on what it needs to do to transition delivery of their water services onto a 

financially sustainable footing. These Water Services Delivery Plans will cover council 

priorities and proposals to achieve financially sustainable delivery of water services – 

including the proposed organisational delivery model (on an individual basis or joint 

with other councils). They will also cover funding and pricing and the planned approach 

to funding water services – including details of user charges, borrowing and 

approaches to debt management (including any plans to increase debt headroom 

through financial separation from councils).  

151. No explicit ringfencing requirements still provides a degree of financial transparency 

and financial separation of water services. However, this may not be achieved for 

councils who continue to deliver water services in-house. 

Option Two – Stand-alone financial statements are required for water supply, 
wastewater, stormwater, and the three waters in aggregate (preferred approach) 

152. Under this option, there would be stand-alone financial statements to report water 

supply, wastewater, stormwater3, and the three waters in aggregate.  

153. Water services financial statements will:  

• include all revenue and expenditure relating to the specified water service 

• be compliant with Generally Accepted Accounting Principles, and  

• include a statement of profit and loss, balance sheet and statement of cash flows. 

                                                 

 

3 With regards to stormwater, the Commerce Commission’s monitoring and enforcement role of this would apply 
if/when stormwater is brought into the economic regulation regime and becomes a regulated service. 
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154. Financial statements prepared would need to be consistent and reconcilable with 

funding impact statements for water services, to ensure that water services activities 

are transparently presented.  

155. Councils will need to track and report on all cash borrowed and generated for water 

services as well as the uses of cash to prepare stand-alone financial statements. This 

requires any unspent revenues or cash generated to be retained and tagged for future 

water services expenditure or activity. 

156. Ringfencing principles will also be set out in the legislation to guide water service 

providers and the additional rules, guidance and performance requirements that may 

be set by the Commission (as a part of the fulsome economic regulation). The 

principles would include: 

• water revenues must be spent on water services; and  

• water service charges and expenses must be transparent and accountable. 

157. This aims to provide transparency and accountability over the amount of council debt 

that is allocated to water services. It will also assist with the determination of whether 

water services revenues are set at financially sustainable levels. 

Option Three – Hypothecation of water revenues under specific circumstances 

158. Under this option, there would be the hypothecation of water revenues under specific 

circumstances. This means that revenues or cash generated for water services cannot 

be used for other purposes. This allows for increased certainty and lower risk to 

investors. 

159. This could include requiring a portion of water revenues to be invested in a certain 

asset, expense category, project, programme, type of regulated water service or held in 

reserve. While it is possible that this could be set across all regulated water services, it 

more likely that the economic regulator would take a selective approach to its use, and 

use it as part of a package of interventions available to it in particular circumstances 

when needed.  

160. Under this option, the Commission would be able to set and enforce hypothecation 

requirements. The hypothecation of revenue would be a tool available to the 

Commission if it identified underlying issues with the performance of a water network. 

The Commission would be able to make a recommendation to the Minister of 

Commerce and Consumer Affairs that a water service provider should become subject 

to performance requirements if the Commission considers that the application of this 

tool is in the long-term benefit of water services consumers. This is discussed further 

as part of Proposal Three below.
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What option is l ikely to best address the problem, meet the policy 
objectives,  and del iver the highest net benefits?  

161. The Department recommends that Options Two and Three be progressed as a 

package. This means that both the development of stand-alone financial statements, 

as well as the hypothecation of water revenues are enabled in legislation.  

162. These ringfencing proposals will:  

• transparently disclose the true cost of water services delivery and infrastructure 

investment and whether revenues are sufficient to cover costs (i.e. revenue 

sufficiency) 

• provide a proxy for operational and financial separation of water services from 

other council business 

• enable a clear determination as to whether proposed revenues and costs in 

delivering water services operations are financially sustainable 

• reinforce and clarify expectations for councils and their organisations around 

financial sustainability 

• enable management and governance to have an appropriate level of oversight of 

water services revenue and costs, and assist with investment and financing 

planning 

• support the economic regulator through more transparent disclosure, which will 

help to ensure that adequate investment occurs in the water network, in order for 

it to meet its performance requirements. 

163. The hypothecation of water revenues under specific circumstances provides the 

Commission with another tool to address issues, such as under-recovery and 

underinvestment. This provides a mechanism for the regulator to ensure that adequate 

investment occurs in the water network, for it to meet its performance requirements.  

164. As part of the development of Proposals Two and Three, the Department has engaged 

with the TAG, MBIE, and the Commission. 
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Total monetised 
benefits 

Not available at this point in time. n/a n/a  

Non-monetised 
benefits 

 Medium Medium 
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Proposal Three: Int roduction of enduring economic regulation    

165. Three options that are led by MBIE are explored below: 

• Option One – existing transitional provisions and information disclosure remain 

(counterfactual) 

• Option Two – a targeted approach to economic regulation, with the ability to 

group water service providers (MBIE’s preferred option) 

• Option Threet=Three – a comprehensive approach to economic regulation 

introduced for each water services provider.  

Option One – Limited economic regulation and transitional provisions remain 
(counterfactual)  

166. Under this option, as outlined in Bill 2, there would be requirements for councils to 

prepare Water Service Delivery Plans by mid-2025.   

167. Water Service Delivery Plans must contain certain information, such as the current 

state of the water services and network, details of capital and operational expenditure 

required, financial projections, asset management approach, and risks impacting on 

delivery of water services. 

168. Additional information disclosure can be required from some water service providers 

after a designation process which includes Ministerial decisions. Information on water 

services will continue to be collected by other agencies including: 

• Taumata Arowai, the water services regulator, currently collects data for the 

purpose of ensuring water services providers are meeting drinking water 

standards, and limited information on stormwater and wastewater services. 

• Regional councils, under the LGA have some information-gathering powers. For 

example, councils are required to provide water-specific performance measures 

to the Department.  

• Water New Zealand, a water industry body, uses data from territorial authorities 

for their National Performance Review dashboard.  

Option Two – A targeted approach to economic regulation, with the ability to group 
water service providers (MBIE’s preferred option) 

169. This option would establish a targeted economic regulation regime for water service 

providers.   

Providers could be grouped and moved through the regime in stages   

170. There would be an ability for the Commission to group providers together, with different 

groups being subject to different regulatory measures. This approach would allow the 

Commission to introduce more stringent requirements for some providers, and a lighter 

regulatory burden for other providers.  

171. For example, the Commission could group providers into three main groups as follows:    

• large providers may require further oversight and/or bespoke requirements such 

as fast-tracking to price-quality regulation where overcharging is a problem 

• medium sized CCOs that are responsive to regulatory incentives may only 

require information disclosure to drive performance 
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• small rural councils may have a more limited ability to respond but face significant 

challenges with improving efficiencies.  

Information disclosure would form the basis for the regime and apply to all providers 

172. An information disclosure regime, led by the Commission, would form the basis of the 

regime and would apply to all providers.  

173. Under information disclosure, the Commission sets requirements on when certain 

information must be collected and then disclosed to the Commission. The Commission 

must then analyse and report on the information disclosed publicly (for example, on the 

Commission’s website). Information may include benchmarking suppliers’ performance 

against each other, including relative financial performance.   

174. Under this option, the Commission would be able to require water service providers to 

prepare periodic forward-looking information. This includes, but is not limited to, 

forecast capital investment, operating costs, revenue, tariffs/charges, and financing 

plans required to meet drinking water and environmental standards. Information would 

be standardised so that it is comparable across water service providers, to the extent 

possible. Provision would be made for the Commission to require these plans to be 

independently verified.  

175. The Commission could also require the disclosure of backwards-looking information 

that show the actual capital investment, operating costs, revenue, tariffs/charges and 

financing undertaken over a period. The Commission would review this information to 

determine which water service providers are improving asset and financial 

management, making efficient investments in infrastructure, implementing pricing 

practices that reflect costs, and providing a quality of service that reflects community 

expectations. 

Revenue thresholds would be set using a risk-based approach 

176. Under this option the Commission would be able to set minimum and/or maximum 

revenue thresholds as a screening mechanism to help ensure that water service 

providers invest sufficiently in infrastructure. The Commission would set revenue 

thresholds using a risk-based approach, by prioritising water service providers with the 

greatest levels of under-recovery and under-spend, before focussing attention on 

service improvements for other water service providers.  

Infrastructure quality standards (quality-only) and performance requirements could be 
applied to water service providers where it was for the long-term benefit of consumers 

177. In addition to its other regulatory powers, after mid-2026 the Commission would be 

able to recommend to the Minister of Commerce and Consumer Affairs that a water 

service provider should become subject to quality-only regulation (infrastructure quality 

standards) and performance requirements. This could only occur if the Commission 

considered it was for the long-term benefit of water services consumers.  This would be 

done through a ‘designation process’, whereby economic regulation is applied or 

removed from one or more provider or service. 

178. The purpose of infrastructure quality standards is to incentivise improvements in 

infrastructure performance by setting outcomes that regulated entities need to meet, 

which can then drive investment in assets or operational expenditure to meet these 

outcomes. Infrastructure quality standards are also a feature of overseas regimes. This 
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quality regulation is different from, but would be complementary to, Taumata Arowai’s 

role regulating drinking water safety and environmental performance4.  

179. Performance regulation would require providers to perform certain actions to improve 

network service quality. For example, it could include making certain investments, or to 

seeking approval from the Commission on investment programmes.  

The Commission could also apply price-quality regulation  

180. Under this option, after mid-2026, the Commission would be able to recommend to the 

Minister of Commerce and Consumer Affairs that a water service provider should 

become subject to price-quality regulation (be “designated”) if: 

• minimum or maximum revenue threshold is unjustifiably breached, or 

• through other monitoring activities, the Commission considers price-quality 

regulation is in the long-term benefit of water services consumers (consistent with 

the Part 4 of the Commerce Act purpose statement). 

181. Price-quality regulation sets a specific ‘price-quality path’ for designated water service 

providers.  

182. If the Minister of Commerce and Consumer Affairs approves the Commission’s 

recommendation to designate a water service provider the Commission would be able 

to use comparative efficiency benchmarks to set maximum and/or minimum revenues. 

This would include the level of capital and operating expenditure required to deliver 

water services, while meeting environmental and drinking water standards.  

183. The Commission would also be able to smooth prices and revenue within and between 

regulatory periods. Revenue smoothing is a key tool used under Part 4 (and the 

Telecommunications Act) to enable the Commission to manage the impact of price 

shocks on consumers where step changes in investment are needed, which will be 

relevant in the water services context due to historic underinvestment.  

184. If a water service provider is designated as subject to price-quality regulation, the 

Commission should be able to set price-quality regulations without input methodologies 

(explained below) from mid-2026. 

Full input methodologies would be set at a later date 

185. Under this option, information disclosure and (if required) price-quality regulation would 

initially be able to be set without input methodologies during a transitional period.   

186. Input methodologies are the rules and processes that the Commission sets upfront to 

help provide certainty about how specific services will be regulated under Part 4 of the 

Commerce Act. The input methodologies apply to key components of the regulatory 

regime such as how assets are valued, costs are allocated, and the cost of capital 

which influences how risk is shared between businesses and consumers, which also 

determines how businesses are compensated for their return on investments.   

187. After commencement, the Commission would be able to set information disclosure 

requirements, including revenue thresholds, without input methodologies. The 

Commission would be required to set these requirements six months after 
                                                 

 

4 For example, it is possible that drinking water quality is sufficient, but the network quality is not sufficient 
because of the number of leaks, water pressure or other issues. Similar metrics may be used across 
regulatory regimes to monitor performance while minimising regulatory costs, which can be managed with 
information sharing arrangements to avoid regulatory duplication. 
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commencement (likely mid-2026). However, there would be the ability to defer this 

deadline with agreement from the Minister of Commerce and Consumer Affairs.  

188. The Commission would then be required to set input methodologies for both 

information disclosure and price-quality regulation (if a water service provider has been 

designated) within ten years after commencement (likely mid-2035) but with the ability 

to defer this deadline with agreement from the Minister of Commerce and Consumer 

Affairs. 

Cost recovery of the economic regulation regime 

189. Under this option there would be the creation of a power enabling the cost of the 

economic regulation regime to be recovered from levies on water service providers. 

This is discussed further in the attached Cost Recovery Impact Statement (See Annex 

Two) 

Option Three – A Comprehensive approach to economic regulation introduced for 
each water service organisation Option Three – A Comprehensive approach to 
economic regulation introduced for each water services provider  

190. Under Option Three, a comprehensive economic regulation regime would be 

introduced for all water services providers. This would be led by the Commission and 

would initially comprise of information disclosure, with price-quality regulation 

(underpinned by input methodologies) introduced for all water service providers from 

2030.  

Information disclosure  

191. As in Option Two, information disclosure requirements would initially be set without 

input methodologies, with the Commission expected to set the requirements for 

information disclosure within six months of commencement.  

192. Each water service provider would face the same disclosure requirements and work to 

set input methodologies would commence concurrently.     

Progressing to price-quality regulation once input methodologies set 

193. Under this option, price-quality regulation would be introduced for all providers from 

2030, following input methodologies being set in 2030.  

194. A comprehensive regulatory approach applied equally to the whole sector would 

ensure consistent requirements for each provider and provide the strongest oversight 

of the three options outlined. However, the lack of discretion to tailor requirements 

across such a variety of providers means there is a substantial risk of undue regulatory 

burden on some providers.   

Input methodologies to be set by 2030 

195. In order to expedite the introduction of the enduring regime, the Commission would 

have approximately three years to develop input methodologies (rather than the ten 

years under Option Two).  

196. Over the long term, there are strong benefits in input methodologies being determined 

due to the certainty it provides regulated suppliers and investors. Prioritising this 

certainty will be of particular value if all providers are to be subject to full price-quality 

regulation.  

197. However, the process for setting input methodologies (including the associated merits 

appeals process) can be resource intensive and time-consuming. A constrained 

5sshjf9dn5 2024-07-24 13:56:35



  

 

 Regulatory Impact Statement  |  48 

timeframe runs the risk of diverting resources from the initial task of gathering quality 

information on the sector and setting regulatory requirements that drive performance 

improvements in the short to medium term.  
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What option is l ikely to best address the problem, meet the policy 
objectives,  and del iver the highest net benefits?  

198. MBIE recommends Option Two, a targeted approach to economic regulation, with the 

ability to group water service providers.  

199. This option ensures efficiency through:  

• ensuring the provision of water services at the lowest possible long-run cost 

(subject to improved water quality and infrastructure standards) 

• incentivising the recovery of costs and efficient investment in water infrastructure  

• ensuring prices/charges reflect the costs of delivering water services.  

200. This option also ensures that consumers understand the relative performance of their 

suppliers and can hold suppliers to account through their consumer engagement 

activities, and that the provision of water services that meet community expectations 

and consumer preferences.  

201. This option is also quicker than Option Three. This is because it is more targeted and 

does not involve setting price-quality paths from the outset, which are time and 

resource sensitive.  

202. Unlike Option Three (a comprehensive approach to economic regulation for each water 

service provider), this option provides for a targeted approach and the grouping of 

providers. 

203. As part of the development of Proposal One and the preferred option, MBIE has 

engaged with the TAG, the Department, and the Commission. 

204. Overall, the TAG, the Commission and the Department supported a flexible and 

targeted approach which is reflected in Option Two. 
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Proposal four: Assistance and intervention     

205. Three options are explored below:  

• Option One: Current framework for Ministerial powers of assistance and 

intervention framework (in Part 10 of the LGA) plus additional mechanisms 

provided for in the Bill 2 in relation to council Water Services Delivery Plans 

(counterfactual) 

• Option Two: Strengthened assistance and intervention framework for the water 

services provided directly by councils (building on counterfactual arrangements) 

• Option Three: Strengthened assistance and intervention framework in relation to 

water services, applicable to all forms of local government water service 

providers (building on counterfactual arrangements) (the Department’s preferred 

approach) 

206. Under all options, wider regulatory powers that sit with system regulators remain:  

• Taumata Arowai has compliance and enforcement powers that apply to drinking 

water suppliers under the Water Services Act 2021 which would apply to any 

form of local government drinking water supplier. 

• Regional councils have roles in relation to environmental regulation, and powers 

to deal with non-compliance relating to wastewater and stormwater networks. 

• The design of the future economic regime will include regulatory powers for the 

Commission to deal with non-compliance by regulated water service providers. 

Option One – Current framework for Ministerial powers of assistance and intervention 

framework (in Part 10 of the LGA) plus additional mechanisms provided for in the Bill 

2 in relation to council Water Services Delivery Plans (counterfactual) 

207. Under this option, the “Powers of the Minister of Local Government to act in relation to 

local authorities” in Part 10 of the LGA would continue to apply, unaltered. This 

provides the Minister with a ‘menu of options’ that may be considered when problems 

arise in local authorities – including appointing a Crown Review Team, Crown 

Observer, Crown Manager, or replacing a council with a Commission. 

208. Under this option, the provisions in Bill 2 would also apply with regard to bespoke 

Ministerial powers of assistance and intervention in relation to Water Services Delivery 

Plans. These powers include the ability to appoint: 

• a Crown facilitator to help councils that may have difficulties preparing Water 

Services Delivery Plans and developing financially sustainable arrangements 

• a person/team to prepare a Plan on a council’s behalf, if it fails to submit one by 

the statutory deadline, or a Plan does not meet statutory requirements. 

209. If a council fails to proceed with and implement the proposals in its Water Services 

Delivery Plan, this is a ‘problem’ under Part 10 of the LGA. This means that the 

Minister can consider using any of the Ministerial powers to act to address the problem 

that are currently in Part 10. 

Option Two – Strengthened assistance and intervention framework for the water 
services provided directly by councils (building on counterfactual arrangements) 

210. This option would only apply to the direct council delivery of water services, and not to 

CCOs or any new forms of water organisation.  
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211. Under this option, additional, enduring assistance and intervention powers/tools would 

be provided, for a LWDW context. This will build on Part 10 of the LGA, and the 

changes made under Bill 2 – but components of those changes would be expanded 

and made permanent. The main difference between this option and option 3 is that the 

legislative framework would continue to apply only to local authorities, so in a water 

services context it would only be relevant to councils that continue to deliver water 

services in-house. This is in line with the current legislative approach, whereby 

Ministerial powers to act apply only to local authorities, not any organisations they own 

or have an interest in.  

212. Under this option the range of Ministerial bodies that can be appointed would be 

expanded. The new bodies would be permanent options, which are specific to the 

water services context, and could be appointed to identify and implement solutions to a 

range of issues relating to council water service delivery.  

213. There would be two new bodies: ‘Crown facilitator – water services’ and ‘Water 

Services Commissioners’.  

214. The Crown facilitator would expand on the role that is provided for in Bill 2, but the 

nature and scope of the role would be more wide-ranging. It could be used, for 

example, to help resolve situations where councils are failing to implement their Water 

Services Delivery Plans and need help to address the reasons for this. It would be 

positioned as an ‘assistance’ tool – though it could have some powers to direct 

councils, depending on the circumstances. 

215. This role could involve, for example:  

• negotiating/brokering solutions across multiple councils 

• helping individual councils to find, enter into and/or manage effective long-term 

contracting arrangements or some other form of joint arrangement (voluntarily) – 

if they have difficulties doing this themselves.  

216. The option of Water Services Commissioners would be a more significant ‘intervention’ 

tool. It could be used in situations where a Crown facilitator or other options are not 

sufficient, and substantial powers to make and implement decisions are needed. It 

would be particularly relevant where a solution needs to be found across multiple 

councils, and it is not feasible or appropriate to replace elected members of several 

councils with Commissioners under the current Part 10 provisions. 

217. This option could involve, for example, a team of experts being deployed to work with 

councils across a region (or parts thereof) to ensure joint arrangements/solutions are 

implemented.  

Option Three - Strengthened assistance and intervention framework in relation to 
water services, applicable to all forms of local government water service providers 
(building on counterfactual arrangements) (the Department’s preferred approach) 

218. Under this option, the approach described in Option Two would also apply – i.e. the 

addition of two new Ministerial bodies to the current menu of options: Crown facilitator - 

water services and Water Services Commissioners.  

219. However, the scope of the assistance and intervention framework would be expanded 

so that it can apply to all forms of council-owned water service delivery providers – not 

just councils. This expands the scope of the framework substantially by allowing for 

existing and proposed new powers to be used to address problems that arise in any 

form of council-owned water service provider. 
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220. Under this option, the framework would also be amended so that: 

• the definition of a ‘problem’ would be more flexible and made relevant to all 

council-owned water service providers, and appropriate for a wide range of 

potential situations that may arise in future (without being tailored to specific 

scenarios) 

• the roles of the current Ministerial bodies would also be modified, as appropriate 

to the water services context. 

221. In practice, these changes could mean, for example, that Ministerial bodies could be 

appointed to deal with situations that involve different kinds of council-owned water 

service delivery providers (not just those directly delivered by councils), including 

vehicles with multiple council owners, and board arrangements.  
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Section 3: Delivering an option 

227. As noted in section one, the four proposals assessed in this section of the RIS are 

interconnected and complete each other. Therefore, implementation and monitoring 

aspects are discussed as a whole package, with specifics mentioned where 

relevant.  

How wil l  the new arrangements be implemented?  

228. As noted previously, LWDW was a National Party manifesto commitment as part of the 

2023 General Election. The arrangements that are discussed in the RIS are signalled 

in the 100-point Economic Plan and were announced by the Government in February 

2024.  

229. As a result, councils are aware of the upcoming changes and the Department has been 

ensuring councils are aware of the specific changes and implications as part of Bill 2.  

Implementation of new water organisations  

230. Under Proposal One, “optionality of water services providers”, Option Two (the 

preferred) legislative change would be introduced to enable a range of water service 

providers, with clear minimum requirements for all vehicles. Councils would have 

flexibility to determine to optimal delivery method for their water services.  

231. Guidance is being provided to councils on the range of vehicles that are likely to be 

made available. This builds on the information made available post the enactment of 

Bill 2 to inform the Water Service Delivery Plans and will help councils to assess which 

vehicles are most appropriate for their circumstances.  

232. Should councils choose to shift delivery models, they will be entirely responsible for 

meeting the requirements under the amended legislation.  

Implementation of minimum ringfencing arrangements  

233. The Commission would be responsible for enforcing the ringfencing requirements for 

water service providers. To support the implementation, they could use a range of 

tools, if and when they deem necessary, such as:  

• setting clear rules and guidance 

• conducting regular audits 

• ensuring transparency 

• engaging stakeholders 

• establishing feedback mechanisms 

• providing training 

• pushing for legal adjustments when needed. 

Implementation of economic regulations  

234. Under Option Two (the preferred option), the Commission would be required to set the 

requirements for the initial phase of information disclosure by approximately six months 

after commencement (likely early-2026). 

235. However, there would be the ability to defer this deadline with agreement from the 

Minister of Commerce and Consumer Affairs.  
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236. The Commission would set revenue thresholds using a risk-based approach, by 

prioritising WSPs with the greatest levels of under-recovery and under-spend, before 

focussing attention on service improvements for other WSPs.   

237. The Commission would then be required to set input methodologies for both 

information disclosure and price-quality regulation (if a WSP has been designated) 

within ten years after commencement (likely mid-2035) but with the ability to defer this 

deadline with agreement from the Minister of Commerce and Consumer Affairs.  

238. At a local level, the resource that this option would require (both in terms of time, cost 

and resource required), will depend on each individual council and the state of their 

water services. This would provide for a targeted approach and the grouping of 

providers to ensure that interventions are targeted on improving the performance of the 

least financially sustainable water services.   

Implementation of assistance and intervention framework  

239. Powers under the new assistance and intervention framework and who might be 

appointed, would need to be considered on a case-by-case basis. This would take into 

account specific issues and circumstances, with the Department keeping a watching 

brief on how the wider policy proposals played out (e.g. the implementation of Water 

Service Delivery Plans). If and when necessary, the Department would provide advice 

to the Minister of Local Government if any issues seem to be emerging.   

240. More information on the changing role of the Department is discussed below.  

How wil l  the new arrangements be monitored, evaluated,  and reviewed?  

241. This section describes the overall approach to monitoring, evaluation and review for 

water services, including how the Department, MBIE, and the Commission would 

monitor and review regulatory changes to ensure that they are performing well.  

242. Overall, monitoring and evaluation for the four proposals would be focused on the 

degree to which each option is achieving its objectives, with a focus on whether local 

council delivery of water services are financially sustainable and meet minimum 

regulated quality standards for communities. Monitoring would also need to consider 

how the Treaty of Waitangi obligations are applied, wherever the Crown has a role, 

function or responsibility in relation to the monitoring functions listed below. 

243. This section discusses both the overall provisions that will be put in place given the 

interconnectedness of the proposals, as well as specific points for each proposal.  

There would be a mandatory review of the water services system in five years’ time 

244. Consideration has been given to mechanisms for maintaining some ‘pressure on the 

system’, incentivising councils to restructure their water services arrangements, and 

considering the long-term effectiveness of the service delivery and associated 

regulatory systems.  

245. As such, there are provisions for a mandatory ‘system-wide review of water services’ to 

be undertaken five years after the Bill is enacted. The timeframe and matters to be 

covered in the review would be specified in the legislation.  

246. This could involve provisions that required the Minister of Local Government to 

commission a review of the overall operation and effectiveness of the: 

• water services legislation 
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• structure of the local government water services delivery system – including 

considering the extent to which council Water Services Delivery Plans have been 

implemented, and the arrangements that have been put in place, and 

• implementation of new regulatory requirements.   

247. This review would include an industry-wide ‘stocktake’ and potentially some form of 

‘self-assessment’ by councils in relation to the outcomes sought by LWDW. The 

reviewer could be given certain powers in the legislation (to obtain information, for 

example), and required to do a report, with recommendations for the Minister to 

consider. 

248. There are also a number of wider monitoring and evaluation provisions in place for 

water services across New Zealand, many of which have been used to inform the 

evidence for the first RIS. For example:  

• audit reports, including water performance audits and LTP audits, from the Office 

of the Auditor-General  

• regular reporting on drinking water quality and network environmental 

performance measures to Taumata Arowai, and  

• Water New Zealand’s National Performance Review. 

249. Annex Three provides a summary of the regulatory roles across the water services 

system.  

Monitoring of performance by the Commerce Commission  

250. As noted earlier, LWDW provides that the regulation of water services will be brought 

into Part 4 of the Commerce Act 1986 and regulated by the Commission.  

251. The Commission will have a range of responsibilities for water service providers, 

including:  

• overseeing information disclosures, and assessing the information provided 

• providing recommendations to the Minister of Commerce and Consumer Affairs 

about price-quality regulation  

• set quality performance metrics after consultation with stakeholders, and  

• monitoring compliance with legislated ringfencing requirements, including the 

ability to act on any breaches. 

252. A key feature of the preferred proposals is information disclosure, which is an 

enhanced regime for recordkeeping and transparency to enable the Commission to 

monitor regulated suppliers’ performance, including relative performance and changes 

in performance over time.  

253. The Commission may, as part of a summary and analysis, include an analysis of how 

effective the information disclosure requirements imposed on the goods or services are 

in promoting competitive outcomes. The anticipated impacts of the new arrangements 

will be identified by this means.  

254. Further, the monitoring of ringfencing requirements would help align ringfencing 

requirements with economic regulation, and requirements will be refined through the 

development of input methodologies to standardise the treatment of shared costs, 

assets and services. 
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255. Therefore, overall success will be evident when councils begin to develop and provide 

necessary information, thereby fostering a more transparent regime and offering data 

and evidence to support future decision making. This would support the Commission 

and councils to develop the capability and capacity needed for the proposed enduring 

economic regulation. The foundational information disclosure under the first phase 

would help to inform the development of the enduring information disclosure 

requirements. The extent to which councils comply with this first phase would influence 

its ongoing policy development.  

256. An effort will be made as part of the legislative design process to ensure that there is 

not a duplication between functions across entities.  

257. MBIE would also monitor the economic regulation regime as part of its general 

regulatory stewardship responsibilities. 

Ongoing monitoring by the Department of Internal Affairs 

258. The assistance and intervention framework would have implications for the 

Department’s role, and how they support Ministers beyond the enactment of Bill 2. In 

particular, the Department’s role would include greater monitoring and oversight of the 

implementation of these provisions. 

259. The Department would need to have an ongoing role in: 

• monitoring the implementation of Water Services Delivery Plans (after they have 

been accepted in accordance with Bill 2) to understand council performance (e.g. 

if they are focussed on water services delivery and on track to achieving financial 

sustainability) 

• providing advice and recommendations on the potential use of powers of 

assistance and intervention relating to water services. 

260. To do these roles effectively, it is proposed that the Secretary for Local Government be 

granted with powers to support and enable the Department to undertake these roles. 

261. The Department would need the ability to require information from councils and other 

water services providers relating to the implementation of Water Services Delivery 

Plans, and situations where ‘problems’ may arise in the water services context. This 

would supplement evidence and analysis from the Commission and other regulators.  

262. Although the Department already provides the Minister with support in respect to Part 

10 of the LGA (and more broadly in relation to the local government system and 

framework), specific monitoring and advice relating to water services would likely 

require additional levels of expertise and resourcing. 

Policy objective around financial sustainability 

263. As mentioned in section 1, it is anticipated that the package of proposals presented, 

along with the preliminary arrangements, will result in strong incentives on councils and 

new organisation. These will include options for councils to achieve the policy objective 

which is that they will deliver water services that are financially sustainable and meet 

minimum regulated quality standards for communities.  

264. However, councils will have different starting points in terms of the state of their 

infrastructure assets and ability to raise revenue and reduce expenditure They are 

likely to have different capabilities and capacities to respond to incentives and to utilise 

new organisation options to reorganise their delivery of water services, and different 

rating bases to fund required investments and costs. There is a risk that some council 
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water service providers would struggle to adequately respond to economic incentives 

and achieve sufficient efficiencies in their delivery of water services without further 

central government support.  

265. The package of proposals includes improved oversight, monitoring and intervention 

tools (outlined in proposal four) to provide additional support to some councils if 

necessary and to better understand the extent to which a provider is at risk of financial 

failure. It would also be important to monitor and evaluate the effectiveness of the 

proposals in supporting councils to make necessary adjustments to their delivery and 

management of water services including establishment of multi council entities and 

shared service arrangements to realise scale efficiencies. 

266. The package of regulatory interventions (both the proposals outlined in this RIS, 

alongside the preliminary arrangements) is able to:  

• increase transparency around all relevant costs (including legacy and future 

water infrastructure costs) 

• identify whether prices and charges are sufficient to cover all costs  

• provide incentives and options for councils to reorganise and better manage 

delivery of water services  

• provide for improved ability to borrow (where possible in terms of debt limits and 

ability to service interest costs to better fund services (including addressing 

deferred maintenance), and  

• achieve efficiency gains through better management and making it easier to 

reorganise to achieve scale efficiencies including multi council approaches and 

shared services. 

267. This as whole, is expected to result in improved financial performance for the majority 

of councils over time. However, as noted in section 1, there may be some councils that 

are unable to achieve financial sustainability and fail to respond or cannot achieve 

improvements. For these councils, there will be step in powers as outlined in proposal 

four. In these cases, the system oversight and monitoring arrangements described 

above, as well as the assistance and intervention framework described as part of 

proposal four, would be important to determine whether changes are having the 

intended effects and potentially whether further intervention may be necessary.  

An assessment of overarching regulatory oversight is occurring  

268. As part of the overarching regime, the regulatory environment would need adjustments 

to ensure effective implementation. The regulatory environment for water services 

delivery already includes water quality and environmental regulation and will include 

economic regulation in the future.  

269. To be able to improve how our water services are regulated and meet the objectives of 

LWDW, there is a need to look at how the overall regulatory system operates, 

including:  

• who the regulators are and what activities they regulate 

• how roles and responsibilities are arranged across agencies 

• what the current regulatory problems are 

• how the system can be changed to achieve desired outcomes.  
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270. There is a need to understand how related regulatory systems influence the functioning 

and outcomes of the water services system, particularly the resource management 

system. Officials will continue to work closely with the Ministry for the Environment to 

enhance the water services regulatory system as part of the longer-term resource 

management reforms, including the review of the National Policy Statement on 

Freshwater Management and the development of national direction for infrastructure, 

the development of any national environmental standards, and other directly related 

policy work. 

271. The Department is working to identify the key weaknesses in the current system and 

define the objectives for the new regulatory system, taking into account overall 

principles for good regulatory design as well as principles specific to water services 

regulation.  

272. This work will also highlight what changes are needed to ensure a more cohesive 

regulatory environment across the regulators.  

273. As the economic regulation regime develops, the Government will likely have choices 

about how the different regulators contribute to the overall regulatory system and have 

the opportunity to ensure that the regulators’ roles, and the allocation of regulatory 

functions and powers reinforces the intended objectives of LWDW. This will be done 

once the economic regulation regime is operational.
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Annex One: Summary of water service providers  

Proposed water services del ivery models  

 

1 Note there will be no requirement for a shareholder council in legislation. This would be expected to be included in a company constitution.  

2 Note there will be no restrictions on majority voting/veto rights in legislation. This would be expected to be included in a company constitution. 
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Annex Two: Stage 1 Cost Recovery Impact Statement 

Implementing Local Water Done Well – Cost Recovery to Enable Economic Regulation 

Status quo  

Local Water Done Well  

Local Water Done Well (LWDW) provides that the regulation of water services will be brought 

into Part 4 of the Commerce Act 1986 and regulated by the Commission.  

Water services providers are natural monopolies5 and there are issues that are apparent in 

the water services system, including: 

• significant long-term underinvestment in water infrastructure, including councils not 

investing in and planning for growth and urban development 

• pricing practices that do not reflect costs, including undercharging and service quality that 

does not reflect community expectations 

• poor asset and financial management 

• drinking water and wastewater services that do not meet regulatory standards and 

requirements – in some cases, resulting in poor quality drinking water, unreliable 

supplies, and poor environmental outcomes 

• ineffective transparency and accountability mechanisms.   

Electricity distribution and transmission services, gas pipeline services and certain airports 

are also natural monopolies that are regulated under Part 4 of the Commerce Act 1986. Part 

4 provides for the regulation of the price and quality of goods or services in markets where 

there is little or no competition and little or no likelihood of a substantial increase in 

competition. The purpose of Part 4 is to promote the long-term benefit of consumers in such 

markets by promoting outcomes that are consistent with outcomes produced in competitive 

markets.  

Water services providers are to be regulated under Part 4 to promote competitive outcomes, 

including efficiency, quality, transparency and accountability, with a particular focus on 

ensuring there is adequate oversight of the risks relating to WSPs: underinvestment, 

undercharging, and revenue insufficiency.  

Current funding arrangements 

Local government currently charges for water services through a range of mechanisms, 

including rates on property owners.   

In relation to the Commission’s economic regulation functions under Part 4 of the Commerce 

Act 1986, the Commission receives annual or multi-year non-departmental appropriations 

from the Crown which are fully recovered by levies on regulated entities under that Part. 

Section 53ZE of the Commerce Act 1986 provides for the marking of regulations requiring 

the responsible Minister to charge a levy to any provider, or class of providers, of regulated 

goods and services. The amount of the levy is based on the Commission’s estimate of costs 

                                                 

 

5  A natural monopoly is a type of monopoly in an industry or sector with high barriers to entry and start-up 
costs that prevent any rivals from competing. As such, a natural monopoly has only one efficient player. This 
company may be the only provider of a product or service in an industry or geographic location. 
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for the class of regulated goods and services as specified in the appropriation(s) in the Main 

Estimates of Appropriations for the levy year. At year end, a reconciliation process is 

conducted based on the Commission’s actual costs, capped by the appropriation(s).  

Taumata Arowai is currently Crown funded, however the intent is that it be levy funded and 

the Water Services Act 2021 provides for regulations prescribing a levy for the purpose of 

recovering any or all of the costs that relate to the performance or exercise of its functions, 

powers, and duties. The establishment of Taumata Arowai was Crown funded.  

The delay in developing regulations for the levy funding of its ongoing operations has been 

due the interdependency of levy funding options with proposals for service delivery reform. It 

is now expected the levy will come into effect from July 2025.  

Legislative change proposed   

The legislation for LWDW sits across three bills. The first bill repealed aspects of the 

previous regime. Cabinet has approved the policy for Bill 2 which will be enacted in mid-

2024. This will include requirements for councils to prepare Water Services Delivery Plans 

(due August 2025) and foundational information disclosure requirements that can apply to 

some providers after a designation process. This current Bill will contain additional provisions 

to fully establish the economic regulation regime under Part 4 of the Commerce Act 1986. 

Legislative amendments will need to be made to bring water services into this regime. These 

amendments can be made through Bill 3 described above. 

Policy Rationale: Why a charge? And what type is most appropriate?  

Based on the policy positions detailed in the RIS, there will be costs associated with the 

economic regulation regime (proposal 4). For example, the Commission incurs costs in 

analysing the data disclosed by regulated suppliers and undertaking compliance activities.  

There are a number of options that can be considered for funding costs associated with 

developing and implementing economic regulation of water services, including fees and 

levies, as well as direct Crown funding. 

The Commerce Act 1986 provides for regulations to allow suppliers of regulated goods or 

services to be charged levies. Where there are direct beneficiaries of the regulators and 

where the regulator's activities are necessary to mitigate risks presented by the conduct of an 

individual or group of individuals, cost recovery mechanisms may be justified6.  

Assessment of who should pay – Crown or a form of charge?  

In general, fees or levies are considered to be an appropriate funding tool where it is 

possible: 

• to identify specific individuals or groups that directly benefit from a given 

Government activity or service 

• to efficiently charge or levy individuals or groups that benefit from a given 

Government activity or service7 

                                                 

 

6 Controller and Auditor-General (2021). Setting and administering fees and levies for cost recovery: Good practice guide 
Setting and administering fees and levies for cost recovery: Good practice guide (oag.parliament.nz) 

7 The Treasury. (2017). Guidelines for Setting Charges in the Public Sector. 
www.treasury.govt.nz/sites/default/files/2017-04/settingcharges-apr17.pdf  
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This in line with other economic regulation regimes, where the costs of implementing 

economic regulation are typically levied on the supplier of regulated services, and then 

passed through to consumers in the prices they pay for regulated services. For water 

services, water services providers are likely to pass these costs on to users of a water 

services network, and will have discretion over how this is done. 

This is seen as justified as consumers served by each provider are the ultimate beneficiaries 

of the economic regulation. Consumers will receive a bill from the regulated provider for the 

cost of the services, and it is efficient that this is charged at the same time, using the same 

billing systems and requiring a single payment from the end user (as opposed to multiple). 

It is noted that some consumers will have different ability to pay. For the purposes of this 

RIS, levy funding on the entities will ensure the economic regulation regime will continue to 

be funded by the levies charged on the entities despite any one consumer’s ability to pay.  

At the time of writing, it is unclear how many water services providers there will be. Some 

councils will work together to form CCOs) that will provide water services across territorial 

authorities. Other councils will continue to provide water services in isolation. Estimates of 

the cost of economic regulation to the Commission vary depending on the number of 

regulated parties and are considered in the following section. 

Assessment of levy or fee  

The main difference between a fee and a levy is that it is generally compulsory to pay a levy, 

and it is usually charged to a specific group (rather than relating to specific services provided 

to an individual.  

A levy is seen as more appropriate because the costs of the regime will need to be levied on 

regulated suppliers as a proxy for the diverse range of consumers that ultimately benefit. 

High level  cost recovery model (the level  of the proposed fee and i ts cost 
components)  

Costs associated with the regime  

The table below sets out indicative costs of the economic regulation regime for water 

services. Although costs vary significantly depending on the number of water services 

providers to be regulated and the regulatory tools used by the Commission.  

These estimates are informed by the Commission’s costs regulating other utilities. To 

account for the uncertainty regarding the number of regulated providers, the table below 

outlines a range of scenarios from 20 – 50 providers.  

 

  

5sshjf9dn5 2024-07-24 13:56:35







  

 

 Regulatory Impact Statement  |  75 

efficiency in the regulator’s 

activities. Consultation provides 

a useful accountability 

mechanism to consumers, 

regulated suppliers and other 

stakeholders. 

regulator’s independence to act 

in the public interest. 

Is consistent with the approach 

taken by the Commission in 

regulating other utilities. So 

would be efficient to use this 

model as there are established 

relationships between the 

Commission, the monitoring 

agency MBIE, and the Minister of 

Commerce and Consumer 

Affairs. 

Costs  There can be a perceived risk of 

the regulator consulting 

regulated parties on its funding 

requirements, even if the final 

decision rests with the Minister. 

Would be inconsistent with other 

economic regulation regimes so 

new processes would need to be 

established. 

The regulator may not give the 

same consideration to better or 

more cost-effective ways to carry 

out its functions.  

There is risk of inconsistent 

approaches to setting the levy as 

governments change. 

 

Consul tation  

Due to the legislative timeframes, there has been no consultation with stakeholders during 

the policy design process. However, officials have been able to rely on: 

• evidence and insights collected through the public consultation of the previous policy 

programme (including select committee processes), and 

• the government’s newly established Technical Advisory Group which has provided policy 

design input into the proposals included in this RIS (their specific feedback is not included 

in the RIS). 

As part of previous consultation: 

• Most submitters agreed the costs of implementing the economic regulation regime should 

be funded by levies on regulated suppliers, although several submitters were of the view 

the costs of establishing and implementing the regime should be funded by central 

government. 

• Most submitters were of the view this should be regulator-led, with some submitters 

making the point that the levy process needs to be transparent and predictable. 

• The Commission preferred a Minister-led levy model, as that is consistent with their 

approach to other regulated entities. 

Further consultation on the proposed cost recovery model will occur as the relevant 

legislation is considered through the select committee process. Consultation on the 

regulations for setting the levy will be undertaken before the levy is set. 
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Conclusion  

Consistent with the funding approach used in other economic regulated entities, it is 

proposed that a levy-based model is used.  

On balance, while regulator led levy regime has benefits and is workable, MBIE prefers a 

Minister-led levy model. The Minister-led model is consistent with the approach taken by the 

Commission (the preferred economic and consumer protection regulator) in regulating other 

utilities. Therefore, it would be efficient to use this model as there are established 

relationships between the Commission, the monitoring agency MBIE, and the Minister of 

Commerce and Consumer Affairs.  
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Annex Three: Regulatory roles across the water services system
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