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6. Three Waters Reform
(Mayor Leggett) (Report prepared by Mark Wheeler)

D050-007-001-01, W400-011-01

Purpose of Report
This report updates Council on:
1.

The Government’s 30 June and 15 July 2021 Three Waters Reform announcements;

2.

The specific data and modelling Council has received to date;

3.

The implications of the revised Three Waters Reform Proposal for Council; and

4.

Next steps, including uncertainties.

Executive Summary
5.

Over the past four years the Government has been considering the issues and opportunities facing the
system for regulating and managing the Three Waters - drinking water, wastewater and stormwater.
The background is provided in Attachment 1 including information on Taumata Arowai, which
became a new Crown Entity in March 2021 and will become the dedicated water services regulator
later this year.

6.

The Government has concluded that the case for change 1 to the three waters service delivery system
has been made (please see Attachment 2 for further information) and during June and July 2021 it
released information and made announcements on:
The direction and form of Three Waters Reform, including proposed new Water Service
Entities and their indicative boundaries, their governance arrangements and public
ownership.

•

Individual Council projections based on the information supplied under a request for
information process and used by the Water Industry Commission for Scotland (WICS) to
model different entity combinations and options to make those projections.

•

A package of investment ($2.5 billion) for councils to invest in the future for local
government, urban development, and the wellbeing of communities with the aim of ensuring
no council is worse off as a result of the reforms, and funding support for transition to the
new entities.

•

An eight-week process for councils to understand the implications of the reform
announcements, ask questions and propose solutions, and for Government to work with
councils and mana whenua on key aspects of the reform (including governance,
integrated planning and the community’s voice).

Part of Marlborough District Council’s area (north and west of the Ngāi Tahu takiwā boundary) has
been placed in Entity C and the south eastern remainder is being considered for placement in Entity D
(part of Ngāi Tahu’s takiwā). We await the Government’s final decision on this uncertain southern
area.

7.

1.

•

1

Transforming the system for delivering three waters services (dia.govt.nz);
https://www.dia.govt.nz/diawebsite.nsf/Files/Three-waters-reform-programme/$file/transforming-thesystem-for-delivering-three-waters-services-the-case-for-change-and-summary-of-proposals-30june- 2021.pdf
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8.

While the Government considers that the national case for change has been made, each council will
ultimately need to make a decision based on its local context if the process to join one of the proposed
entities remains voluntary.

9.

This report provides Council with our staff’s analysis of the information provided and assesses the
Government’s proposal. In preparing it, officers have used the Local Government New Zealand,
Taituarā and Te Tari Taiwhenua Internal Affairs guidance 2 to assist Council to understand the
information that has been provided to date, and enable Council to prepare for future decisions,
consultation and engagement with communities.

10.

Our Council-specific information has been assessed by staff who have applied lower productivity,
capital growth and efficiency assumptions to the WICS assessment model. We have then adjusted
the resulting Three Waters delivery cost forecast for “opting in” to a new entity to make allowance for
the recovery of stranded overheads.

11.

Option A - Government proposal: The greater financial capability, efficiency, affordability and
community/water benefits (as published by Government) of delivering Three Waters to the community
by the proposed new water services entities are forecast to be of significant value if they can be
realised. Our estimate is that a “worst case” Three Waters 2051 cost per household for Entity C will
provide a $1,551 per connection saving per annum.

12.

Our analysis suggests there should be reduced risks to Council such as non-compliance with required
standards and processes and lower costs for delivery and procurement. Climate change, residential
growth demands and seismic upgrades will be added pressures. Council would also not be
responsible if a non-Council supplier (e.g. small rural supplies or a Sounds’ community scheme)
couldn’t meet standards.

13.

There are risks that need to be mitigated including integration with growth, spatial and local planning,
transparent prioritisation between contributing Council areas, households’ ability to pay as the new
entities address the upgrade challenges prior to full benefits from efficiencies being realised, and
Council’s financial sustainability. There are several risks associated with transition to this model,
many of which are outside of Council’s control and are noted in the transition section of the report.

14.

Option B – Continued delivery of Three Water services by Council: The potential benefits of this
option include greater Council control and more certainty over local infrastructure integration
(planning and delivery) with land use plans and Council objectives. Council however faces significant
risks over the medium and longer term, including potentially high costs in meeting the new water
standards, seismic risks, climate change impacts, faster growth than planned, environmental
requirements and competition in recruiting specialist Three Waters staff. The ability of non-Council
water supplies to meet standards and requirements from Taumata Arowai and so to default to Council
for delivery also poses a risk to Council and the community.

15.

The causes of most of these risks are outside Council’s control. This makes mitigation difficult, and
many potential mitigation options (such as greater investment, larger costs than currently planned,
lower levels of service and compliance risk) may not be palatable to Council or the community.

16.

Option C - Delivery of Three Water services by Council at a higher level of service and
investment is realistic but difficult to assess within the eight week timeframe. The issues and
opportunities associated with this option are much greater than Council delivering Three Waters at the
service levels forecast in the LTP 2021-31. There is likely better integration with Council outcomes,
objectives and plans under this option, but even if Council can predict the investment required to meet
the new water standards and environmental and compliance requirements in the short term, the costs
of service provision and levels of service may change significantly over the next 30 years, causing
affordability issues for households, lower levels of service and compliance risks.

2

https://www.lgnz.co.nz/assets/Three-Waters-Guidance-for-councils-over-the-next-eight-weeks-FINAL.pdf
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17.

Option D - Regional aggregation of Three Waters services in a Council Controlled Organisation
(asset owning): While councils would still need to be satisfied that the changing regulatory
environment was adequately provided for, including ensuring there was sufficient funding to meet legal
and regulatory obligations, due to scale, this option would increase the likelihood that the size of
investment required to meet new standards and community expectations is more achievable by
individual councils.
•

It enables an organisation to focus on the group’s three water challenges and prioritise
investment decisions across the region, which should lead to better environmental and
community outcomes;

•

it provides for greater strategic, management and operational capacity and capability,
workforce development and planning;

•

it enables efficiencies (in planning, programming, procurement and delivery); and

•

should as a result reduce household costs and increase affordability.

There are however integration risks with growth, spatial and local planning and uncertainties around
the future costs to households. The model requires separate Council board representatives to agree
on governance decisions.
The Government’s WICS and Frontier Economics work considered that between 600,000 and 800,000
connections provided optimal efficiency. Depending on which councils “opt in” to the new entities,
groups of that scale might be difficult to find.
18.

Option E – Delivery of Three Waters services by a Council Controlled Organisation (non-asset
owning) under contract: An example of this is the Wellington Water model which Council is familiar
with. Some of the benefits of Option E include efficiencies in planning, procurement and service
delivery, greater strategic management and operational capacity and capability, workforce
development and planning. This model will not greatly assist the funding challenges as a result of
Taumata Arowai and the Water Services Act requirements, the infrastructure deficit WICS have
identified, climate change and faster growth. The model may be hard to develop depending on the
number and location of councils which decide to opt in to the new water supply entities.

Comments and Options
19.

Under all options except the Government proposal, Council bears the risk of meeting the new water
standards, environmental requirements and achieving compliance. There are also implications and
challenges for non-Council supplies to meet water quality requirements, with the risk that these
supplies might default to Council in the future.

20.

Other Government reforms including the review of the Resource Management Act and Future of
Local Government, pose opportunities and challenges for each option.

21.

If Council opts in, managing transition risks may pose a greater challenge for Council (and others in its
grouping). If the Government’s proposal were to proceed, effective management of the transition by
Council, Government and partners will be critical.

22.

The law as it stands prohibits councils deciding to opt-in to the current proposal (given section 130 of
the Local Government Act 2002 and what we know about this option at present). Current Marlborough
District Council decision-making requirements, including the need to take account of community views
and the strategic nature of the assets involved, would also preclude Council deciding to opt-in at this
time, without undertaking consultation.

23.

Similar requirements apply if the Council wishes to consider alternative arrangements that involve
asset transfers, divestment, change in ownership and/or the setting up of a Council Controlled
Organisation (CCO) with asset ownership to deliver water services in the future. Contracting with a
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Council Controlled Organisation (such as Wellington Water) could be achieved with appropriate
consultation and decision making processes.
24.

There are a number of issues, concerns and uncertainties for the Government and councils to work
through before a robust Council decision (and decision-making process) can be produced, including
whether legislative change will enable or require the Water Services Entity or CCO approach to be
adopted. Therefore, there is no expectation that councils will make a decision to opt-in (or out) or
commence community engagement or consultation at this time.

25.

Councils have been specifically asked by Government to provide feedback on three issues which are
of concern to local government:
i)

Ensuring all communities have both a voice in the system and influence over local decisions

ii)

Effective representation on the new water service entities’ oversight boards, including
preventing future privatisation

iii)

Ensuring integration between growth planning and water services planning.

26.

Government decisions on entity boundaries, governance, transition and implementation arrangements
will occur after 30 September 2021.

27.

There are many other details about the reform which the Government needs to confirm before Council
will be able to make a fully informed decision. These are discussed later in this paper.

28.

On the assumption that the reform goes ahead, it is anticipated that councils will continue to deliver
water services until at least early 2024 and council involvement in transition will be required
throughout.

RECOMMENDATIONS
1.

That Council note the contents of this report and the Government’s case for change in the
delivery of Three Waters services.

2.

That the Mayor writes to the Minister of Local Government proposing a pause in the
Three Waters timeline to enable:
a.

Consideration of the Future of Local Government Review in conjunction with the
proposed Three Waters review recommendations.

b.

More detailed work to quantify individual council’s net benefit analysis from the
Water Service entity proposals.

c.

Greater clarity to be provided on the proposed Water Entities governance arrangements
and in particular the influence that individual councils will have on capital programme
prioritisation.

d.

Government to undertake an extensive programme of public education in relation to the
proposed reforms.

e.

Resolution of the issues identified in 40.1

3.

That the Mayor formally advises the Minister that Council’s preferred entity, should it opt in to
a new water service entity is Entity C based on the future more favourable cost projections
compared to Entity D with the boundary between Entities C and D to be Council’s existing
southern unitary authority boundary.

4.

That the Council notes:
a.

That its policies and the Local Government Act 2002 require a special consultative
process on a Long Term Plan variation proposal before any decision can be made to
opt in/opt out of the Three Waters reform, so providing a community voice in these
reforms, and

Council – 16 September 2021

Page 39
b.

That a response from the Minister to the requests made in Recommendation 2 and the
boundary decision proposed in Recommendation 3 should be considered before the
special consultative process proceeds, and

c.

Council reserves its position in relation to the opt in/opt out option.

Background
1.

For many years and more particularly following the serious campylobacter outbreak of 2016 in
Havelock North followed by the Government’s Inquiry, central and local government have been
considering the issues and opportunities facing the system for regulating and managing the
Three Waters (drinking water, wastewater, and stormwater).

2.

The focus has been on how to ensure safe drinking water, improve the environmental performance of
wastewater and stormwater networks and deal with funding and affordability challenges, particularly
for communities with small rating bases or high-growth areas that have reached their prudential
borrowing limits.

3.

The Government’s stated preference has been for publicly-owned multi-regional models (with a
preference for local authority ownership). The Department of Internal Affairs (DIA), in partnership with
the Three Waters Steering Committee (which includes elected members and staff from
local government) commissioned specialist economic, financial, regulatory and technical expertise to
support the Three Waters Reform Programme and inform policy advice to Ministers. Two of Council’s
senior staff have been involved in reference groups informing the Steering Committee –
Stephen Rooney (Water Infrastructure Technical Reference Group) and Martin Fletcher
(Systems Design Group).

4.

The initial stage provided Three Waters Project funding to councils and was an opt in, non-binding
approach. It did not require councils to commit to future phases of the reform programme, to transfer
their assets and/or liabilities or establish new water entities, but did require us to provide
comprehensive data for financial modelling purposes. The 2020 indicative reform programme and the
anticipated next steps at that stage can be found in Attachment 1. In return for that participation
significant government funding was provided.

5.

Council completed the Request for Information (RfI) process over Christmas and New Year 2020/21
and the Government has used this information, evidence and modelling to make preliminary decisions
on the next stages of reform, and has concluded that the case for change has been made
(Attachment 2).

Government’s June and July 2021 announcements and information releases
6.

In June 2021 a suite of information was released by Government that covered estimated potential
investment requirements for New Zealand, scope for efficiency gains from transformation of the
Three Waters service and the potential economic (efficiency) impacts of various aggregation
scenarios. 3

7.

In summary the modelling indicated a likely range for future investment requirements at a national
level in the order of $120 billion to $185 billion, and an average household cost for most councils on a
standalone basis to be between $1,910 and $8,690 by 2051. It also estimated these average
household costs could be reduced to between $800 and $1,640 per household and efficiencies in the
range of 45% over 15 to 30 years if the reform process went ahead. An additional 5,800 to 9,300 jobs
and an increase in GDP of between $14billion to $23billion (in Nett Present Value terms) over
30 years were also forecast.

3

This information, including peer reviews and the Minister’s briefing can be accessed at:
https://www.dia.govt.nz/Three-Waters-Reform-Programme and release-of-second-stage-evidence-basereleased-june-2021.
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8.

Marlborough District Council’s summary “dashboard” is discussed later in the report.

9.

As a result of this modelling, the Government has decided to:
•

establish four statutory, publicly-owned water services entities that own and operate
three waters infrastructure on behalf of local authorities

•

establish independent, competency-based boards to govern the new entities

•

set a clear national policy direction for the three waters sector, including integration with any
new spatial/resource management planning processes

•

establish a new water regulator, Taumata Arowai, and an economic regulation regime

•

develop an industry transformation strategy

10.

The proposed safeguards against privatisation can be found on page 26 of the DIA’s summary of the
case for change.

11.

Both DIA and LGNZ have produced two page national overviews, available on the DIA website 4 and
LGNZ websites 5 respectively. Attachment 2 contains more detail on the national context and
Attachment 3 provides the DIA/LGNZ overviews.

12.

Marlborough’s water entity boundaries have not been confirmed. The Minister of Local Government is
discussing the use of the Ngāi Tahu takiwā boundary with Ngāi Tahu and Te Tau Ihu iwi. If the
decision is made to use the takiwā boundary, south eastern Marlborough would be placed in Entity D
and the majority of Marlborough in Entity C. The following map shows the “grey” area of Marlborough
and Tasman that would move into Entity D.

4

2872-DIA-A3-A New Water with-without reform Map 20210526 v2.7

5

Three-Waters-101-Infographic.pdf (lgnz.co.nz)
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13.

Ngāi Tahu believe their takiwā boundary should be used but feedback from Marlborough community
members following the announcement indicated a strong preference for Marlborough to remain
undivided for Three Waters service delivery purposes. Entity C is forecast to have lower future
Three Waters costs. However there is arguably a clearer community of interest for Marlborough to join
with the south. Entity D is also preferred by Te Tau Ihu iwi chairs. Following a meeting with
Minister Mahuta immediately prior to the Local Government New Zealand Conference the Minister
committed to following up with iwi about our Council’s concerns on the split. A final decision has not
yet been received.

14.

On 15 July 2021, in partnership with LGNZ under a Heads of Agreement 6, the Government
announced a package of $2.5 billion to support councils to transition to the new water entities and to
invest in community wellbeing. This funding is made up of a “better off” element of $2 billion and
“no council worse off” element of $500 million. The “better off” funding can be used to support
the delivery of local wellbeing outcomes associated with climate change and resilience, housing and
local placemaking, and there is an expectation that councils will engage with iwi/Māori in determining
how to use their funding allocation. “No worse off” funding is to ensure no council is worse off from
the reform, for example from stranded overheads. The Government is funding $1 billion and the new
entities $1.5 billion.

6

https://www.dia.govt.nz/diawebsite.nsf/Files/Three-waters-reform-programme/$file/heads-of-agreementpartnering-commitment-to-support-three-waters-service-delivery-reform.pdf
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15.

Council’s “better off” funding allocation is $23,048,482. The detail of the funding (including
expectations around the use of reserves) and the full list of allocations can be found in Attachment 4.
Conditions associated with the package of funding have yet to be worked through.

16.

Councils “no worse off” funding is expected to compensate for just over a year of “stranded
overheads” (i.e. overhead costs previously allocated to Three Waters operational and capital
expenditure). Staff estimate this to be in the order of $2.5 million per annum.

17.

In addition to the funding announcements, the Government has committed to further discussions with
local government and iwi/Māori on:
•

The boundaries of the Water Service Entities (including Marlborough)

•

How local authorities can continue to have influence on service outcomes and other issues of
importance to their communities through governance arrangements

•

Ensuring there is appropriate integration between the needs, planning and priorities of local
authorities and those of the Water Service Entities

•

How to strengthen the accountability of the Water Service Entities to the communities that
they serve, for example through a Water Ombudsman

18.

Next steps are expected to be announced after 30 September 2021, which would include the
timeframes and responsibilities for any community or public consultation.

19.

It is also important to note that the Government has not ruled out legislating for an “all-in” approach to
realise the national interest benefits.

20.

In the interim the DIA continues to engage with council staff on transition matters on a “no regrets
basis” should the reform proceed. These discussions do not pre-empt any decisions about whether to
progress the reforms or whether any individual council will transition. Council staff are participating in
transition discussions.

21.

On the assumption that the reform goes ahead, it is anticipated that councils will continue to deliver
water services until at least early 2024 and council involvement in transition will be required
throughout.

Council specific information and analysis
22.

While the Government and LGNZ consider that a national case for change has been made, each
council will ultimately need to make a decision based on its local context.

23.

Councils do not have a national interest test for their decision making. Councils are required to act in
the interests of their communities and the community’s wellbeing (now and into the future), provide
opportunities for Māori to contribute to their decision-making processes, ensure prudent stewardship
and the efficient and effective use of its resources in the interests of the district or region (including
planning effectively for the future management of its assets) and take a sustainable development
approach.

24.

Council currently delivers Three Waters on a standalone basis using a mix of in-house staff,
consultants and contractors.
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25.

The WICS dashboard for Marlborough is:

26.

It and the dashboards of other councils can be accessed at this site 7.

27.

WICS have used forecast data provided by Council earlier this year. They have then applied various
assumptions based on international experience and particularly that of Scotland and the UK where
water reforms were undertaken some years ago. Marlborough District Council staff have checked
these assumptions and have rerun the WICS model using much lower growth and efficiency
assumptions.

28.

This provides Council with a much more conservative forecast of 2051 Three Waters costs compared
to the WICS estimates.

29.

A summary of staff’s forecast compared to the WICS dashboard follows:

MDC output with
reform (incl
WICS output with
stranded
WICS output
MDC output
reform
overheads)
without reform without reform
Current Pricing

$ 955.92

$ 1,139.03

$ 1,384.52

$ 956.21

10 Year Pricing
(inflation removed)

$ 1,255.50

$ 2,087.12

$ 6,260.91

$ 3,503.80

30 Year Pricing
(inflation removed)

$ 1,255.50

$ 2,121.48

$ 6,560.62

$ 3,671.53

7

https://app.powerbi.com/view?r=eyJrIjoiOGE1OTJlYWUtZDZkNy00YWZjLTgzN2EtOTY1MzQxNGM5NzJmIi
widCI6ImY2NTljYTVjLWZjNDctNGU5Ni1iMjRkLTE0Yzk1ZGYxM2FjYiJ9
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In summary WICS “dashboard” forecast a 2051 Three Waters cost per household of $6,560.62 if
Council continues to provide water services independently - it “opts out”. It forecast that “opting in” to
Entity C would achieve significant savings and Entity C households would have a cost of $1,255.50 a
saving of $5,305.12 per annum compared to “opting out’.
Staff’s more conservative assumptions on growth, capital expenditure and efficiency and an amended
starting point produce 2051 Three Waters ‘opt in” and “opt out” estimates of $2,121.48 and $3,671.53
a gap of $1,550.05 with stranded overheads recovery included.
Even with this more conservative modelling undertaken by Council there is still a significant financial
advantage projected per connection if Council opts in to the new water entity.
A staff presentation (Powerpoint slides) is attached. (Attachment 5),
Capital Expenditure
30.

WICS have forecast that there is huge investment required to lift New Zealand’s Three Waters
infrastructure to higher standards from a quality, environmental and efficiency viewpoint. They have
considered international standards particularly those in the UK and their own achievements in
Scotland. Applying this to Marlborough they estimate a more than doubling of the forecast capital
expenditure between now and 2051 (30 years). As mentioned previously staff have reduced this very
high gap in our own modelling.

31.

Council’s modelling is high level and it would take months of work to be able to test the theory with
detailed capital programme reviews taking the higher standards into account over a 30 year period.

32.

What we do know is that Marlborough will need to deal with significant capital cost challenges not yet
reflected in our LTP or 30 year infrastructure strategy due to their uncertainty or due to the future
increased delivery standards likely to be required by the new water regulator Taumata Arowai.
Some of these are becoming more certain as a result of the water reform programme. These future
challenges include:
•

Proposed lifting of New Zealand Drinking Water Standards;

•

Requirement of the Water Services Bill for local authorities to ensure non-council supplies are
brought up to the higher standards. This will affect hundreds of community and small rural
supplies and will be beyond this Council’s ability to resource currently;

•

Lift in stormwater and wastewater discharge standards.

•

These could incur very significant costs. An example is the forthcoming Blenheim Sewerage
Treatment upgrade. The capital cost difference between different treatment technologies is
large. An ocean outfall could cost $90 million whereas Council’s current budget for added
treatment without the expensive outfall upgrade is $30 million. Land application would be up to
$200 million. Much will depend on Taumata Arowai standards and mana whenua views.

•

Droughts are expected more frequently. This will put pressure on drinking water supplies and
supply constraints (metering and storage reservoirs) will become very important.

•

Climate change mitigation is requiring greater focus. NIWA’s recent report to the
Environment Committee on 22 April 2021, predicts more frequent and heavier rainfall events
which will present stormwater infrastructure capacity and sewage inundation and infiltration
challenges.

•

Additionally our coastal sewage treatment plants, particularly Blenheim’s will need to address
sea level rise in the longer term.

•

The upgrade costs to maintain current standards will be extremely high and even higher when
Taumata Arowai impose higher discharge quality requirements.
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33.

•

Improving seismic resilience.

•

Residential growth in Marlborough has exceeded Statistics NZ projections over recent years.
Blenheim zoned land supply is struggling to meet demand for residential housing mainly
because landowners are not currently willing to sell to developers. New zoning is being
investigated and is likely to be required. This will require a step change in infrastructure
provision, mainly in Three Waters infrastructure, which are not currently budgeted in our
Long Term Plan.

Balance Sheet and operating costs if “opt in”
33.1 Attached is our projected Balance Sheet at 2031 (Attachment 6) with Three Waters assets and
debt removed. Key points are:
Three Waters assets removed total $944,760,000
Associated debt to be taken over by the new entity is $228,419,000
Reduction in equity $716,342,000
When the operation and management of Three Waters assets is removed Council is left
with many overhead costs previously recovered from Three Waters activities.
The nett impact of these “stranded overheads” less reduced interest and debt
repayments is $2.2 to 2.7 million per annum
33.2 Council is likely to receive government “no worse off” funding of $3 million. “Stranded
overheads” could be reduced by restructure or attrition. However that will put pressure on
Council’s ability to provide services such as corporate support and finance to other areas of
Council. The Local Government Review may see local authorities gain new activities from
central government. These new activities could possibly utilise “stranded overheads”.
33.3 However if the “stranded overheads” are offset against the gains to be made from reduced
Three Waters charges there is still a substantial benefit to “opt in”.
33.4 Initial discussions with Council’s credit rating agency indicate no change in Council’s credit
rating if we “opt in”.

34.

The WICS methodology has been peer reviewed by Farrierswier and Beca to ensure that both the
modelling and underlying assumptions are reasonable in the New Zealand context. They advised that
the work provides a reasonable indication of the “order of magnitude” 8 of the gains that can be
delivered though the new system and the level of future investment Council is likely to need to make
over the next 30 years. Beca believe the infrastructure deficit could be even larger than the
$185 billion WICS estimated.

35.

At this stage it is not possible to fully test the projections as the standards for New Zealand out to 2051
are not known. It is reasonable to assume that there will be greater community and mana whenua
expectations around environmental performance and quality, tougher standards to meet for water
quality (drinking and receiving environment) and that monitoring, compliance and enforcement will be
greater than it is now. This affects both operational and capital expenditure (costs will go up), including
the number of staff (or contractors) that Council will need to ensure that Council’s outcomes for water
and community and legal requirements are met.

8

Page iv, 2021, Farrierswier, Three Waters Reform, Review of methodology and assumptions underpinning
economic analysis of aggregation available at https://www.dia.govt.nz/diawebsite.nsf/Files/Three-watersreform-programme/$file/farrierswier-three-waters-reform-programme-review-of-wics-methodology-andassumptions-underpinning-economic-analysis-of-aggregation-released-june-2021.pdf
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36.

Castalia advice on water reform to Whangarei District Council
36.1 Castalia is a global strategic advisory firm. They have particular expertise in complex
infrastructure covering the finance, economic and regulatory disciplines. Port Marlborough are
using a Castalia consultant to advise them and Council’s Governance Group of the iReX project
commercial negotiations.
36.2 Castalia has advised DIA on aspects of the Three Waters reform but has recently been critical
of the WICS methodology, assumptions and application in New Zealand. An article in LGNZ
March 2021 magazine summarises that. Refer to Attachment 7.
36.3 Whangarei District Council (WDC) engaged Castalia to advise them on their possible “opt in” to
Entity A which also includes Watercare Services Limited (Auckland), Kaipara and the Far North
District councils. Castalia reported back to WDC last week and was extremely critical of
aspects of the WICS methodology generally but in particular of its application to WDC.
36.4 Castalia does not agree with the WICS assumptions that the significant capital expenditure
deficit predicted for New Zealand will apply to WDC. They also strongly dispute WICS
assumptions about capital programme and operating cost efficiencies. Their view is that these
findings are very implausible and that each council’s WICS model projections need to be
analysed in more detail specific to individual councils to validate potential new entity savings.
36.5 As previously outlined, Marlborough District Council staff have analysed the WICS data and
modelling assumptions in part. Staff have reduced modelled growth, capital growth and
operating cost efficiencies accordingly to greatly reduce the estimated “opt in” savings WICS
projected. However the projected savings are still very significant.
36.6 Castalia are correct that a council by council net benefit analysis, using councils own budgets
out to 2051 would be desirable to provide greater confidence about the forecast future
Three Waters costs for each entity. However that must be balanced by the huge amount of
work that would be required by our engineering and finance teams to achieve such accuracy.
36.7 The Castalia reports raise significant questions and suggests more detailed work is required by
individual councils. That work requires a very large investment in consulting resource and
needs many months to complete in order to be useful.

37.

Council’s options if an “opt out” decision is made.
37.1 Status Quo
If Council continues as is there will be significant challenges meeting future regulatory
requirements expected from Taumata Arowai. These include:
.

Higher drinking water quality standards, including a requirement to upgrade smaller
community and private supplies unable to achieve those requirements themselves;

i.

Expected increased wastewater and stormwater discharge quality requirements which
are potentially extremely costly;

ii.

Economic regulator productivity expectations including standardised Three Waters
pricing, reducing over time;

iii.

Possibly mandatory water metering.

Additionally Council faces increased capital expenditure pressures from climate change
requirements, seismic risks and residential land infrastructure costs to cope with growth.
These capital and operating cost increases are expected to be significant and the availability of
debt finance could be challenging.
37.2 Shared Service Arrangements
i.

Council has held past discussions with Wellington Water who have provided seven
Wellington councils with Three Waters asset management services for some years.

ii.

Wellington Water is owned by the participating councils who determine their own
individual levels of service and therefore budgets.
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iii.

Wellington Water does achieve economies of scale and provides staff with professional
development opportunities.

iv.

It does not however negate the disadvantages of politically influenced deferment of
important capital or maintenance works.

v.

Depending on who decides to “opt in” to the new entities there may not be a viable
grouping of councils for a shared services arrangement.

37.3 Alternative Asset Owning Entities – Council Controlled Organisation

38.

i.

Councils who “opt out” might look to form new asset owning entities which could be
Council Controlled Organisations.

ii.

Governance structures and accountability requirements could be established which whilst
similar to the proposed water services entities would provide greater council influence.

iii.

Disadvantages are similar to those of Shared Services Organisations i.e. politically
influenced Three Waters investment and, depending on which councils “opt out”, a lack of
viable council shareholding within reasonable proximity to Marlborough.

Transition
38.1 Managing transition risks to the Government’s proposed model are likely to pose a significant
challenge for Council and others in its grouping. If the Government’s proposal were to proceed;
effective management of the transition by Council, Government and partners will be critical.
Possible transition risks include:

People

Continuity

Operating
Model

Financial
Model

Transition

•

Retention of staff

•

Loss of capability and capacity

•

Types of skills needed not currently being developed

•

Culture of the new organisation

•

Making sure there is continued Three Waters investment and
progress

•

Losing focus on BAU operations

•

Impact on Council staffing

•

Impact of change in local and central government on
timelines/objectives / approach

•

Insufficient allowance for a localised voice in the governance
structure

•

Acceptable allowance for mana whenua rights and interests

•

How private supplies are dealt with

•

Transition of existing contracts

•

Can the new entity afford to make the level of investment needed?

•

Enabling growth across the sub-regions

•

Councils not left with too much debt and too little revenue

•

Transition debt decision making

•

Poor change management

•

Making progress with differing localised objectives
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•

Uncertainty of scope

•

Tight timeframes to implement - will it be done properly

•

Systems migration

38.2 Staff are already involved in LGNZ/Taituarā workshops with DIA which are considering
transition. It will be a very resource intensive process. Council did manage Marlborough Roads
establishment transition very effectively using cross TransitNZ and Council working groups.
38.3 Please refer to Attachment 8 for further information on Transition.
39.

Council decision making and consultation
39.1 Part 6 of the LGA, sections 76 to 90, provide the requirements for decision making and
consultation, including the principles of consultation and information that needs to be provided
including the reasons for the proposal and the reasonably practicable options.
39.2 In particular, section 76 requires that in making a significant decision, which a decision on the
future management and or ownership of Three Waters assets will be, councils must comply with
the decision-making provisions. This is a ‘higher bar’ than the “promote compliance with” that
applies for ordinary decisions.
39.3 Section 77 states that councils must seek to identify all reasonably practicable options and then
assess the advantages and disadvantages of each option.
39.4 Section 78 requires that in the course of making a decision a council must consider community
views but section 78(3) explicitly says that consideration of community views does not require
consultation, which is reinforced by case law.
39.5 Section 79 gives Council discretion to decide how the above Part 6 requirements are met
including the extent of analysis done. Therefore, while a decision could be challenged, a judicial
review is unlikely to be successful unless the decision made by Council was manifestly
unreasonable, the process was flawed or the decision was beyond its powers (as given in law,
i.e. Council did not act within the law).
39.6 However, despite section 79 of the LGA, a decision to transfer the ownership or control of a
strategic asset from the Council (or to it) must explicitly be provided for in the Council’s
Long Term Plan (LTP) (and have been consulted on specifically in its consultation document).
39.7 Council’s existing LTP and the consultation information and process used to develop it will not
suffice to meet this test, as Council did not itself have adequate information on the options and
the implications earlier this year when it consulted on the LTP. An LTP amendment and
commensurate consultation process on the ownership and governance arrangements and asset
transfers proposed would be necessary.
39.8 There are also provisions in the LGA that relate to unlawful decisions to sell or dispose of
assets, which can be investigated by the Auditor-General. 9
39.9 A decision to opt-out would also be affected by the consultation and decision-making
requirements set out in this report, including the need to follow a robust process that could
survive a judicial review, as well as make a final decision that was not manifestly unreasonable
in the circumstances.

9

See sections 43 to 47 of the LGA

Council – 16 September 2021

Page 49
39.10 Given the Government’s
•

8 week period of engagement with mana whenua and councils;

•

commitment to explore issues such as council and community influence of service
outcomes, integration with other reform proposals, spatial and local planning;

•

request for councils to give feedback on the proposal, identify issues and solutions; and

•

uncertainty around next steps, including whether the reform may become mandatory or
legislative change will remove legal barriers to opting in

it would be premature to make a decision to opt out of the reform process and may expose the
Council to litigation risk.
39.11 A Government bill to progress the reforms could address the issues raised above, for example
removing the section 130 Local Government Act 2002 requirements for retaining and
maintaining water services has explicitly been raised.
39.12 At this stage no decision is required on future delivery arrangements. Based on the analysis in
this report, Council should wait until it has further information before consulting on and/or
making a decision on the Government’s proposal.
39.13 It is recommended that the Council therefore notes the options canvassed in this report, the
high-level analysis of them and the information and decisions that are yet to be made.
39.14 If reform is not made mandatory, to ensure sufficient information is available to meet the moral
and legal requirements of Council decision-making, staff will further develop the analysis of
options (based on further information from the Government, advice on next steps, and regional
discussions) prior to Council decision making and consultation on future water services delivery.
Whether this is ultimately required will depend on where the Government gets to with the reform
process and the decisions it makes after 30 September 2021.
40.

Information that the Council requires or potential solutions to outstanding issues that it would
like to convey to Government and LGNZ
40.1 There are still several issues that need to be resolved, including:
•

The final boundaries

•

Protections from privatisation

•

Consultation with mana whenua and communities

•

How will the community’s voice be heard and what influence will local authorities have
(and what can the community realistically expect the Council to influence particularly if it
is not on the Regional Representation Group)

•

Representation from and on behalf of mana whenua

•

Integration with other local government reform processes

•

Integration with spatial and local planning processes and growth

•

Prioritisation of investment

•

Workforce and capability – Council struggles now to have enough of the right people to
deliver Three Waters and we need to retain our people through the transition

•

What will a Government bill cover and will the reform will be mandatory?
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•

Does the Government bill confirm that new entities will take over all Council
responsibilities required under the Water Services Bill?

•

Conditions associated with the Government’s package of funding for local government

•

Detail about the economic regulator and the confidence Council can have that pricing
across Entity C will over time be standardised to achieve the savings forecast

•

Transition arrangements, including our own workforce challenges (without transition
challenges on top) and due diligence for asset transfers, etc

40.2 Council is invited to discuss whether there are specific information needs, issues or solutions
that the Council would like staff to convey to the DIA or LGNZ and has asked several questions
of DIA which we have received responses to.

Recommended Actions
That Council notes the contents of this report and the Government’s case for change for the delivery
of Three Waters services.
That the Mayor writes to the Minister of Local Government proposing a pause in the Three Waters
timeline to enable:
a.

Consideration of the Future of Local Government Review in conjunction with the proposed
Three Waters review recommendations.

b.

More detailed work to quantify individual Council’s net benefit analysis from the Water Service
entity proposals.

c.

Greater clarity to be provided on the proposed Water Entities governance arrangements and in
particular the influence individual councils will have on capital programme prioritisation.

d.

Government to undertake an extensive programme of public education in relation to the
proposed reforms.

e.

Resolution of the issues identified earlier in 40.1.

That the Mayor formally advises the Minister that Council’s preferred entity, should it opt in to a new
water service entity is Entity C based on future more favourable cost projections compared to Entity D,
with the boundary between Entities C and D to be Council’s own southern unitary authority boundary.
That the Council notes:
a.

That its policies and the Local Government Act 2002 require a special consultative process on a
Long term Plan variation proposal before any decision can be made to opt in/opt out of the
Three Waters reform so providing a community voice in these reforms, and

b.

That a response from the Minister to the requests made in Recommendation 2 and the
boundary decision proposed in Recommendation 3 must be considered before the special
consultative process proceeds, and

c.

Council reserves its position in relation to the opt in/opt out option.

Advantages of these actions:
•

Meets Council’s legal obligations

•

Does not commit Council to any option

•

Provides time to get more detailed information on the reform from the Government
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Disadvantages
•

Doesn’t provide certainty at this point

What are the issues if Council made a decision now?
Advantages
•

Provides certainty

Disadvantages
•

Ignores future Three Waters investment and delivery challenges and their funding

•

Is considered unlawful because Council may not be properly considering a significant
government proposal

Next steps
•

Public engagement on the principles of and basis for the Government’s proposals as outlined in the
recommendations

•

Further discussion with LGNZ and DIA on the details requiring clarification

Presentation
A short presentation will be given by Mark Wheeler (30 minutes).
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Attachment 1
2020 Background (including Taumata Arowai information and Indicative Reform
Programme)
In July 2020, the Government launched the Three Waters Reform Programme to reform local
government three waters service delivery arrangements, with the following objectives:
•

improve the safety, quality, and environmental performance of water services

•

ensure all New Zealanders have access to affordable three waters services

•

move the supply of three waters services to a more financially sustainable footing, and
address the affordability and capability challenges that currently exist in the sector

•

improve transparency about, and accountability for, the delivery and costs of three waters
services

•

improve the coordination of resources and unlock opportunities to consider New Zealand's water
infrastructure needs at a larger scale and alongside wider infrastructure and development needs

•

increase the resilience of three waters service provision to both short and long- term risks and
events, particularly climate change and natural hazards

•

provide mechanisms for enabling iwi/Māori rights and interests.

The 2020 indicative timetable for the full reform programme is provided below. It was always subject to
change as the reforms progressed, future Government budget decisions and Councils were advised
that any further tranches of funding would be at the discretion of the Government and may depend on
progress against reform objectives.

Also in July 2020 the Government announced an initial funding package of $761 million to provide a
post COVID-19 stimulus to maintain and improve water three waters infrastructure, support a three-year
programme of reform of local government water service delivery arrangements (reform programme),
and support the establishment of Taumata Arowai, the new Waters Services Regulator.
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Following initial reports (that used publicly available council information) from the Water Industry
Commission for Scotland (WICS), between October 2020 and February 2021, (all) 67 councils
participated in the Government’s RfI on councils Three Waters assets, including future investment
requirements. In return they received what was known as Tranche 1 stimulus funding (under a MoU
and funding agreements with Government) for operating or capital expenditure that supported the
reform objectives, economic recovery through job creation and maintaining, increasing and/or
accelerating investment in core water infrastructure delivery, renewals and maintenance.
In line with Government policy, Taumata Arowai became a new Crown entity in March 2021 and will
become the dedicated water services regulator when the Water Services Bill passes, expected to be
in the second half of 2021 (the Select Committee is due to report back on 11 August 2021). They will
oversee and administer, and enforce a new, expanded and strengthened drinking-water regulatory
system, to ensure all New Zealand communities have access to safe drinking water. They will also
provide oversight of the regulation, management, and environmental performance of wastewater and
storm-water networks, including promoting public understanding of that performance.
An overview of local authority obligations under the Bill is provided below. The Bill provides for a range
of compliance and enforcement tools including compliance orders, enforceable undertakings,
infringement offences, and criminal proceedings, which can be taken against council officers (but not
elected officials).
Taumata Arowai will have the authority to prepare standards and rules that water suppliers (such as
councils) must comply with. Their initial working drafts are available online 10 and are currently being
updated. Consultation will occur later this year. Guidance to support the operational compliance rules
is also being developed and will be available when the rules are consulted on.
It is anticipated that monitoring, compliance and enforcement of standards will increase substantially
on the status quo with the passing of the Water Services Bill and as Taumata Arowai begins to
operate. It is also likely that the drinking water standards and their coverage (including non-Council
water suppliers) and environmental standards will become more rigorous over time. This creates
risks for council in meeting future standards and mana whenua and community aspirations (such as
greater investment required than currently planned, risk of enforcement action).

Water Services Bill obligations of local authorities
Table 2 from https://www.dia.govt.nz/diawebsite.nsf/Files/Three-waters-reformprogramme/$file/transforming-the-system-for-delivering-three-waters-services-the-case- for-changeand-summary-of-proposals-30-june-2021.pdf

10

www.taumataarowai.govt.nz/for-water-suppliers/
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Attachment 2
Government’s conclusion that the case for change has been made (not necessarily by
Council at this point)
1. The modelling has indicated a likely range for future investment requirements at a national level in
the order of $120 billion to $185 billion, an average household cost for most councils on a
standalone basis to be between $1910 and $8690 by 2051.

2. It also estimated these average household costs could be reduced to between $800 and
$1640 per household and efficiencies achieved in the range of 45% over 15-30 years if the reform
process went ahead.

3. The efficiencies noted are underpinned by evidence across a range of countries based on joined up
networks (the conclusion is that 600,000 to 800,000 connections achieve scale and efficiency),
greater borrowing capability and improved access to markets, procurement efficiencies, smarter asst
management and strategic planning for investment, a more predictable pipeline and strengthened
benchmarked performance, governance and workforce capabilities.

4. The briefing to the Minister notes that this “investment is what WICS has estimated is necessary for
New Zealand to meet current United Kingdom levels of compliance with EU standards over the next
30 years, which in its assessment (and confirmed by Beca) are broadly comparable with equivalent
New Zealand standards.”.

5. However, this is caveated as a conservative estimate that does not take into account iwi goals and
aspirations, higher environmental standards or performance standards that are anticipated in future
legislation, uncertainties in asset lives, seismic and resilience risk, supply chain issues, and the
current workload to manage and deliver improvements as well as address renewal backlogs.

6. For councils with non-council drinking water suppliers in their areas there is additional risk if they are
unable to consistently provide safe drinking water to their consumers, including the potential for
council to have to take on the water supply. Council operating on expired consents or with consent
renewals in the next 15 years also face uncertainty over the standards they will need to meet in the
future and therefore the level of investment that needs to occur.

7. Councils could also add to the above list of uncertainties and challenges their business as usual
workload, the workload associated with delivering on stimulus packages and associated with
responding to other government reform initiatives such as reform of the Resource Management Act,
and general workforce retention and attraction issues, which are exacerbated by public sector
competition for talent and skills.

8. The modelling indicated that between one and four water services entities would provide the
most efficiencies and reduce costs to individual households.

9. When this is added to
a. known variations across the nation in water suppliers’ compliance with drinking
standards, including permanent and temporary boil water notices

b. evidence of poor health and environmental outcomes, including expired resource
consents for wastewater treatment plants (and the need for 110 of these plants to
go through the resource consenting process in the next 10 years)

c.
d.
e.
f.
g.

stormwater overflows and other challenges
climate change
Te Tiriti obligations and the need to uphold Te Mana o te Wai
the size and scale of current service delivery units and workforce issues
the obligations and responsibilities that councils (and other water suppliers)
will face when the Water Services Bill and associated regulations are
enacted

h. the Government has concluded that the status quo is not sustainable and that
the case for change has been made.

10. The four entities and their proposed boundaries (which may yet change) and the proposed
structure for the system are as follows
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Attachment 3
DIA two-page summary
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LGNZ two-page summary
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Attachment 4
Funding to invest in the future of local government and community wellbeing
1. On 15 July, in partnership with LGNZ under a Heads of Agreement 11, the Government
announced a package of $2.5 billion to support councils to transition to the new water entities
and to invest in community wellbeing.

2. The ‘better off’ element: an investment of $2 billion into the future for local government and
community wellbeing.

•

The investment is funded $1 billion from the Crown and $1 billion from the new Water
Services Entities. $500 million will be available from 1 July 2022. The funding has been
allocated to territorial authorities (which includes unitary authorities) 12 on the basis of a
nationally formula that takes into account population, relative deprivation and land area.

•

The funding can be used to support the delivery of local wellbeing outcomes
associated with climate change and resilience, housing and local placemaking, and
there is an expectation that councils will engage with iwi/Māori in determining how to
use their funding allocation.

3. The ‘no council worse off’ element: an allocation of up to around $500 million to ensure that no
local authority is in a materially worse position financially to continue to provide services to its
community as a direct result of the reform.

•

This element is intended to ensure the financial sustainability of councils and address
reasonable costs and financial impacts associated with the transfer of assets,
liabilities and revenues to new water services entities.

•

Up to $250 million is available to meet the unavoidable costs of stranded overheads and
the remainder for other adverse impacts on financial sustainability of territorial authorities
(including future borrowing capacity).

•

Of this $250 up to $50 million is allocated to Auckland, Christchurch and Wellington
Water councils, the remainder is available to other councils. 13 This funding is not
available until July 2024 and is funded by the Water Services Entities.

4. Council’s funding allocation is $23,048,782.
5. The package is in addition to the $296 million announced in Budget 2021 to assist with the costs of
transitioning to the new three waters arrangements. The Government will “meet the reasonable
costs associated with the transfer of assets, liabilities and revenue to new water services entities,
including staff involvement in working with the establishment entities and transition unit, and
provision for reasonable legal, accounting and audit costs.” 14

6. The Government is also encouraging councils to use accumulated cash reserves associated with
water infrastructure for this purpose. There are likely to be practical limitations on a council’s ability
to do this set by councils’ own financial strategy and policies (including conditions on the use of the
reserves ie, targeted reserve funds must be used for the purpose they were collected for in the first
instance e.g. if collected for capital works).

11

https://www.dia.govt.nz/diawebsite.nsf/Files/Three-waters-reform-programme/$file/heads-of-agreementpartnering-commitment-to-support-three-waters-service-delivery-reform.pdf
12

Please note that any allocation to Greater Wellington Regional Council (the only regional council
affected by the proposed changes) is not clear at this stage.

13 16 Due

to their size and in the case of Wellington Water and Auckland’s WaterCare having already
transferred water service responsibilities (to varying degrees)
14

15 July 2021 FAQ https://www.dia.govt.nz/diawebsite.nsf/Files/Three-waters-reformprogramme/$file/three-waters-reform-programme-support-package-information-and-frequently-askedquestions.pdf
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7. There are also political and/or community acceptance challenges with this approach - if the assets
are transferred under a voluntary or mandatory process the reserve balances are expected to be
used to invest those funds in the communities that paid for them, consistent with the conditions
under which they were raised rather than pooling as a general fund. Councils and communities are
unlikely to embrace using these funds instead to enable the transition.

8. The proposed national allocations are as follows:
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Attachment 7
LGNZ Magazine – Risks and Opportunities from amalgamation in our water sector

Risks and opportunities from amalgamation in our water sector
by Contrafed PublishingMarch 24, 2021

Andreas Heuser, director, Castalia and president Law and Economics Association of
New Zealand.
THE GOVERNMENT IS PROPOSING TO REFORM LOCAL AUTHORITIES’ THREE WATERS SERVICES
INTO A SMALL NUMBER OF REGIONAL PUBLIC WATER CORPORATIONS (RWCS).
These proposals are ambitious and come with risks and opportunities for local authorities. Robust early
thinking about balance sheet and revenue/expenditure implications, as well as community interests, can help
local authorities optimise outcomes for their local residents.
Impact on individual authorities will be vastly different
The latest Cabinet papers propose creating three to five RWCs, offering some grant funding for participation.
Local authorities, under current proposals, may opt-out.
The Department of Internal Affairs is currently informing local authorities, Maori representational interest and
other stakeholders about the proposed reforms via roadshows.
Clearly, there are serious, persistent problems with some of the country’s drinking and wastewater services.
The news headlines highlight historical underinvestment in some areas, management oversight failures, and
an absence of regulatory enforcement.
The Government’s plans are ambitious. The thinking is that larger RWCs can generate scale economies and
improve management sophistication. While that rationale for change is questionable, the need for investment
in some localities is clear.
There are significant differences in investment levels and performance across the country. Some local
authorities have made appropriate investments and kept up maintenance over the years. Others have not.
The very reason for the reforms (differences in investment and management) is also the reason that the
reforms will be very challenging for local authorities. For those authorities considering joining the
amalgamation, the major challenge will be to determine where in the regional grouping that investment is
needed, and who is going to pay for it.
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COMMUNITY (INCLUDING IWI/HAPU) INTERESTS ARE DIVERSE, AND LOCAL GOVERNMENT IS
CLOSER TO THESE COMMUNITIES THAN CENTRAL GOVERNMENT
Community representation
Local authorities have a lot of important issues to think through on behalf of their residents and ratepayers.
There are three key topics that local authorities need to work through as the amalgamation proposals are
discussed and negotiated between regional neighbours and central government.
1. Drivers of individual local authorities’ equity shares in the RWCs – asset values, debt levels and
investment. 2. Sources of cross-subsidies – changes to water rates and tariffs. 3. Community representation
– balancing regional boundaries with local community interests.
Assuming amalgamations are pursued, the best outcome is that local authorities and central government
negotiate a “deal” to join RWCs (or go it alone) which is fair and in the best interests of water consumers in
the long-term. Water services impact on well-being, and reforms deserve serious consideration by local
authorities on their residents’ behalf.
Local authority RWC shareholding
Individual local authorities’ equity shares in the RWCs will be driven by how assets, investment levels, and
debt are treated for valuation purposes.
Asset values and the corresponding water-related debt will determine the value of local authorities’
shareholding in the new RWCs.
This will be a key point of negotiation and a key determinant of whether, and on what terms, a local authority
should join the RWC.
The government has already reached its view on the appropriate number of RWCs, and the investment
needed in assets by different local authorities, relying on a modelling exercise by the Scottish water regulator
(Water Industry Commission for Scotland or WICS).
That modelling is based on very limited input information and questionable assumptions.
It produces implausible results on investment needs and cost savings. Unfortunately, the results could not be
properly tested prior to cabinet decisions because WICS refused to share the model.
Local authorities will therefore need to ensure their asset values, and investment plans are appropriately
understood and incorporated into any RWC valuation. Getting clarity at local authority level, and at the
regional grouping level will be critical.
Debt levels will be a major point of discussion. The government has not yet considered the different levels of
debt held by each local authority, nor the different approaches to financing water infrastructure.
Some local authorities use long-dated general-purpose borrowing, others use current income to fund
investment. Determining the levels of debt that transfer to the new RWCs will be highly complex, and also
subject to debate.
Water rates and tariffs
Moving to regional water rates and tariffs will create winners and losers.
A core focus of the government’s RWC proposals, and underlying WICS modelling, is identifying how to
equalise the differences in costs and service levels between geographic areas.
In practice, this could mean cross-subsidies from low-cost of service areas to high-cost of service areas. It
will also mean that areas with appropriate investment levels and asset condition may support other areas
with lesser investment levels.
There will be winners and losers between areas. The government has indicated that grant funding will likely
be available to smooth out some of the differences. This may make up for the cross-subsidy effect.
However, the funding levels and allocation regime have not been disclosed. How will the government decide
which areas require more, or less, grant funding support?
Regional boundaries
Setting regional boundaries will make it harder to balance different community interests.
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Central government prefers the three to five RWC model. While this clarity of objective is welcome, a strict
limit may end up overlooking local water services nuances that are well known to local government.
Community (including iwi/hapu) interests are diverse, and local government is closer to these communities
than central government.
There are differences in desired service levels and differences in ability to pay. For example, many
Christchurch residents oppose chlorination, and many Motueka residents are happy without reticulated
drinking water. Maori with mana whenua interests have often negotiated specific arrangements. Local
authorities will need to ensure the RWC proposal will adequately reflect local needs.
Some local authorities may therefore wish to take the initiative together with their neighbours. There are
opportunities to use the detailed knowledge developed during this reform process to co-design a regional
water delivery model that is fit for local purposes, while also satisfying need to improve investment levels and
management.
As late as 2019, the Government had committed funding for local authorities that wished to initiate joint
regional model discussions themselves.
Constructive engagement will achieve best outcome
There are risks and opportunities for the local government sector in the reform process. Local authorities can
forearm themselves by understanding the balance sheet, income, expenditure and community interest
ramifications of amalgamation in their area at a detailed level.
They should also understand the position of other local authorities joining the grouping. Only then can local
authorities develop a mutually beneficial strategy for the negotiation and decision-making process for joining,
or opting out.

Copyright Castalia Limited. All rights reserved. Castalia is not liable for any loss caused by reliance on this
document. andreas.heuser@castalia-advisors.com
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Attachment 8
Transition
1. Consideration is being given to establishing a national transition unit and local establishment entities
mirroring the boundaries of the (proposed) Water Services Entities and supporting, through a
reprioritisation of stimulus funding if required, council staff costs related to reform and transition,
enabling staff to participate in transition priority working groups, gathering and sharing data.

2. Current considerations, in addition to funding for backfilling and / preparing for change, are:
•

support for three waters workers – including:

-

if a staff members role is primarily three waters related, an automatic transfer to
the new Water Services Entity in a similar role on the same salary at the same
location with the same conditions

-

advice, including Employee Assistance Programmes, legal and union
representation

•

the need to increase staffing levels to implement the transition, continue business as
usual and deliver current and increased infrastructure investment

•

staff and contractor retention in a time of uncertainty (and competition for resources)

•

the speed of change and the risk of mistakes and service interruptions

•

stranded overheads and the no worse off element of the funding package

•

asset transfers and valuations

•

existing contracts and contractors and any residual liabilities

•

development and financial contributions

3. What isn’t clear (but will be worked through) is:
•

where the bulk of managerial and support staff (eg communications, financial, asset
management) will be located, although the presumption is that they will be (at least notionally
in post COVID flexible working world) located in the regional headquarters of the Water
Services Entities
what the principles and any threshold would be for a staff member that does some three waters related work
(say 50% of their time) and whether it would be their choice to move to the Water Services Entity and the
implications for their employment situation if all three water services are included and will transfer at the
same time
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