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1. Executive Summary  

The purpose of this report is to provide Te Waihanga ð the New Zealand 

Infrastructure Commission, with a broad examination of the current 

state of New Zealandõs three waters infrastructure in the context of the 

governmentõs proposed reforms, and an emphasis on future regulatory 

settings. 

1.1. Te Waihanga and our role in waters reform   

Te Waihanga is an Autonomous Crown Entity that was established in 2019 as the Governmentõs lead 

advisor on infrastructure by the ôNew Zealand Infrastructure Commission / Te Waihanga Act 2019õ.  The 

main function of Te Waihanga is to co-ordinate, develop and promote an approach to infrastructure that 

improves the wellbeing of New Zealanders 

The proposed waters reform is a once in a generation opportunity to make a step change in the delivery 

of waters and to address an area that contributes significantly to New Zealandõs infrastructure deficit.   

We have prepared this special topic report to provide inde pendent insights on this important 

infrastructure-related reform and to support our advice on the Governmentõs waters reform process. 

1.2. Background 

Water is an essential resource, arguably the most important on the planet. It is critical to life and to the 

way we live. Without access to potable water and the ability to treat and cleanse it before releasing it 

back into the environment, human life and civil society would be impossible. The consequences of 

failing to provide these  core services, and even the potential for failure, have a deservedly high public 

profile.  This is evidenced by the intense interest in the current Auckland drought and Wellington 

sewage spills. 

For the majority of New Zealanders, territorial authorities are the primary water services providers. 

However, Councils face a growing number of challenges which are stretching their financial, physical and 

human capital resources. These include: 

¶ Enhancing network resilience in response to climate change and seismic risk 

¶ Investing in networks to achieve carbon neutrality 

¶ Renewing ageing infrastructure 

¶ Meeting increasing community expectations with respect to the quality (health) and aesthetics of 

water and the expectation of a secure and plentiful supply 

¶ Achieving more stringent environmental standards, including Te Mana o te Wai 

¶ The significant cost implications of expanding services in high growth communities  

¶ The equally challenging implications of coping with a static or declining population base  

¶ Challenges in accessing specialist technical skills, particularly for small and remote Councils 

¶ Managing financial affordability  

¶ Political pressure to adopt artificial pricing structures. 

The challenges territorial authorities are grappling with have been compounded by historical 

institutional settings, which have led to an industry which lacks meaningful regulation and is fragmented 

into a multiplicity of often very small suppliers. As of 2019 there were 403 registered drinking water 
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suppliers in New Zealand, providing 677 supplies. Most of the population (3,434,362 people) is served 

by 36 publicly owned suppliers.1  The state of the remaining infrastructure is largely unknown. 

1.3. TƄngata Whenua 

The living relationship between MƄori and water must be recognised. Waterbodies are integral to iwi, 

hapu and marae identity. The ongoing health and vitality of water and the importance of leaving a 

worthy inheritance for future gene rations is considered important kaitiakitanga ð an intergenerational 

obligation to care for the environment. Water is a taonga ð of paramount importance ð and its 

whakapapa incorporates the full range of wellbeings ð social, cultural, environmental and economic. 

The design of a new framework for the waters sector provides a rare opportunity for Te Ao MƄori to be 

embedded at a foundational level in new utility organisations (e.g. in Boards of Directors) and in new 

Economic, Environmental and/or Consumer Protection agencies (as has already occurred with Taumata 

Arowai). 

1.4. Need for Reform  

Over past decades the waters sector has been the subject of numerous studies motivated by the 

concerns listed above. These include reports published by the Parliamentary Commissioner for the 

Environment in 2000; the Office of the Auditor -General in 2010; a Local Government Infrastructure 

Efficiency Expert Advisory Group appointed by the Minister of Local Government in 2013; the 

Government Inquiry into Havelock North Drinking Water, which published their final report in 2017; and  

the NZ Productivity Commission in 2019. 

The warnings raised by these and other bodies manifested in a manner that could no longer be ignored 

when in 2016 contaminated groundwater entered Havelock Northõs drinking water supply.  Four deaths 

and thousands of illnesses have been attributed to this avoidable incident. 

The Government Inquiry into Havelock North Drinking Water concluded that:  

ò(32) Given the existence of a compelling case for dedicated and aggregated suppliers being 

established as an effective and affordable means to improve compliance, competence and 

accountability, the Government should make a decisive and definitive assessment of whether to 

mandate, or persuade, suppliers to establish aggregated dedicated water suppliers. 

(33) Given the long history of equivocation on this issue ê, a review and decision by the 

Government should be actioned as soon as practicable.ó2 

1.5. Opportunities and Concerns Arising from Consolidation  

1. The Havelock North contamination event created a ôburning platformõ for reform. However, there are 

many other benefits associated with increased economies of scale. The following table lists a range of 

 

1 The Institute of Environmental Science and Research Ltd, Register of Drinking Water Suppliers for New Zealand 

PART ONE: Networked Supplies Serving 25 or More People (The Institute of Environmental Science and Research, 

April 2019), https://www.esr.cri.nz/assets/Uploads/RegisterOfSuppliers-PartOne-NetSupplies-2019a.pdf. 

 

2 Government Inquiry into Havelock North Drinking Water, Report of the Havelock North Drinking Water Inquiry: 

Stage 2 (Department of Internal Affairs, December 2017), 228. https://www.dia.govt.nz/diawebsite.nsf/Files/Report -

Havelock-North -Water-Inquiry-Stage-2/$file/Repo rt-Havelock-North -Water-Inquiry-Stage-2.pdf. 

https://www.dia.govt.nz/diawebsite.nsf/Files/Report-Havelock-North-Water-Inquiry-Stage-2/$file/Report-Havelock-North-Water-Inquiry-Stage-2.pdf
https://www.dia.govt.nz/diawebsite.nsf/Files/Report-Havelock-North-Water-Inquiry-Stage-2/$file/Report-Havelock-North-Water-Inquiry-Stage-2.pdf
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opportunities and concerns of consolidation, grouped into themes.  Each of the listed components is 

explained in greater detail in Part A. 

 

Table 1 ð Themed List of Opportunities and Concerns of Consolidation 

Theme Criteria  

 ω An Effective Regulatory Regime 

Social Wellbeing (Consumer / Customer Focus) 

ω Drinking Water Compliance 

ω Health Outcomes 

ω Centres of Excellence 
ω Volumetric Charging 

 ω Rural-Urban Drift  

  Environmental Sustainability 

ω Environmental Compliance 
ω Responsiveness to Regulatory Requirements 

ω Volumetric Charging 

ω Impact on Source Water (Abstraction) 

  Financial Impact 

ω Ability to Achieve Cost Efficiencies 
ω Financial Capacity 

ω Debt Optimisation  

ω Risk Aversion 

ω Cross Subsidisation 

ω Procurement 

  TƄngata Whenua Perspectives 

ω Te Ao MƄori 

ω Te Tiriti o Waitangi and its principles 

ω Holistic Approach 

ω Valuing Water 

ω Te Mana o te Wai 

ω Whakapapa 

  Asset Management Planning 

ω Rationalisation of Infrastructure 

ω Unlocking Strategic Opportunities by taking a Long -

Term View 

ω Enabling a Targeted Focus on Water 
ω Providing for Growth  

ω Developing Robust Asset Management Plans 

  Resilience 

ω Financial Capacity 

ω Network 

ω Resourcing 

ω Organisational 

ω Risk Management 

  Governance 

 

 

 

ω Governance Expertise 

ω Financial Accountability 

ω Consumer Accountability  

ω Responsiveness to Regulatory Requirements 

ω Privatisation 

ω Political Independence 

  Staff Development & Welfare 

ω Technical Capability 

ω Staff Development 

ω Staff Rationalisation 

ω Rural Urban Drift 

 

 

  Council Operations & Viability  

ω Re-focus Councils on Community Wellbeing  

ω Council Revenue (Dividends) 

ω Urban Design and Community Wellbeing 

ω Coordination with other Infrastructure 

Development 
ω Stranded Overheads 

ω Corporate Cross-subsidisation 
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Theme Criteria  

ω Viability of Councils 

Based on the list of opportunities and concerns listed above, a multi-criteria analysis has been 

undertaken, as shown below. 

Table 2 ð Qualitative Assessment from Multicriteria Analysis 
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Very 
good 

The outcome of the MCA demonstrates a clear transition from low scoring to high scoring as scale is 

added.  It also emphasizes that reform is not solely about the financial benefits of scale.  There are 

important social (particularly health), environmental and cultural advantages that should also be 

acknowledged. 
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Figure 1 - Waterõs contribution to Community Wellbeing 

 

1.6. Why hasnõt change already occurred? 

The benefits of structural reform are compelling. Nonetheless, it has proven difficult to motivat e 

Councils to take advantage of them. Having an appreciation of the factors that lead to this is important, 

because it allows policy makers to understand why push-back is likely and therefore to consider 

mechanisms to overcome institutional inertia. 

Resistance to change is a natural reaction. It is arguably compounded for local authorities due to 

inherent institutional settings. These include: 

¶ The monopolistic position of Councils (which leads to weak consumer feedback loops and a lack 

of competitive tensio n) 

¶ Their multi-functional nature (which clouds consumer transparency and accountability) 

¶ A fear of the unknown, exacerbated when the ultimate decision makers (politicians) have little or 

no experience or expertise in the activity they are being asked to determine 

¶ Lack of a joined-up approach, which manifests when an issue of concern at one Council is not a 

priority topic for potential partners, at a particular point in time  

¶ A fear of failure, particularly in a highly visible public setting and even more so when public funds 

are at issue. In this context the status quo represents a ôsafeõ optionThe pride (parochialism) of 

elected members in their own communities and, in the absence of a ôburning platformõ, the sense 

that no change is necessary. 

1.7. Need for an Economic Regulator 

Economic regulation is a common characteristic of almost all global waters jurisdictions, however 

there is currently no independent economic regulator for waters in New Zealand. This is partly 

explained by the difficulties of cost -effectively regulating a multiplicity of s uppliers, with very 

different levels of capability but also reflects the public -sector nature of current waters suppliers. 
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International studies have demonstrated that inherent inefficiencies of natural monopolies apply 

irrespective of whether services are in public or private control. By reducing these inefficiencies 

economic regulation has been shown to generate positive benefits for consumers ð irrespective of 

ownership. 

The role of an economic regulator is much broader than just price-setting and can include: 

¶ Limiting sector revenues to no more than what is considered reasonable 

¶ Placing downward pressure on prices where analysis indicates that inefficiencies can be 

removed and/or that innovation can be  incentivised 

¶ Ensuring that cross-subsidisation in public sector entities is removed or, at the very least, is 

transparent 

¶ Ensuring that investment decisions are made with a long-term perspective 

¶ Providing confidence for private investors that returns will not be unreasona bly constrained for 

political purpos es or placed at risk by arbitrary policymaking (i.e. managing ôregulatory riskõ) 

¶ Avoiding over-investment (and therefore higher consumer costs) in publicly managed 

organisations driven by a fear of reputational  damage 

¶ Constraining artificial over-investment in infrastructure in circumstances where that justifies an 

increase in price, and therefore revenue 

¶ Avoiding under -investment in infrastructure (in the private and public sectors) as a mechanism to 

reduce cost, and/or allow expenditure to b e re-directed to other projects or investment 

opportunities  

¶ Correcting the asymmetry of information between suppliers and consumers which makes it 

difficult for consumers to hold suppliers accountable for sub -standard service performance 

¶ Managing the allocation of water, which has intensely social, cultural and economic 

components, particularly in catchments reaching their minimum flow  

¶ Ensuring water utilities are adequately investing in network resilience and security of supply 

¶ Protecting the public good. Water has elements of both private and public good.  The public 

good components (such as protecting vulnerable individuals and fire-fighting) must be 

maintained for community wellbeing and the cost of doing so spread  equitably 

¶ The quality and reliability of marae, and some rural, water supplies is considered to be of 

concern.  The cost of swiftly bringing these supplies up to an acceptable level will be an 

important consideration.  

¶ Developing frameworks for incentivising positive outcom es and dis-incentivising negative or 

declining performance 

¶ Fostering competition between supply entities an d ensuring that new competitors are not 

excluded from markets 

¶ Enabling competition can also help to drive a circular economy, where there is a focus on 

recovering waste streams as resources. 

As markets for water mature, examples of competition are beginnin g to emerge. In Scotland a water 

market has been created by the Scottish Parliament, which has mandated that Scottish Water must 

compete against other providers for the retail sale of water to non -residential customers. There are now 

several private companies competing against Scottish Waterõs commercial arm, ôBusiness Streamõ.  In 

Australia, the New South Wales ôWater Industry Competition Act 2006õ includes provisions to encourage 

competition, particularly in relation to ôsewer miningõ and third-party licensing. To date the uptake of 

these provisions has been limited. 

1.8. Need for a National Environmental Regulator  

Regional councils hold the most direct responsibility for environmental regulation in New Zealand. Their 

authority is granted through various statutory mechanisms, most importantly the Resource Management 

Act 1991. Under this statute Regional Councils are provided the ability to establish Regional Policy 
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Statements, to articulate specific Rules in Regional Plans and to consider, and impose conditions on, 

applications for water use and discharge. 

The role of Regional Councils has come under scrutiny in the aftermath of the Havelock North drinking 

water contamination event. Various reports, including the Havelock North Government Inquiry, have 

identified limitations in the existing environmental regulatory framework, including:  

¶ An internal conflict for Unitary Authorities (Councils which have the fun ctions of both regional 

councils and territorial authorities)  

¶ A wide variance of policy aspirations between regions (albeit mitigated by subsequent updates to 

the National Policy Statement on Freshwater Management) 

¶ A lack of consistency in the terms and conditions of Regional Policy Statements, Regional Plans 

and resource consents, between and within regions 

¶ Uncertainty about consent timeframes affecting substantial capital investment decisions 

¶ Consent holders are often required to monitor and report on con taminants which have no 

regulatory limits defining what is acceptable or not 3 

¶ There are also often ônarrativeõ limits included in resource consents (such as, ôNo adverse effects 

on the environmentõ) which provide no clarity for enforcement4 

¶ Source water protection is regulated through Regional Council policies and plans and therefore 

de-coupled from the  direct oversight and control of drinking water suppliers  

¶ The current ôfirst in ð first servedõ water allocation framework results in essential applications for 

water abstractions being held in limbo, often for years  

¶ The allocation of water has historically been an environmental consideration, normally based on 

minimum flow needs for catchments. However, in catchments approaching, or exceeding, the 

assessed minimum desirable flow allocation decisions have considerable social, cultural and 

economic implications 

¶ Less than half of all Councils have a stormwater quality management plan and/or catchment 

management plan despite stormwater discharges being a recognised source of surface water 

pollution 5 

¶ Only eight participants in the National Performance Review survey had all stormwater discharges 

consented. Most commonly, participants had consents for less than 10% of their network, and six 

had no stormwater discharge consents at all 6 

¶ There were 627 non-conformances for wastewater treatment consents in the 2018/19 reporting 

year, however these led to only eleven compliance actions7 

¶ Full resource consent compliance was achieved at only 27% of wastewater plants, while 25% of 

plants recorded significant non-compliance (2017/18 data for 170 out of 321 plants).8 

Based on the above it is reasonable to question whether New Zealandõs current environmental 

framework for waters is fit for purpose.  

More work is required to assess what the optimal arrangement for environmental regulation could be, 

however there would seem to be merit in empowering an existing centralised agency to provide an 

 
3 GHD, National Stocktake of Municipal Wastewater Treatment Plants: Final Report (Department of Int ernal Affairs, 

December 2019), 12. https://www.dia.govt.nz/diawebsite.nsf/Files/Three-waters-documents/$file/Report -1-

National-Stocktake-of-Municipal-WWTPs.pdf. 
4 Ibid 
5 Water New Zealand, National Performance Review 2017 - 2018 (Water New Zealand, 2018), 40. 

https://www.waternz.org.nz/Attachment?Action=Download&Attachment_id=4270.  
6 Ibid, 34 
7 Ibid, 33 

8 GHD Limited, National Stocktake of Municipal Wastewater Treatment Plants: Final Report (Department of Internal 

Affairs, December 2019), 25. https://www.dia.govt.nz/diawebsite.nsf/Files/Three-waters-documents/$file/Report -1-

National-Stocktake-of-Municipal-WWTPs.pdf 

https://www.dia.govt.nz/diawebsite.nsf/Files/Three-waters-documents/$file/Report-1-National-Stocktake-of-Municipal-WWTPs.pdf
https://www.dia.govt.nz/diawebsite.nsf/Files/Three-waters-documents/$file/Report-1-National-Stocktake-of-Municipal-WWTPs.pdf
https://www.dia.govt.nz/diawebsite.nsf/Files/Three-waters-documents/$file/Report-1-National-Stocktake-of-Municipal-WWTPs.pdf
https://www.dia.govt.nz/diawebsite.nsf/Files/Three-waters-documents/$file/Report-1-National-Stocktake-of-Municipal-WWTPs.pdf
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overview of waters management across New Zealand.  This would have the advantages of bringing 

national consistency to the design of environmental standards, providing consistent enforcement and 

resolving issues of perceived conflict for unitary authorities. 

The acknowledgement and provision for Te Ao MƄori will be an essential component of any new 

regulatory regime.  It is noted that Taumata Arowai has been created with a statutory MƄori Advisory 

Group and that the Environmental Protection Authority Act 2011 establishes a statutory ôMƄori Advisory 

Committeeõ to provide advice and assistance to both the Environmental Protection Authority and the 

Marine Consent Authority.  There are other approaches that should be considered to embed Te Ao 

MƄori into any new regulatory agencies, such as the requirement for knowledge of Te Ao MƄori on 

governance boards. 

1.9. A New Regulator for Drinking Water  

The need for a dedicated entity to regulate the quality of New Zealandõs drinking water was 

incorporated into the terms of reference of the Government Inquiry into Havelock North Drinking 

Water and addressed in the Boardõs second report.9 

After hearing submissions both for and against the formation of a new, dedicated drinking water 

regulator the Board recommended that:  

ò(9)  A dedicated drinking water regulator ê should be established early and promptly.ó10 

and further recommended that:  

ò(11)  Without defining or limiting the matters for which a regul ator might be responsible, a 

regulator should have responsibility for licensing and qualification of supplies, the standards 

and practices of water suppliers, DWAs [Drinking Water Assessors], laboratories and samplers, 

compliance and enforcement, and the approval and monitoring of WSPs [Water Safety 

Plans].ó11 

Taumata Arowai ð the Water Services Act 2020 was introduced to Parliament in December 2019 

and received Royal Assent on 6 August 2020. 

1.10.  Need for Consumer Protection Oversight  

The monopoly nature of th e waters sector means that public accountability and consumer 

preference are weak. This leads to a prima facie view that there would be merit in enabling a forum 

in which the consumerõs voice can be heard. 

In a global context the most common role for consumer protection agencies for water services, 

where these exist as separate entities, is to receive and mediate consumer complaints.  In many 

countries this also includes a focus on protecting the interests of vulnerable consumers. 

Further work would be  required to determine the potential role of a consumer protection agency in 

New Zealand.  Important considerations include the role played by tƄngata whenua; whether it is a 

stand-alone agency or incorporated into the role of an existing agency (such as ôUtilities Disputesõ); 

 
9 Government Inquiry into Havelock North Drinking Water. òReport of the Havelock North Drinking Water Inquiry: Stage 2.ó 

Department of Internal Affairs, December 2017. https://www.dia.govt.nz/diawebsite.nsf/Files/Report-Havelock-North -Water-

Inquiry-Stage-2/$file/Report -Havelock-North -Water-Inquiry-Stage-2.pdf. 
10 Government Inquiry into Havelock North Drinking Water. òReport of the Havelock North Drinking Water Inquiry: Stage 2.ó 

Department of Internal Affairs, December 2017. https://www.dia.govt.nz/diawebsite.nsf/Files/Report -Havelock-North -Water-

Inquiry-Stage-2/$file/Report -Havelock-North -Water-Inquiry-Stage-2.pdf, 222 
11 Ibid 

https://www.dia.govt.nz/diawebsite.nsf/Files/Report-Havelock-North-Water-Inquiry-Stage-2/$file/Report-Havelock-North-Water-Inquiry-Stage-2.pdf
https://www.dia.govt.nz/diawebsite.nsf/Files/Report-Havelock-North-Water-Inquiry-Stage-2/$file/Report-Havelock-North-Water-Inquiry-Stage-2.pdf
https://www.dia.govt.nz/diawebsite.nsf/Files/Report-Havelock-North-Water-Inquiry-Stage-2/$file/Report-Havelock-North-Water-Inquiry-Stage-2.pdf
https://www.dia.govt.nz/diawebsite.nsf/Files/Report-Havelock-North-Water-Inquiry-Stage-2/$file/Report-Havelock-North-Water-Inquiry-Stage-2.pdf
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and/or whether it is established as a time-bound entity with a specific focus (as in the case of the 

Scottish Customer Forum). 

Timing should also be a consideration. New utility structures will take time to become embedded and 

for the economic regulator to be confident they are operating at optimal efficiency. This suggests that 

the vehicle for providing consumer protection should be designed to mature alongside the  industry. 

1.11.  Form of Regulation  

There are many different forms of regulation, ranging from self -regulation through to fully independent 

and transparent regulatory frameworks.  Internationally there appears to be a general consensus that it 

is important that regulators have, and are seen to have, independence from the functions of the network 

operator and its shareholder(s).  It is also considered desirable for the regulator to operate at arms -

length from political direction, particularly when it comes to price setting. Final determinations on work 

programmes and tariffs, and enforcement and penalty provisions may be subject to judicial review, but 

they should not be subject to political influence.  

Optimal outcomes appear to emerge from an environment where the intrinsic tensions between 

regulatory agencies (particularly health and environmental regulators on one side; and economic and 

consumer protection agencies on the other) can be robustly and transparently debated, ideally with the 

involvement of the utility entities and owners, and therefore, where trad e-offs are understood and 

agreed by each of the parties. 

Global scans show that the role of economic regulator for the waters sector tends to be combined with 

economic regulation of other sectors, most commonly energy. There are however many factors, such as 

the total number of entities to be regulated, that will influence the final form.  

1.12.  Observations and Recommendations  

1. The case for waters reform has been made repeatedly by many different, independent 

bodies. There is little value in re-litigating these d ebates, notwithstanding that the local 

impacts, particularly on territorial authorities requires better unde rstanding. 

2. Early engagement with Iwi MƄori should be considered to ensure Te Ao MƄori is 

incorporated into the desig n of new corporate water utilities and regulators from the 

foundation.  

3. The benefits of consolidating water and wastewater service providers into fewer, larger 

entities are compelling. They include: 

a. Cost efficiencies 

b. Rationalisation of infrastructure and greater resilience 

c. Better financial accountability and improved regulatory compliance  

d. Improved asset management 

e. Development of employees. 

Nonetheless there are areas of concern which must be acknowledged in order that they can 

be mitigated or avoided where t hat is possible. 
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4. Three waters reform is not just about economic efficiencies.  There are also very tangible 

social (particularly health), environmental and cultural benefits which should not be lost 

sight of. 

5. It is unlikely that all territorial authoritie s will voluntarily aggregate water and wastewater 

services. The introduction of incentives, or dis-incentives, may lead to some voluntary 

reform.  It is however likely that some form of compulsion will be required if 

comprehensive, nationwide reform is desired. 

6. It is not unusual for reform to occur in phases ð Scotland and Tasmania are examples. Multiple 

re-structuring is expensive and disruptive, for consumers and for employees. In order to avoid 

this it is necessary to clearly understand the essential elements of an optimal solution. 

There are some matters, such as the number / size of new entities that would be expensive 

to retrofit, whereas others could be relatively easily retrofitted later.  

7. A strong regulatory framework is essential. Even if structural reform was not achieved, 

consumers (and New Zealand as a whole) would benefit from robust environmental, economic, 

health and consumer protection regulators. The form of regulation will vary depending on 

factors such as the number of entities  to be regulated and the maturity of the industry.  

8. The optimal regulatory environment is one in which the tensions betwee n economic, 

environmental, public health and consumer protection trade-offs are resolved in a robust 

and transparent manner. This suggests that the core water regulators should have 

independence from each other, as well as being independent from the utilit y organisations 

and their owners /  shareholders. 

9. The framework that best achieves robust regulatory transparency is one in which 

independent agencies meet alongside water utility operators (and owners / shareholders) 

to debate and agree trade-offs, and ultimately adopt a work programme and set of tariffs 

that meet the needs of each and achieve the best transparency possible for consumers. 

10. The existing framework for environmental regulation has led to fragmented and inconsistent 

policy and decision-making, inconsistent discharge standards and a lack of consistent 

enforcement. It is recommended that the national framework for environmental r egulation 

be reviewed, with one possible solution being to extend the role of an existing central 

agency to provide a national overview and enforcement. 

11. Consideration should be given to the introduction of a consumer protection agency for 

waters, as is common in many international jurisdictions. There are many forms this could 

take, including a stand-alone entity; incorporat ion into the role of  other regulatory agencies 

or, as is the case for the Scottish Customer Forum, a voluntary arrangement between the 

economic regulator and the utilities. It is likely that the form of the regulator will change over 

time, as the industry matures. 
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2. Introduction  

The purpose of this report is to provide Te Waihanga ð the New Zealand 

Infrastructure Commission , with a broad examination of New Zealandõs 

three waters infrastructure in the context of the governmentõs proposed 

reforms. A particula r emphasis on future regulatory settings has been 

requested. The goal of the report is to support an informed debate on 

the futur e of waters in New Zealand and to assist Te Waihanga develop 

policy positions and recommendations.  

There are six classes of water infrastructure as shown in Table 3 below. 

Table 3 ð There are six classes of water infrastructure 

 

 

In addition, the importance of recycled water is growing, particularly in countries where water is scarcer 

than in New Zealand. This is likely to require a separate, dedicated focus in future years. 

The primary focus of this report is on drinking water and wastewater as these services are the 

primary focus of current and proposed government reform. They are also inextricably interlinked, 

from environmental, social, cultural and economic perspectives. 

Reform of drinking water and wastewater will also impact stormwater. Stormwater services are provided 

by territorial authorities, almost always within the same civil engineering teams that provide water and 

wastewater services. Stormwater is an area of growing concern, particularly in relation to the quality of 

discharge (stormwater is often heavily contaminated through contact with road surfaces) and climate 

change. Local government has a valid concern that if water and wastewater services are no longer 

directly provided by territorial authorities their capacity to deal with increasing stormwater concerns 

will be compromised, particularly in small and medium sized Councils. This is an issue that will need 

to be addressed as water reforms are progressed. One option, which was proposed in the Waikato 

waters study, would be for Councils to contract this service to the proposed new water utility  entity. 

2.1 Legislative Background 

Te Waihanga ð the NZ Infrastructure Commission is an autonomous crown entity  established by the 

ôNew Zealand Infrastructure Commission /  Te Waihanga Act 2019õ (ôthe Actõ). Te Waihanga is the 

Governmentõs lead advisor on infrastructure. The main function of Te Waihanga is to co-ordinate, 
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develop and promote an approach to infrastructure that impro ves the well-being of New 

Zealanders. 

A key document currently under development by Te Waihanga is their first Infrastructure Needs 

Assessment12. The Infrastructure Needs Analysis will be used as the foundation of a statutory 30 

Year Strategy, due to be published in September 2021. The completion of the Infrastructure Needs 

Analyses and the formulation of a 30-year Strategy will allow the Infrastructure Commission to take 

an informed and considered position  across the diversity of New Zealandõs critical infrastructure. 

Water infrastructure is already under active review and represents a once in a generation opportunity to 

make a step change in the delivery of waters and to address an area that contributes significantly to 

New Zealandõs infrastructure deficit.  It is not possible to wait on the development of a 30-year Strategy 

to inform  deliberations. We have prepared this special topic report to provide independent insights on 

this important infrastructure -related reform and to support our advice on the Governmentõs waters 

reform process. 

Sections 9 and 10 of the Act outline Te Waihangaõs functions. The key sub-section, for the purpose 

of this report, is ss10(b) which empowers the Infrastructure Commission:  

òto provide advice in relation to infrastructure, including (without limitation) advice in relation to ð  

(i) the ability of existing infrastructure to meet community expectations; and  

(ii) current and future infrastructure needs; and 

(iii) the priorities for infrastructure; and  

(iv) matters that prevent, limit or promote the efficient and effective delivery of infrastructure, and 

services that result from the infrastructure.ó 

2.2 Background 

Water is an essential resource, arguably the most impor tant on the planet. It is critical to life and to the 

way we live and is explicitly recognised by the United Nations as one of seventeen Sustainable 

Development Goals (see Figure 2). Without access to potable water and the ability to treat and cleanse 

polluted water before releasing it back into the environment, human life and civil society would not be 

possible. The consequences of failing to provide these core services, and even the potential for failure, 

have a deservedly high public profile. This is evidenced by the intense interest in the current Auckland 

drought and ongoing Wellington sewage  spills. 

In the developed world there is an implicit expectation that drinking water will meet minimum health 

standards and that consumers will receive sufficient quantities to meet basic needs. Similarly, we expect 

that the polluted water we pour down the kitchen sink, empty from the bath or flush down the toilet will 

be cleansed and treated before it is released back into the environment.  In modern society it is not 

acceptable for drinking water to make us ill, or to contribute to the pollution of our clean, gree n 

environment.  

 

 
12 Now known as ôStates of Playõ 
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Figure 2- Access to Water and Sanitation is one of seventeen UN Sustainable Development Goals13 

The reality however is something quite different. Water suppliers, which for the majority of New 

Zealanders are territorial authorities, are facing a growing number of challenges which are 

stretching their financial and human capital resources. They include: 

¶ Providing sufficient resilience within networks to meet the demands of climate change and 

seismic events, including coping with more extreme weather events (ranging from severe 

flooding through to droughts) and the consequences of sea level rise on assets that have 

historically tended to be located on or near the coast 

¶ Investing in new and existing networks in order to achieve carbon neutrality.  In order to reach 

carbon zero many wastewater treatment plants are likely to require substantial, currently 

unbudgeted, investment 

¶ Funding the cost of renewing ageing networks, many of which are now reaching the end of 

their serviceable lives 

¶ Meeting increased expectations from communities that the water they receive will meet basic 

health needs (e.g. not require ôboil water noticesõ); be of sufficient volume to allow day -to-day 

activities (including supporting industria l and commercial (employment) services, urban 

firefighting and ôdiscretionaryõ activities such as watering gardens) and meet basic aesthetic 

standards (e.g. not have taste or odour issues) 

¶ Meeting increasing environmental expectations not only in respect o f discharges but also the 

impact of abstraction on minimum flow levels and therefore catchment  ecologies 

¶ Accessing technical skills, both specialised human capital and new technologies, required to 

provide water services to the standards expected by consumers and to the level likely to be 

required by the new regulator(s) 

¶ Councils with high population growth face significant costs extending reticulated networks  into 

new residential, commercial and/or industrial subdivisions to cope with demand for housing an d 

associated employment and/or retrofitting existing plant and networks to cope with increasing 

volumes in similar brownfields developments 

¶ For non-growth Councils, the challenge is coping with de-population and the attendant 

difficulties of funding expens ive infrastructure from a declining rating base  

¶ Managing affordability within existing funding mechanisms in an environment where rate 

increases are highly visible and often contentious  

 
13. òSustainable Development Goals,ó United Nations Development Programme, September 2015. 

http://www.undp.org/content/undp/en/home/sustainable -development-goals.html. 
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¶ Political pressure to adopt pricing structures and levels which neither manage demand, nor 

provide sufficient capital to meet investment needs.  

The issues facing territorial authorities are compounded by historical institutiona l settings, which have 

led to an industry which lacks meaningful regulation and is fragmented  into a multiplicity of often very 

small suppliers. As of 2019 there were 403 registered Drinking Water Suppliers in New Zealand, 

providing 677 supplies. The majority of the population (3,434,362 people) are served by 36 publicly 

owned Suppliers.14 The remainder of the population is served by a mix of suppliers, likely numbering 

into the tens of thousands (even excluding self-suppliers).  The quality of unregistered supplies is largely 

unknown. 

New Zealandõs current approach to the provision of water infrastructure is characterised by a lack of 

coherence. There are: 

¶ Multiple suppliers (as noted above).  These are mainly territorial authorities but also include a 

range of government departments (Corrections, Education, Conservation and Defence), marae 

and private suppliers. The multiplicity of suppliers means very few have the scale needed to 

optimise efficiencies. It also generates a range of consequential inefficiencies, such as limiting 

access to specialist skills, being less attractive to private equity and making access to sophisticated 

technology prohibitively expensive. It further complicates governmentõs ability to apply and 

enforce an effective regulatory framework, while simultaneously increasing the cost of regulation. 

¶ There is no coherent regulatory framework, although elements, such as the Resource 

Management Act 1991 and the recently created health regulator (Taumata Arowai), do (or will 

shortly) exist.  Overseas experience demonstrates that optimal performance for water utilities 

operating in a monopolistic environment  necessitates strong regulatory oversight and the 

consistent definition and enforcement of health, economic and environmental standards. 15 In 

New Zealand: 
o The Havelock North Inquiry identified that New Zealandõs health framework was 

dysfunctional. This regulatory deficit will be resolved with the passage of the 

Taumata Arowai ð Water Services Regulator Act and its companion Bill which will 

define and empower Taumata Arowaiõs functions. The Taumata Arowai ð Water 

Services Regulator Bill received Royal Assent on 6 August 2020, and the second Bill, 

simply referred to as the ôWater Services Billõ was introduced  on 28 July 2020. 

 

o Environmental oversight is fragmented amongst  eleven regional councils and 

six unitary authorities. There is no single central environmental regulator with a 

waters focus, although the Ministry for the Environment and the Environmental 

Protection Authority both have strong i nterests in environmental water quality. 

In the absence of a coordinating agency, each regional / unitary authority makes 

their own independent resolutions on the environmental policies, rules and 

standards, testing and reporting they consider appropriate for catchments and 

coastal areas in their region. Some high-level coordination is provided 

through National Policy Statements; however evidence demonstrates that there 

is a lack of consistency between Councils (and often between catchments).16 

 
14 The Institute of Environmental Science and Research Ltd, Register of Drinking Water Suppliers for New Zealand 

PART ONE: Networked Supplies Serving 25 or More People (The Institute of Environmental Science and Research, 

April 2019), https:/ /www.esr.cri.nz/assets/Uploads/RegisterOfSuppliers-PartOne-NetSupplies-2019a.pdf. 
15 Vogelsang, Ingo. Public Enterprise in Monopolistic and Oligopolistic Industries (London: Harwood Academic Press, 

1990.) 
16 GHD Limited. òNational Stocktake of Municipal Wastewater Treatment Plants: Final Report.ó Department of 

Internal Affairs, December 2019. https://www.dia.govt.nz/diawebsite.nsf/Files/Three-waters-documents/$file/Report -

1-National-Stocktake-of-Municipal-WWTPs.pdf. 

https://www.esr.cri.nz/assets/Uploads/RegisterOfSuppliers-PartOne-NetSupplies-2019a.pdf
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o Unitary authorities are both environmental regulators as well as water service 

providers. This is not best practice governance and notwithstanding efforts to 

keep these roles separated, it raises obvious concerns about the potential for a 

perceived, if not actual, conflict of interest.  

 

o There is no independent economic or price setting regulator for waters services 

in New Zealand. Each water provider sets their own charges based on local 

circumstances. Because territorial authorities deliver a range of functions it is 

usually difficult to robustly determine whether charges accurate ly reflect the 

actual cost of service or whether the water service is being artificially subsidised 

by other activities (or is subsidising other activities). As an example, each Council 

allocates overheads across activities based on their own individual formula. 

Overhead costs (e.g. finance, IT and governance) can be quite significant and 

therefore an alteration to the allocation formula can lead to noticeable changes 

in the cost of an activity . 

Table 4 ð Australia and New Zealand's performance against minimum regulatory standards 17 

 

As shown in Table 4, above, New Zealandõs regulatory framework compares poorly against what is 

considered to be the minimum standard in Aust ralian states.  Given the disjointed nature of regulation it 

is not surprising that the outcomes experienced by local communities are equally fragmented. 

Furthermore, it is likely that many communities, like Havelock North prior to 2016, simply donõt know 

what the state of their waters infrastructure i s and what the attendant risks to their health and 

livelihoods are. 

 
17 Frontier Economics and ARUP, Urban Water Regulation Reform: A Report Prepared for Infrastructure Australia 

(Infrastructure Australia, December 2017), https://www.infrastructureaustralia.gov.au/sites/default/files/2019 -

06/frontier_economics_and_arup_urban_water_regulation_reform.pdf. 

https://www.infrastructureaustralia.gov.au/sites/default/files/2019-06/frontier_economics_and_arup_urban_water_regulation_reform.pdf
https://www.infrastructureaustralia.gov.au/sites/default/files/2019-06/frontier_economics_and_arup_urban_water_regulation_reform.pdf
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2.3 TƄngata Whenua 

òTe wai, he taonga i tuku iho mai i ngƄ tipuna ð water is a taonga, a 

precious treasure passed down from  our ancestors.ó18 

The purpose of this report is to consider the organisational and regulatory arrangements which 

have the best potential to optimise the supply of clean, healthy drinking water to consumers and to 

treat and safely discharge wastewater. Essentially, the reportõs focus is from the point at which 

water enters an intake pipe through to the point at which it is  discharged. 

This is, of course, an entirely artificial view. 

The network of pipes and pumps transporting  water to and from consumers is a small part of a much 

broader natural system. Issues such as freshwater standards and the unresolved questions of MƄori 

rights and interests in water require acknowledgement but are beyond the scope of this report.  

It is nonetheless essential that the living relationship between MƄori and water is recognised.  

Waterbodies are integral to iwi, hapu and marae identity. The ongoing health and vitality of waterbodies 

and the importance of leaving a worthy inheritance for future generations is considered important 

kaitiakitanga ð an intergenerational obligation  to care for the environment. Water is a taonga ð of 

paramount importance ð and its whakapapa incorporates the full range of wellbeings ð social, 

cultural, environmental and economic. 

Local government has a responsibility under the Local Government Act 2002 to provide for MƄori 

contributions to decision -making. A concern of iwi representatives during the Waikato Waters 

Study was that these and other obligations, such as providing for co -governance, would be lost if 

the management of waters was passed to an arms-length entity. On the other hand, the 

reformation of the sector provides a unique opportunity to ensure Te Ao MƄori is built into new 

organisational and regulatory structures. 

The Hawkes Bay Three Waters Business Case19 gave specific consideration to how new water 

utilities could be structured to meet the needs and aspirations of MƄori and how Te Ao MƄori could 

be built into new organisational culture and business practices. 

The Hawkes Bay Business Case identified seven Principles, shown in Table 5, to guide the 

assessment of proposed structures. Although these Principles are rooted in Heretaunga and 

Wairoa, and therefore require validation for other rohe, they provide a valuable starting point for a 

national debate. 

 

 

 
18 Morrison Low and WSP Opus, Hawkes Bay Three Waters: Business Case of Three Waters Service Delivery Options 

(Hawkes Bay Regional Council, July 2020), 5. https://www.hb3waters.nz/assets/Up- loads/HB-3-Waters-Delivery-

Detailed-Analysis-29.07.20-Full-Report.pdf  
19 Morrison Low and WSP Opus, Hawkes Bay Three Waters: Business Case of Three Waters Service Delivery Options 

(Hawkes Bay Regional Council, July 2020), 5. https://www.hb3waters.nz/assets/Up- loads/HB-3-Waters-Delivery-

Detailed-Analysis-29.07.20-Full-Report.pdf  
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Table 5 ð Principles for Waters Reforms20 

Value Te Ao MƄori 
Incorporating and implementing m Ƅtauranga M Ƅori, culture and 

values (i.e. Te Aranga Design Principles) are a core element for any 

potential framework to realise and enhance the regionõs 

commitment to M Ƅori to protecting/enhancing water  

Value water  
Wai is the essence of all life and the world's most precious resource. It 

is of high importance to MƄori, as it is the  life  giver of all things, a 

precious taonga, part of our  whakapapa  

Whakapapa ð 

genealogical links  

Recognise and respect t he relationship and whakapapa (genealogical 

link) that mana whenua has with water  

Te mauri o te wai  

ð the life force of water  

Mauri is the integrated and holistic well -being and life support 

capacity of water. The well -being/healthiness of the water, the 

land and the people are intrinsic ally  connected  

Holistic approach to  

water  

Although the project is based around the review of the service and 

delivery of the three waters (infrastructure), the proposed model 

needs to take into account a holistic water app roach: there is only 

one water  

Enabling of Te Tiriti o 

Waitangi  

Involving mana whenua in governance and decision making 

required to ensure Te Tiriti o Waitangi obligations are met, as  well 

as making sure they are able to actively exercise kaitiakitanga in  a 

practical  way 

Mana motuhake  

-identity, self -de- 

termination  

The identity of mana whenua in Hawke's Bay should not be lost in any 

potential model. But inclusion and co-governance whilst keeping 

their identity is an opportunity  

 

The Seven Principles led to the following recommendations, which also raise important 

considerations in the context of upcoming discussions about waters consolidation and the design 

of new service delivery and regulatory entities. The recommendations were to: 

1.  òConsider the cultural capability and capacity of three waters service delivery to successfully enable Te     

Ao MƄori the MƄori worldview to be embedded across the organisation.ó 

2. òConsider the cultural performance indicators of three waters service delivery to monitor the 

ongoing value of water, accessibility of water and wellbeing of Hawkeõs Bay people.ó 

 
20 Morrison Low and WSP Opus, Hawkes Bay Three Waters: Business Case of Three Waters Service Delivery Options 

(Hawkes Bay Regional Council, July 2020), 54. https://www.hb3waters.nz/assets/Up- loads/HB-3-Waters-Delivery-

Detailed-Analysis-29.07.20-Full-Report.pdf 
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3. òConsider the cultural engagement of three waters service delivery to reach marae communities 

and whanau with the outlook to connecting with their immediate natural environment.ó 

4. òConsider the cultural performance indicators of three waters service delivery that is centred by 

Te mauri o te wai.ó 

5. òConsider the cultural capability and capacity required of three waters service delivery to successfully 

enable Te Ao MƄori the MƄori worldview to be embedded across the organisation.ó 

6. òAdopt a co-design approach to both governance and operations to ensure that  co-governance 

is made meaningful through operational implementation of M Ƅori cultural values.ó 

The outcome of  the Business Case, from a local mana whenua perspective, was reported to be 

that21:  

òThey {the chairs of the Hawkeõs Bay MƄori committees} were stringent in their view that the status 

quo is not a sustainable option for our environment and Te mauri o te wai. An Assert {sic} owning 

CCO was their preferred model with adaptation to a MƄori worldview that place people within the 

environment, and not in a dominant and exploitive view.ó 

These views may, or may not, be reflective of other iwi views across Aotearoa New Zealand. It will be 

important to engage early with iwi to determine this and enable Te Ao MƄori to be ingrained in the 

early design of new entities. 

 

 
21 Hawkes Bay Council, òAgenda of Extraordinary Regional Council Meeting - 15 September 2020,ó Accessed 

September 2020. http://hawkesbay.infocouncil.biz/Open/2020/09/RC_15092020_AGN_AT_EXTRA.htm. 
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3. Part A: The Case for Reform 

Part A considers the history of water reform proposals in New Zealand, 

the advantages and disadvantages and why reform is challenging . 

3.1 History of Reform  

Headlines from stuff.co.nz  

'Raglan overflow riles residents' 22 

'Pollution 'double standard'' 23 

'Pump stations overflowing with sewage' 24 

'Waipa enforces level two wat er restrictions' 25 

'Millions needed to fix sewage failings' 26 

The issues being experienced by the waters industry are not new, or unexpected. Over the past 

several decades the waters sector has been the subject of several studies motivated by the 

concerns previously listed.  There is consequently a long history of failed reform attempts in New 

Zealandõs water history. Selected examples (taken from Appendix 3 of the Government Inquiry into 

Havelock North Drinking Water27) include: 

1. In 1989, Cabinet approved a major review of the sector to be led by the Ministry of Commerce. 

With the change of government in 1999, Local Government NZ accepted responsibility for the 

review, but it was not progressed. 

2. In 2000 the Parliamentary Commissioner for the Environment, after studying the existing 

arrangements, reported: 

òI believe industry and community evidence indicates that the ômodelõ has now reached the end of 

its design life. Further incremental tinkering with the current systems, without going back to first 

principles of community water and wastewater needs relevant to the 21st century, will simply 

 
22 Aaron Leaman, òRaglan Overflow Riles Residents,ó Stuff, August 7, 2013, http://www.stuff.co.nz/waikato-

times/9010143/Raglan-overflow-riles-residents. 
23 Aaron Leaman, òPollution ôdouble standardõ,ó Stuff, January 19, 2014, https://www.stuff.co.nz/waikato-

times/10180096/Pollution -double-standard 
24 Daniel Adams, òPump Stations Overflowing with Sewage,ó Stuff, June 11, 2012, https://www.stuff.co.nz/waikato-

times/news/7082204/Pump-stations-overflowing -with-sewage. 
25 Nancy EL-Gamel, òWaipa Enforces Level Two Water Restrictions,ó Stuff, January 12, 2015, 

https://www.stuff.co.nz/waikato -times/news/64895221/waipa-enforces-level-two-water-restrictions. 
26 Elton Rikihana Smallman, òMillions Needed to Fix Sewerage Failings,ó Stuff, November 30, 2016, 

https://www.stuff.co.nz/environment/87024977/millions -needed-to-fix-sewerage-failings. 
27 Government Inquiry into Havelock North Drinking Water, Report of the Havelock North Drinking Water Inquiry: 

Stage 2 (Department of Internal Affairs, December 2017). https://www.dia.govt.nz/diawebsite.nsf/Files/Report-

Havelock-North -Water-Inquiry-Stage-2/$file/Report -Havelock-North -Water-Inquiry-Stage-2.pdf. 
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mean the necessary changes will be harder to achieve and more costly at some time in the 

future.ó28 in the  

3. The Auditor-General in 2010 undertook a performance audit of a representative sample of eight 

local authorities to assess how well prepared the country was to meet the likely future demand 

for drinking water. Among her findings were weaknesses in the adequacy of forecasting models 

and opportunities for how the management of water supplies could be improved.29 

4. In 2011 the Land and Water Forum recommended: 

òThe way water services infrastructure is managed and organised should be investigated to 

consider the potential benefit of rationalisation. This includes the possibility of a national 

regulator with oversight of pricing and performance issues.ó30 

5. The Governmentõs National Infrastructure Plan 201131 gave water infrastructure the lowest 

ranking of all New Zealand's infrastructure sectors across measures of investment analysis, 

resilience, funding mechanisms, accountability, performance and regulation. 

 
28 Office of the Parliamentary Commissioner for the Environment., Ageing Pipes and Murky Waters: Urban Water 

Systems for the 21st Century (Wellington: Parliamentary Commissioner for the Environment, 2000), iii. 

http://www.pce. parliament.nz/publications/archive/1997 -2006/ageing-pipes-and-murky-waters-urban- water-

system-issues-for-the-21st-century 
29 New Zealand Office of the Auditor -General, Local Authorities: Planning to Meet the Forecast Demand for 

Drinking Water (Wellington: New Zealand Office of the Auditor -General, February 2010). 

https://oag.pa rliament.nz/2010/water/docs/oag -water.pdf. 
30 Land and Water Forum, Report of the Land and Water Forum: A Fresh Start for Fresh Water (Land and Water 

Forum, September 2010), http://www.landandwater.org.nz/Site/Resources.aspx#H126743-12. 
31 Government of New Zealand, National Infrastructure Plan 2011 (Government of New Zealand, July 2011), 

http://www.infrastructure.govt.nz/plan /2011 
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Table 6 ð Summary of sectors from National Infrastructure Plan 2011 

 

6. In response to this assessment, in 2013 Local Government NZ established a major work 

programme (The 3 Waters Project)32 to establish a clearer picture of the performance of 

local government three waters related assets and services, to better understand future 

issues and to develop a robust framework for building on best practice.  

 

32 Local Government New Zealand, Improving New Zealandõs Water, Wastewater and Stormwater Sector: A Position 

Paper Prepared by LGNZ (Local Government New Zealand, September 2015), 2. 

https://www.lgnz.co.nz/assets/2aa82f85f1/29617-three-Waters-Position-Paper.pdf. 

 

https://www.lgnz.co.nz/assets/2aa82f85f1/29617-three-Waters-Position-Paper.pdf
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7. The core findings of this project were that the local government sector faces current and 

future challenges in terms of the provision of water assets and services. These challenges 

included the ability and capacity of water service providers to meet and implement 

regulatory standards and the variations in the quality of asset management through out the 

country. 

The project recommended the establishment of a single co-regulatory body similar to that 

which operates under Part 4A of the Gas Act 1992, to oversee the provision of water related 

assets and services. 

8. Concurrently in 2013 the Minister of Local Government appointed a Local Government 

Infrastructure Efficiency Expert Advisory Group whose report 33 included 63 

recommendations covering legislation, regulation and standards; a water framework; 

training; improved business practices; funding and pricing; transparency; increased 

coordination and removal of barriers to shared services, and greater use of regional 

provision to deliver regional  solutions. 

9. In 2014 the Auditor-General undertook an overview of the approach that local authorities were 

taking to manage their infrastructure assets.
34  The overall finding was that local government 

infrastructure and capital management practices needed to improve to meet the challen ges 

ahead. 

The warnings sounded by the Parliamentary Commissioner for the Environment in 2000 and the 

Auditor -General in 2010 finally manifested in a manner that could no longer be ignored when in 

2016 contaminated groundwater entered Havelock Northõs drinking water supply. The Government 

Inquiry into Havelock North Drinking Wat er concluded that: 

ò(32) Given the existence of a compelling case for dedicated and aggregated suppliers being 

established as an effective and affordable means to improve compliance, competence and 

accountability, the Government should make a decisive and definitive assessment of whether to 

mandate, or persuade, suppliers to establish aggregated dedicated water suppliers. 

(33) Given the long history of equivocation on this issue ê, a review and decision by the 

Government should be actioned as soon as practicable.ó 35 

In the years following the Havelock North event and the production of the Government Inquiry 

both New Zealandõs major political parties committed to waters reform. Nonetheless progress has 

been slow. 

Most recently a further report, prepared by t he NZ Productivity Commission has also considered the 

waters sector (in the context of local government funding and financing). The Productivity Commission 

recommended (R11.1) that: 

òThe Government should actively encourage aggregation of council water businesses and 

better governance arrangements. It should also consider having backstop arrangements to 

deal with councils that fail to lift performance sufficiently to meet minimum health and 

 
33 Department of Internal Af fairs, Report of the Local Government Infrastructure Efficiency Expert Advisory Group 

(Department of Internal Affairs, March 22, 2013) https://www.dia.govt.nz/pubforms.nsf/URL/LG-Infrastructure-

Efficiency-Expert-Advisory-Group-Final-Report.pdf/$file/LG-Infrastructure-Efficiency-Expert-Advisory-Group-Final-

Report.pdf. 
34 New Zealand Office of the Auditor -General, Water and Roads: Funding and Management Challenges (Wellington: 

Office of the Auditor -General, 2014) 
35 Government Inquiry into Havelock North Drinki ng Water, Report of the Havelock North Drinking Water Inquiry: 

Stage 2 (Department of Internal Affairs, December 2017), 228. 
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environmental performance standards. The Government should place water providers under 

economic regulation when and where doing so would improve investment performance and 

minimise costs.ó36 

The case for reforming New Zealandõs waters sector by way of consolidation has been made on 

multiple occasions, by a multiplicity of different agencies each with a different focus (e.g. financial, 

public health or environmental) and each autonomously from the other. It is difficult to see value in 

further investigations or justifications. 

3.2 Opportunities and Concerns of Consolidation  

ôBurning platformõ incidents such as Darfield, Havelock North and the ongoing Wellington sewage 

spills provide a compelling narrative for reform. There are however numerous less dramatic, but no 

less important, reasons to encourage economies of scale in water and wastewater networks 

underlying the conclusions reached by the various agencies listed above. 

These include: 

3.2.1 Opportunities  

Te Ao MƄori 

Understanding and implementing Te Ao MƄori ð the MƄori worldview ð should be integral to the design 

and development of a new waters framework for New Zealand. New Zealand has a unique opportunity 

to embed the principles of mƄtauranga into new regulators and new utility organisations, so that they 

become part of the fabric of the waters sector, as opposed to being uneasily retrofitted onto existing 

Council processes. 

Te Tiriti o Waitangi  

The Local Government Act 2002 specifically incorporates a responsibility for Councils to òmaintain and 

improve opportunitiesó for iwi to contribute to and facilitate participation in local government decision -

making. The creation of a new framework for waters provides an opportunity for M Ƅori to be involved in  

the co-design, co-creation and ultimately co -governance and co-management of a new waters sector. 

Sections 57(3) of the Local Government Act 2002 (local authorities must consider whether knowledge of 

tikanga MƄori may be relevant for directors of the CCO) and 60A of the Local Government Act 2002 

(CCOs must take into account the relationship of MƄori and their culture and traditions with their 

ancestral water) go some way to ensuring that new entities will continue to take account of tikanga 

MƄori. 

The matter of the Crown and MƄori confirming MƄori rights and interests in water is still outstanding 

and requires resolution. 

Enabling the Realisation of Significant Cost Efficiencies  

The Waikato Waters Study identified savings (primarily opex) of $468.4M (base case)37 over 28 years for 

Hamilton City, Waikato District and Waipa District Councils. This equates to $16.7M per annum, or $1.4M 

per month (on average) for those three Councils.  Savings are generally greater for smaller, rural 

 
36 New Zealand Productivity Commission, Local Government Funding and Financing: Final Report (NZ Productivity 

Commission, November 2019), 294. https://www.productivity.govt.nz/assets/Documents/a40d80048d/Final -

report_Local-government-funding -and-financing.pdf . 
37 Cranleigh Corporate Finance & Advisory, Business Case For Water Services - Delivery Options. Part B : Detailed 

Report (Cranleigh Corporate Finance & Advisory, May 2015), 41. 

https://www.productivity.govt.nz/assets/Documents/a40d80048d/Final-report_Local-government-funding-and-financing.pdf
https://www.productivity.govt.nz/assets/Documents/a40d80048d/Final-report_Local-government-funding-and-financing.pdf
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Councils.  This can be for a variety of reasons, including a lower density of connections which is 

inherently less efficient.  It has been estimated that small rural supplies can be up to 60 times more 

expensive to run. 

The Potential to Rationalise Infrastructure  

The status quo results in infrastructure and plant being duplicated across authorities. For example, 

Waikatoõs regional airport, which is located in the Waipa District, is supplied potable water via a trickle 

feed rural supply line originating near Cambridge; this is despite the airportõs proximity to Hamilton City 

Councilõs reticulated network and one of the Cityõs primary reservoirs. In comparison, aggregated 

suppliers would take a holistic overview of a network and rationalise duplicated infrastructure, reducing 

cost. Duplication also has environmental consequences. For example, each council seeks abstraction 

consents for more than their current demand, to safeguard against the potential of future development. 

A centralised utility would still seek headroom for future d emand, but this could be rationalised across 

networks. 

Increased Financial Capacity 

More customers, a larger revenue catchment and the ability to cross-subsidise will provide stronger 

balance sheets and the ability to cope with future demand, including fut ure costs (see Figure 3). This 

would allow provision for items such as deferred asset renewals, climate change, increasing 

environmental and health standards and resilience in the case of natural disasters (such as earthquakes). 

This is particularly important for smaller Councils. 

 

 

Figure 3 ð A snapshot of factors influencing urban water bills over coming decades. 
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Debt Optimisation  

Internationally, water utility companies tend to have much higher levels of debt than is the norm in New 

Zealand. The graph in Figure 4 below demonstrates gearing (debt as a proportion of the regulatory 

asset base) in English (privatised) water utilities.38 In comparison, the debt (measured against total 

assets) for New Zealand Councils is much lower, as shown in Figure 5 (and in Appendix B).39 

Building up too much debt can create a range of problems; however too little debt can also suggest that 

an organisation is under-investing in its assets and/or overcharging consumers. In the New Zealand 

context, the ability to take on more debt will go a long way towards resolving concerns around h istoric 

underinvestment, while at the same time the flexibility to spread debt inter -generationally will lead to 

lower direct prices for consumers, in the short-medium term. 

 

Figure 4 ð Gearing in English Water Utilities 

 

 

38 òFinancial.ó Ofwat, accessed February 2, 2021. https://www.ofwat.gov.uk/regulated-companies/company-

obligations/performance/%20companies -performance-2011-12/financial-2012-13/  
39 òInfoshare - Statistics New Zealand.ó Accessed December 2, 2020. 

http://infoshar e.stats.govt.nz/infoshare/Default.aspx. 

http://infoshare.stats.govt.nz/infoshare/Default.aspx
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Figure 5- Gearing in New Zealand Water Utilities 

De-coupling Debt  

Water and wastewater networks have a high capital cost, which is normally debt funded. This debt is 

consolidated into the balance sheets of the responsible local Council and can create perverse outcomes. 

For example, expenditure on waters networks can often be curtailed or deferred due to a public 

perception of unnecessarily high debt, or to assist with debt to revenue limits. This is notwithstanding 

that debt / asset  levels for most Councils (as shown in the previous tables) are relatively low. It also leads 

to Councils electing to have debt paid as fast as possible, in order to help with debt to revenue ratios 

and ratepayer perceptions, but which also increases consumer costs. For Councils with high asset growth 

there is no compelling reason for this. 

A new ownership model has the potential to resolve this problem, by allowing the new wate r entities to 

be ôde- coupledõ from their parent Councilõs balance sheet. 

Resilience 

The ability to network systems enables greater resilience, not just for small, rural Councils but also for 

larger metropolitans.  For example, Hamilton City has only one water treatment plant, which is located 

on the banks of the Waikato river, with a history of erosion. A networked system would allow a second 

plant, perhaps primarily serving a surrounding community, to be added to provide security of supply. 

The precedent for this is electricity distribution companies which, following re -organisation, have taken 

significant steps to create redundancies within their networks to reduce the risk of unplanned outages.  

Holistic Approach  

The scope of this report is limited to a consideration of the organisational infrastructure most likely to 

efficiently and effectively transport water to and from consumers. However, this is clearly an artificial 

(albeit necessary) limitation and consideration needs to be given to the upstream impacts of abstraction 

and the downstream impacts of discharge. It is generally considered that a larger entity, with access to 

greater specialisation and resources, will be better placed to achieve this. 

Enable Better Financial Accountability  

Currently it is very difficult for consumers to identify the true cost of water and wastewater services. 

Costs are generally incorporated into Council rates, which are either split into a morass of individual 

lines or combined with other rates for simplification. Where s eparate rates are identified, such as in 

billing for metered properties, an adeq uate understanding of the true cost is still difficult due to each 

Council having a unique approach to the allocation of finance costs, such as overheads. Where 
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aggregation has occurred overseas, a common problem for Councils is the realisation that water services 

have been subsidising the costs of other activities, usually through the overhead allocation formula. In 

some cases, the reverse has been discovered, water services have been subsidised by other activities. 

Enable Better Consumer Accountability  

It is difficult for consumers to hold Councils to account for failures in water and wastewater services. 

Water infrastructure has an extremely long life, well beyond the three-year election cycle and therefore, 

as an example, a failure to adequately invest in renewals will not manifest for many years, possibly 

decades. Elected members are usually also elected on a broad platform of policies and, notwithstanding 

exceptional circumstances, are usually not judged on single service failures. This is because, amongst 

other things, the public generally understands that Councillors are not expert in the various services 

provided by Councils and are therefore dependent upon the specialist advice they receive. In 

comparison, a water utility company will have a board of  directors appointed for their skills by 

shareholders. The actions of the Board of Directors will be significantly more transparent to the public 

due to the single-purpose nature of the entity. Instruments, such as Statements of Intent and Letters of 

Expectation, provide a commonly accepted mechanism to codify the outcomes and standards expected 

of Directors and the organisation. 

To Enable an Effective Regulatory Regime 

Dealing with 78 Councils, plus a multitude of other suppliers will be cumbersome and costly for 

regulators. There is a view that actively regulating any more than a dozen companies would create cost 

inefficiencies. It will also almost certainly lead to compromises being required, similar to those that have 

undermined the current drinking wate r assessor regime. For example, different regulatory agencies 

(health, environmental, economic) will need to liaise with each utility in order to agree trade -offs.  

Replicating this for 67 plus water suppliers will be time consuming and costly. Internation al experience 

demonstrates that water regulatory agencies operating in a fragmented market tend to focus on 

capability building, which compromises their ability to also act in the more traditional enforcement 

mode.  

The Drinking Water Standards for New Zealand have not significantly changed over the last two 

decades, however despite this timeframe as of 2019 only ~78% of municipal supplies have met them.  It 

is likely that the new regulatory regime will not be as forgiving.  

Re-focus Councils on Communities  

It is unusual, in an international context, for Councils to be infrastructure providers, as their key 

advantage is their proximity to communities and therefore their ability to  identify and provide for local 

community wellbeing. This is particularly true for elected members where, as identified by the 

Productivity Commission (Finding 5.1): 

òThe elected member governance model does not consistently deliver a mix of Councillors 

who collectively possess the full range of skills required for effective governance, and evidence 

shows that many councils lack the necessary expertise for effective decision making.ó40 

Moving the responsibility for governing water infrastructure to single -purpose entities will allow 

Councils, and particularly elected members, to focus on the social, cultural, economic and environmental 

wellbeing of their communities.  

 

 
40 New Zealand Productivity Commission, Local Government Funding and Financing: Final Report (NZ Productivity 

Commission, November 2019), 102. https://www.productivity.govt.nz/assets/Docume nts/a40d80048d/Final-

report_Local-government-funding -and-financing.pdf. 

https://www.productivity.govt.nz/assets/Documents/a40d80048d/Final-report_Local-government-funding-and-financing.pdf
https://www.productivity.govt.nz/assets/Documents/a40d80048d/Final-report_Local-government-funding-and-financing.pdf
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Diversify Council Revenue 

There are good reasons for requiring water utility organisations t o return a dividend to their local 

authority shareholders. It provides Councils with a new revenue source (which can also be used to 

mitigate stranded assets) and reduces reliance on rates. It also balances the natural inclination of 

community representati ves to want to reduce costs, by introducing a reason for maintaining a healthy 

revenue stream ð and therefore a secure dividend.  It is noted that early dividend payments may be 

constrained by the requirement to address infrastructure deficits, where these exist. 

Valuing Wai  

Rapid urbanisation, intensifying agriculture and horticulture and the impacts of climate change are 

placing water resources under increasing pressure. 

This is a concern to MƄori, as the health of waterways is intrinsically connected to their own and the 

communityõs wellbeing. Attitudinal and behavioural change will be required to encourage water to be 

more highly valued and less taken for granted. Aggregated entities are more likely to have the resource 

capability to achieve these outcomes, however they also face a perverse incentive to allocate as much 

water as possible, as this will be their principal source of revenue. With strong governance and a 

committed focus on Te Mana o te Wai the goal of valuing water is more likely to be advan ced in an 

organisation with greater resources. On the other hand, a lack of good governance and a weak focus on 

water conservation and its efficient use is likely to compound existing problems. 

Improved Environmental and Drinking Water Compliance  

Utility entities tend to be more risk averse than local Councils. There are several pertinent examples of 

this in New Zealand, such as the accelerated local work programme in the ex-Franklin District following 

Watercare taking responsibility for water services there. Greater risk aversion results in enhanced levels 

of service, improvements to the environment and reduced health risks, although it can also increase 

cost. Shareholding Councils also have the ability to drive enhanced standards (whether health, 

environmental or customer related) through their governance overview, particular ly the recommended 

annual Letter of Expectation and response to the water utilityõs Statement of Intent. 

Te Mana o te Wai 

Te Mana o te Wai encompasses the holistic and integrated wellbeing of waterbodies. It incorporates 

concepts such as te hauora o te taiao (health of the environment), te hauora o te wai (health of the 

water) and te hauroa o ngƄ tƄngata (health of the people).  Te Mana o te Wai recognises that freshwater 

has its own mauri and mana which all New Zealanders have an obligation to respect. 

The National Policy Statement for Freshwater Management, which came into force on 3 September 2020 

includes a new provision which requires planning agencies to ôgive effectõ to Te Mana o te Wai.  In the 

2014 Freshwater NPS there was a less prescriptive requirement to consider and recogniseõ this principle.  

Taumata Arowai ð the Water Services Regulator, is also required to give effect to Te Mana o te Wai. 

Te Mana o te Wai is grounded in the concept that ôthe first right to the water goes to the waterõ. A 

fragmented waters sector, where each supplier is motivated to maximise their allocation (and may not 

be familiar with Te Mana o te Wai), coupled with a weak regulatory system is unlikely to provide the best 

outcomes. 

Responsiveness to Regulatory Requirements 

A targeted water utility, with specialist staff, will be better able to respond to the necessarily increasing 

regulatory demands and higher quality standards that Taumata Arowai (and potentially other regulators) 

will inevitably introduce. This includes the ability to find solutions to regulatory requirements which 

achieve the regulatorõs intentions and meet community aspirations. 
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Targeted Focus 

Councils are multi-disciplinary entities, which means that governance and management focus is spread 

over a wide range of activities, such as dog control, civil defence, sports grounds, cemeteries, roads etc. 

The downside of this is that it forces a range of compromises which cumulatively result in corporate-

wide inefficiencies. For example, enterprise-wide IT systems are universally favoured, for generally sound 

reasons.  However while these systems are excellent at coping with a broad range of dissimilar activities, 

they cannot provide leading -edge solutions for each one.  Council staff are therefore left to work wit h 

sub-optimal tools. Similarly, Council financial systems provide robust and auditable accountability, but 

can make bespoke designs (such as a migration to volumetric or demand charging) administratively 

cumbersome. The end result of both is embedded, systemic inefficiencies. 

Providing for Growth  

An aggregated supplier will have a greater ability to programme for growth and to manage large capital 

expenditure programmes. They are also better positioned to accommodate demands for unplanned 

growth (such as responding to the requirements of a prospective industrial employer) which can place 

burdensome demands on small engineering teams and isolated networks. 

Internal Centres of Specialisation  

Larger entities enable a platform to deliver increased levels of service through centres of excellence. For 

example, streamlining customer responsiveness and optimising debt are both services that larger 

organisations are better able to focus specialist skills on. The Australian Infrastructure Commission has 

noted that rura l communities consistently suffer from poorer cost and quality outcomes for water 

services than their larger, metropolitan neighbours. It is likely that this is no different in New Zealand. 

Regional Centres of Excellence 

By virtue of their pool of expertis e, larger water utilities can, and do, provide spin-off benefits to 

organisations within their communities, such as marae, schools and industry who may choose to 

continue supplying their own water and wastewater services. Very often services and advice are provided 

as a community good. For example, both Wellington Water and WaterCare provided immediate 

specialist advice and assistance to Hastings District Council following the Havelock North contamination 

event. 

Improved Asset Management  

This has been identified as a key issue in a number of studies, including work undertaken by Water NZ, 

Local Government NZ and the Office of the Auditor General. 

Local Government New Zealand has commented that: 

òThere are reasons to be concerned that investment decisions in the sector are being made with 

limited information on the state of the assets.  Responses to the LGNZ National Information Survey 

revealed that a large proportion of three waters assets are ungraded, and some councilsõ entire 

networks have not been graded according to their condition. In addition, despite the requirement 

for renewal profiles in councilsõ LTPs, 16 percent of respondents to the National Information 

Survey stated that they do not have a renewals profile for potable water assets, and 20 per cent 

of respondents did not have a renewals profile for their wastewater assets.ó41 

 
41 Local Government New Zealand, Improving New Zealandõs Water, Wastewater and Stormwater Sector: A Position 

Paper Prepared by LGNZ (Local Government New Zealand, September 2015), 13. 

https://www.lgnz.co.nz/assets/2aa82f85f1/29617-three-Waters-Position-Paper.pdf. 

https://www.lgnz.co.nz/assets/2aa82f85f1/29617-three-Waters-Position-Paper.pdf
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Without sound asset management information, it is difficult to optimise networks to achieve robust, cost 

effective results. A regional, or multi-regional, entity can also standardise asset management 

requirements in order to provide more efficient services. 

Build Technical Capability  

Watercare and Wellington Water have demonstrated the lift in capability that is possible in larger 

organisations that can cost-effectively provide specialist training and opportunities to retain specialist 

skills. These would be unaffordable for rural and provincial Councils (and even some cities). Examples 

include microbiologists, data analysts, water conservation engagement and specialist governance. 

Depth of support would also improve.  Many councils outside the main metropolitan areas donõt have 

the opt ion for internal peer review or even the ability to have officers act as independent, informed 

ôsounding boardsõ on technical decisions. 

Staff Development  

Similar to the above, a larger entity can offer greater development, training, peer support and 

advancement opportunities for employees, which are needed to attract and retain highly skilled, 

specialist waters staff. Most Councils are also unable to provide specialist succession plans or, in many 

cases, to provide cover when key personnel are on leave.  Water utilities may also institute more 

sophisticated welfare systems, particularly to safeguard employeeõs health and safety, as shown in Figure 

6.42 

  

 

Figure 6 ð Safety: Lost Time Injury Frequency Rate 

Independent Governance Expertise 

At Board of Directors level, a stand-alone entity creates the ability to target specialised skillsets for the 

governing body which is not pos sible by way of local elections. 

 
42 UnityWater, òSafety - Lost Time Injury Frequency Rate: Establishing A Sewage and Water Business,ó February 5, 

2016. 
































































