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LOCAL WATER DONE WELL - DECISION ON MODEL SHORTLIST FOR WATER
SERVICES DELIVERY PLAN

Department: Legal Services

EXECUTIVE SUMMARY

1 Council is required to submit a Water Services Delivery Plan (WSDP) to the Secretary for Local
Government by 3 September 2025.

2 A key content requirement of the WSDP is “the anticipated or proposed model or arrangements
for delivering water services (including whether the territorial authority is likely to enter into a
joint arrangement)” (Model). An implementation plan for delivering the Model must also be
included in the WSDP.

3 Timeframes are constrained in delivering the WSDP as shown in the timeline prepared by staff
(Attachment A) (Timeline).

4 Legislation requires Council to consider specific options when deciding on the Model. This
includes existing delivery and a water services council-controlled organisation (WSCCO).
However, Council is also able to identify other additional options.

5 The purpose of this Report is to:

a) Update Council on the Timeline and process involved in preparing the WSDP, particularly
relating to the Model.

b) Provide Council with a long list of possible Model options and external analysis received
on the long list to date.

c) Recommend to Council they decide on a short list of options for the Model (Short List)
and direct staff to arrange further detailed analysis on the options under the Short List.

d) Recommend to Council that the Short List includes three base models (in-house delivery,
single CCO and regional multi-council CCO) and any optional add-on(s) subject to further
analysis.

e) Signal that there will be a subsequent report in early 2025 asking Council to make a
“decision in principle” on the Model, subject to public consultation.

f) Update Council on further engagement with other territorial authorities and Mana
Whenua.

RECOMMENDATIONS

That the Council:
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a) Decides to shortlist three base models (in-house delivery, single CCO and regional multi-
council CCO) and any optional add-on(s) subject to further analysis.

b) Directs staff to arrange further analysis on the shortlisted options selected.

) Directs staff to report back to Council in early 2025 to enable a decision in principle on
the Model proposal and alternative model(s) that Council will consult on.

BACKGROUND

Local

6

10

11

Water Done Well

The Government continues to progress the three-stage process to enabling the Local Water
Done Well reform programme (LWDW).

The first stage of LWDW saw the repeal of legislation relating to water services entities in
February 2024.

The second stage of LWDW was implemented with the passing of the Local Government (Water
Services Preliminary Arrangements) Act 2024 (Preliminary Act) on 2 September 2024. As a result
of the Preliminary Act, Council is now required to prepare and submit a WSDP to the Secretary
for Local Government by 3 September 2025.

The third stage of LWDW is expected to be the introduction of the Local Government Water
Services Bill (December Bill) in December 2024 with possible enactment in mid-2025. The
December Bill is intended to provide the enduring settings going forward for LWDW including
the framework for economic regulation as well as the more detailed powers and duties for
service delivery models.

Guidance on the future water services delivery system was released by the DIA on 8 August
2024. This was based on the LWDW Cabinet decisions announced by the Minister of Local
Government in August 2024. Further guidance was also released by the DIA on 3 September
2024, specifically in relation to WSDPs and provides a template for Council to develop the WSDP
content. Some of the key factsheets and summaries have been attached at Attachment B and
further detail is available on the DIA website at https://www.dia.govt.nz/Water-Services-Policy-

and-Legislation (Guidance).

However, it is important to note that the Guidance will be subject to amendment as the
December Bill proceeds through the parliamentary process. The December Bill may not be
enacted until mid-2025 yet Council is required to proceed with decisions to enable delivery of
the WSDP by 3 September 2025.

Water Service Delivery Plan

12

13

Preparing the WSDP requires technical and rigorous analysis. This will involve significant work
by staff.

The WSDP requires information on the Model including:

a) the anticipated or proposed model or arrangements for delivering water services
(including whether Council is likely to enter a joint arrangement or will continue to deliver
water services alone);
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14

15

16

17

18

b) summary of consultation undertaken as part of developing the Model in the WSDP; and

c) an implementation plan for delivering the Model (Guidance indicates that the
implementation plan requires information on process, commitment, timeframes, and
milestones).

Note if Council decided to enter a joint arrangement with another territorial authority they could
choose to prepare and submit a joint WSDP.

Council is required by law to give effect to the proposals or undertakings relating to the future
delivery of water services specified in the WSDP. Not doing so could be a ground for appointing
a Crown facilitator.

There is an opportunity to amend a WSDP within a specified timeframe if the proposed
amendments are significant and necessary due to exceptional circumstances.

A staff LWDW Working Group has been established to coordinate the delivery of the WSDP.

To continue preparing the WSDP, staff seek direction from Council on a Short List of potential
Models. Staff will undertake detailed analysis of the shortlisted Models and will report back to
Council early next year so that Council can select which Models it wants to consult on and which
Model “in principle” is its preferred Model (subject to consultation).

Decision Making and Consultation on the Model

19

20

The Preliminary Act presents an alternative process that Council must use for decision making
and consultation on the Model.

Council is not required to comply with the corresponding requirement in the Local Government
Act 2002 (LGA 2002) where an alternative process under the Preliminary Act applies.

Decision Making

21  The Preliminary Act requires decision making relating to the Model to identify both of the
following two options for delivering water services:
a) Remaining with the existing approach for delivering water services; and
b) Establishing, joining, or amending (as the case may be) the WSCCO or the joint local
government arrangement.
Note: For the purposes of this Report the above two options are called the “Legally
Required Options”.
22 Council may also identify additional options for delivering water services and must assess the
advantages and disadvantages of all options identified.
Consultation
23 Council is only required to consult once but may decide to undertake further consultation before
deciding on a Model.
24 Given Council did not adopt an LTP in 2024, the Preliminary Act provides that Council can

combine consultation on both the LTP 2025-2034, and the Model.
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25

As noted in the ISCOM Report on 17 September 2024, there is merit in combining the timing of
the LTP consultation with the timing of the consultation on the WSDP. The mechanics of whether
the consultation documents should be combined as one consultation document or two will be
assessed in the report to Council early next year.

Information Requirements for Consultation

26

27

28

During consultation, Council must make the following information publicly available:

The proposal, an explanation of the proposal and the reasons for the proposal.

An analysis of the reasonably practicable options (including the proposal) which must be the two
options referred to above under decision making.

How proceeding (or not) with the proposal is likely to affect DCC'’s rates, debt, levels of service and
water services charges.

Community implications (if joint) and accountability/monitoring arrangements (if assets transferred).

Any other relevant implications of the proposal that the authority considers will be of interest to the
public.

If a council is required to amend its LTP to give effect to a Model, a council is not required to
consult on the proposal if it:

a) has already consulted its community in relation to the proposal;

b) is satisfied that its community has a good understanding of the implications of the
proposal; and

c) is satisfied that it understands its community’s views on the proposal.

Council is required to consult with Mana Whenua under both section 77(1)(c) and section 81 of
the LGA 2002 given both references are included under section 60 of the Preliminary Act.
Further, section 14(1)(d) of the LGA 2002 also provides that a local authority should provide
opportunities for Maori to contribute to its decision-making processes.

Timeline and Process

29

30

31

Council’s current Timeline for adopting the WSDP, including process for making a decision on
the Model is provided at Attachment A. The Timeline is subject to amendment as required by
further Government direction or legislation.

DIA’s implementation roadmap for LWDW (including for Council Water Service Delivery
Arrangements) is shown at Attachment C.

To date, staff have presented on the WSDP (including on possible Model options) as below:

° ISCOM on 17 September 2024 (outlining the WSDP requirements and process) (ISCOM
Report).

° Council Workshop on 3 October 2024 (Possible Models/Arrangements).

° Council Workshop on 23 October 2024 (LWDW Review).
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32

33

34

This Report is limited to providing information on the Long List of possible Model options to aid
a decision on a Short List. This Report does not discuss other content required under the WSDP
or future water delivery settings except where discussed as part of the analysis on possible
Model options.

For further detail on other content requirements under the WSDP, refer to both the ISCOM
Report dated 17 September 2024 and Guidance.

For further information as to what is likely expected in the December Bill refer also to the DIA
website. Staff anticipate that there will be an opportunity to submit on the future settings once
the December Bill has been introduced.

Engagement with other Territorial Authorities

35

36

37

38

39

As discussed in the ISCOM Report, an Otago/Southland LWDW Working Group (Regional
Working Group) was formed in April 2024. The Regional Working Group was overseen by the
Chief Executive Officers of each council and reported to the Otago/Southland Mayoral Forum.

The Regional Working Group has now substantially completed its scope of work to investigate:

. Regional collaboration opportunities.
. Regional delivery models.
. National collaboration opportunities.

Morrison Low was appointed by the Regional Working Group to assess regional delivery models
suitable for the Otago and Southland regions. The assessment followed The Treasury — Te Tai
Ohanga Better Business Case methodology to ascertain investment objectives and critical
success factors which were used to refine to a short list of regional delivery model options and
assess their relative merits and drawbacks.

The Regional Working Group’s regional delivery model findings were presented to the Local
Government Zone 6 Council on 1 November 2024. The Regional Working Group shortlisted
options and findings are discussed further below in this Report.

Otago councils are currently in the process of considering options for WSDPs. At the time of
writing none have made a decision about their preferred option. All councils will be considering
papers between now and the first week in December 2024. Staff understand that a combined
CCO is an option that is favoured by some of the councils while others are looking at options
where they continue to deliver water services in their own right. Staff are in contact with their
counterparts at the other authorities and will update Councillors once the preferences of other
territorial authorities are known.

Engagement with Mana Whenua

40

Engagement with Mana Whenua on the Model to date has been focused through the Regional
Working Group and ISCOM activities and includes:
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Date Activity
8 July 2024 ‘Otago Southland approach to LWDW’, update to Gabrielle Huria, Te Kura
Taka Pini Chief Executive / PWC
25 July 2024 Ngai Tahu meeting with Council Mayors and CEs - 'Local Water Done Well'
workshop

17 September 2024  Infrastructure Services Committee LWDW - Water Services Delivery Plan —
Requirements and Process Report

31 October 2024 Working Group Presentation to the Te Ropu Taiao

41 It is anticipated that further engagement with Te Pae Maori will be undertaken in December
2024.
DISCUSSION

Model Options — Introduction

42

43

44

45

46

47

48

It is expected that the December Bill will enable the establishment of new financially separate
water organisations. The Guidance states further that “Councils will be able to continue to be
able to deliver water services directly (such as through inhouse business units), however they will
also be able to establish new water organisations that are more financially and operationally
independent of councils”.

The Guidance further states councils will be able to design their own alternative delivery
arrangements if these arrangements meet the minimum requirements set out in the legislation.

Possible Model options (already presented to Council in Workshops) include those models
described in:

a) DIA Guidance — model options anticipated to be introduced to law in the December Bill
(refer Attachment D) (DIA Models);

b) Morrison Low Report dated 24 October 2024 as commissioned by the Regional Working
Group (refer Attachment E) (Regional Options); and

c) Simpson Grierson analysis dated 11 July 2024 — outlining other possible options (refer
Attachment F).

The Model options presented within the above documents are together referred to in this
Report as the “Long List”. However, note that the Long List may also include any other option
that Council adopts if it meets minimum requirements and is otherwise legally compliant.

Given the constraints in the Timeline and resource required to provide further detailed analysis,
staff now recommend that Council analyse the Long List and decide on a Short List. Further
initial information on the Long List is provided below.

In analysing the Long List, Council must consider the implications of the:

a) minimum requirements (likely introduced in the December Bill); and

b) Legally Required Options (but Council may also identify additional options).

Given the Legally Required Options, staff provide some initial comparative analysis on three base
models (in-house delivery, single CCO and multi-council CCO). Despite the further comparison
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of these three base models, all options are available for Council to consider. Council may request
further analysis from staff on any other option.

Minimum Requirements — Summary

49  Guidance indicates that the December Bill will establish a framework that requires minimum
requirements are met by all water service providers (including in-house delivery). Additional
requirements for those forming water organisations and consumer-trust models are also likely

to apply.

50  While still subject to amendment during the legislative process, staff would not expect major
amendment to the underlying principles of the minimum requirements given the detailed
Guidance to date and the expected reliance by all territorial authority processes to date.

Water Service Provider

51  Awater service “provider” means all forms of local government providers including councils that
continue with direct (in-house) delivery. Irrespective of what Model is chosen by Council these
minimum requirements need to be met and significant change would be required even to an in-
house model. Therefore, this Report refers to this option as “in-house” delivery rather than
“status quo”.

52 Further detail on each of the minimum requirements for all water services providers is given
below but an initial summary is shown in the below table (copied from the Guidance):

Water Organisation

53  The term “water organisation” refers to a separate organisation that Council may establish to
provide water services and does not include in-house delivery.
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54  Additional legislative requirements are likely to apply if forming a “water organisation”.
Guidance suggests these could affect the organisation’s ownership, governance and structural
arrangements and include:

55  Further requirements will also likely apply if a consumer trust-owned water organisation is
adopted. Refer to page 6 of the Guidance at Attachment B.

56  The Guidance indicates that an exemption may be able to be applied for on a case-by-case basis
through an Order in Council from the following requirements:

° Water organisations must be companies;

. Activities to be limited to the provision of water services and directly related activities;
and

° Only councils or consumer trusts can be shareholders of a water organisation (however,

still ensuring no form of privatisation is permitted).

Minimum Requirements — Further Detail

Regulation

57 Guidance indicates that the December Bill will include regulatory settings to ensure water
service providers will be subject to economic, environmental and water quality regulation
including the following:

Economic regulation and Economic regulation tools available to the Commerce Commission include:

consumer protection o Information disclosure, revenue thresholds, financial ringfencing,
quality standards and performance requirements, price-quality
regulation.

Consumer protection tools available to the Commerce Commission include:

. Complaints regulations, dispute resolution regulations, guidelines on
service quality codes; and a mandatory service quality code.

Economic regulation regime will be risk-based and flexible. Based on
information supplied in WSDP and information disclosure requirements, the
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regulator will be able to set individual requirements for certain providers and
common regulations where appropriate.

4  Economic regulation will apply to drinking water and wastewater services
and will provide flexibility to include stormwater services at a later date if
necessary.

5 Cost of the regulator due to providing economic regulation of water services,
will be funded through a levy on local water services providers.

DIA Guidance Factsheet Link Economic regulation and consumer protection

Drinking water regulation 1 Changes aim to reduce the cost and burden for drinking water suppliers
associated with complying with the Water Services Act 2021. Changes are
designed to improve the efficiency and effectiveness of the drinking water
regulatory regime and the approach Taumata Arowai takes to regulating.

2 Propose to reduce regulatory burden on small suppliers, by excluding ‘shared
domestic supplies’ serving 25 consumers or fewer from regulation. Higher
risk community supplies (such as community halls and marae) would not be
covered by this exclusion.

3 Amend legislation to refer to ‘Water Services Authority — Taumata Arowai’.

4 Changes to provide clarity around how to give effect to Te Mana o te Wai.

DIA Guidance Factsheet Link Drinking water quality regulation

58 Likely timing of the new regulatory settings are set out in the DIA Implementation Roadmap for
LWDW including environmental regulation for wastewater, stormwater and infrastructure (refer
Attachment C).

Planning and Accountability Framework

59  The Guidance indicates the following three core documents will make up the new planning and
accountability framework:

60 In addition, water service providers will be required to develop standalone financial statements
for all water services (drinking water, wastewater, stormwater, and aggregated water services).
These statements will separate water services charges, expenses and liabilities from other
council activities.
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61  Councils that continue to deliver water services in-house will prepare a water services strategy
and associated annual report instead of including extensive information on water services in
their general LTP, infrastructure strategy, financial strategy and annual report.

62 For more detailed information refer to the DIA Guidance Factsheet (Planning and accountability
for local government water services) (refer Attachment B).

Financially Sustainable

63 A WSDP needs an explanation of how revenue from and delivery of water services will be
separated from other functions and activities. Further, an explanation of how Council proposes
to ensure delivery of water services will be financially sustainable by 30 June 2028.

64  The Guidance states that ringfencing requires that:
a) Water revenues be spent on water services; and
b) Water services charges and expenses be transparent and accountable.

65  The Preliminary Act defines ‘financially sustainable’, in relation to a council’s delivery of water
services, as:

a) The revenue applied to the council’s delivery of those water services is sufficient to ensure
the council’s long-term investment in delivering water services; and

b) The council is financially able to meet all regulatory standards and requirements for the
council’s delivery of those water services.

66 The Guidance suggests three components to assessing financial sustainability:

a) Revenue sufficiency — is there sufficient revenue to cover the costs (including servicing
debt) of water services delivery?

b) Investment sufficiency — is the projected level of investment sufficient to meet regulatory
requirements and provide for growth?

) Financing sufficiency — are funding and finance arrangements sufficient to meet
investment requirements?

67 The Guidance makes further recommendations about how councils can demonstrate
ringfencing. It also provides further information about financial sustainability as well as
providing a template for financial projections and a financial sustainability test (See DIA link
Guidance for preparing Water Services Delivery Plans).

Requirement to act consistently with Statutory Objectives

68 It is expected that the December Bill will set out a list of statutory objectives that will apply to
all water service providers.

69  Guidance also suggests there will be additional statutory objectives that apply to water
organisations, such as those listed above under minimum requirements for water organisations.

70  Further analysis of the statutory objectives will be required by staff when the December Bill is
introduced.
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Protections against Privatisation

71  Guidance states that the December Bill will likely include the following statutory protections:

° Only local authorities and/or consumer trusts will be permitted to own shares in a water
organisation.

° Provisions that prevent:
i) water infrastructure assets from being used as security for any purpose;

ii) divestment of ownership or other interest in a water service except to another local
government organisation or water organisation; and

iii) loss of control of, sale, or other form of disposal of the significant infrastructure
necessary for providing water services in its region or district, unless, in doing so,
the local authority or water organisation retains its capacity to meet its obligations.

° Shares in water organisations cannot give any right, title or interest in the assets, security,
debts, or liabilities of the entity, and would not be able to be sold or transferred.

. Water organisations that involve consumer trusts will require additional provisions to
ensure ownership interests cannot be transferred.

Long List — Model Options
DIA Models

72 The DIA Models outlined in the Guidance (and as described to Council in the ISCOM Report) are
shown in the table below:

73  An overview of the DIA models is provided below, and more information can be found in the
Guidance (refer Attachment B). Further comparative analysis including some advantages and
disadvantages (as provided and inferred from external analysis) on the first three of these
models is also shown later in this Report:
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Internal business unit or . Status quo for many councils
division - Minimum requirements for water service providers will apply

. New financial sustainability, ringfencing rules, and economic regulation will apply

Single council-owned water . New company established, 100% owned by the council

. Financial sustainability rules will apply, but retains a financial link to the council

. Councils with existing water council-controlled organisations will be required to meet minimum
requirements

organisation

Multi-council owned water *  New company established with multi-council ownership

- Appointment of a Board through shareholder council (or similar body) is advisable but not a
statutory requirement

. Option to access Local Government Funding Agency finance with the provision of parent support
or to create a more financially independent organisation

organisation

Mixed council/consumer +  Consumer trust established to own majority of shares

. Mixed ownership, with ane or more councils owning minority of shares

. Structure enables financially independent organisation to be established while retaining minority
council ownership

trust owned

Consumer Trust owned +  Council transfers assets to consumer trust owned organisation
. Consumers elect trustees to represent their interests in the organisation
. Most financially independent of the available models

Otago Southland Regional Working Group

74  As referred to above, the Regional Working Group commissioned a report by Morrison Low to
develop afirst principles approach to identify the range of pathways and the short list of options
for service delivery in the two regions.

75 Five strategic objectives were developed by the Regional Working Group and overseen by Chief
Executives and endorsed by Mayors across the regions. The endorsed objectives were:

a)

b)

c)

d)

e)

To deliver three waters services in a way that reflects the importance of water to the
health of our residents, visitors, environment and economy.

To deliver three waters services that sustainably respond to change in population,
economic activity and climate change.

To deliver three waters services through a model that is responsive to the local needs of
our communities.

To provide efficient and effective services through a model that supports robust decision
making and the development of enduring capability and capacity.

To ensure that three waters are delivered through a model that is enduring and financially
sustainable.

76  The Regional Options that were assessed in the Morrison Low Report against the strategic
objectives were:

a)

b)

Status Quo: Councils continue with existing delivery models.

Joint Contracts: Councils enter joint contracts for core services such as engineering
services, asset management services or laboratories.

Shared Services Entity: Establishing a formal entity for shared services, including those
that could be included in joint contracts. The entity may employ its own staff and would
likely include a broader suite of shared services than a joint contracts model.
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77

78

79

d)

Management CCO: A CCO responsible for most elements of water services delivery. Each
council would continue to set its own charges, manage its own debt, and agree a three
waters budget.

Multi-Council Water Services Entity (Otago Southland WSE): A single entity responsible
for all elements of water services delivery. Councils would not own assets, set charges or
manage their own debt. Arrangements could be agreed around the approach to
harmonising prices or ringfencing some debt.

The Morrison Low Report also states that the Regional Working Group considered many other
options within their wider analysis including a joint committee, community owned
cooperative/trust, delivery through a regional council, memorandum of understanding, shared
arrangement, joint venture, multiple CCOs or entities and a consumer trust. These options did
not make the Regional Working Group’s short list based on a review of compliance against the
agreed strategic objectives.

In essence, Morrison Low considered that:

a)

b)

There is a compelling case for changing the water services delivery model in Otago and
Southland; and

There are clear benefits for the Otago and Southland Regions to establish an Otago
Southland Water Services Entity.

Full analysis of the Regional Options are provided in the Morrison Low Report (Attachment E).

Other Possible Model Options

80

As shown in the Simpson Grierson Advice dated 11 July 2024 (Attachment F), other Model
options could include:

a)

c)

d)

f)

Management CCO — separate CCO company to manage and deliver water services with
ownership of the water assets remaining with the Council (refer page 15 of Attachment
F).

Non-Charitable Trust — independent legal entity established through a trust deed with
the power to own, hold and operate the water services assets (refer page 18 of
Attachment F).

Joint Committee — committee between participating councils to own, operate and
manage the water assets and services subject to the LGA 2002 framework, without
separate legal status (refer page 20 of Attachment F).

Charitable Trust (Non-CCO) — independent legal entity established through a trust deed
with the power to own, hold and operate the relevant assets (refer page 22 of
Attachment F).

Council-owned company (COC) — legally separate council owned company to perform full
breadth of water services, including ownership of all water assets, revenues and liabilities.
Not controlled by Council (refer page 24 of Attachment F).

Limited Partnership — established to perform full breadth of water services, to be
managed by a company appointed a general partner (refer page 26 of Attachment F).
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g) Statutory Body — Parliament passes legislation which establishes the water entity and sets
out its scope and objectives, governance framework and decision-making principles (refer
page 28 of Attachment F).

81  Further detail on each of these models (as well as other Models under the Long List) is available
at Attachment F.

82  Note that the Guidance was not available as at the date of the Simpson Grierson advice so some
of the questions still posed in the advice by Simpson Grierson may now have some further
direction. For example, the Guidance now discusses possible exemption of most new water
organisations to income tax given they are not primarily engaged in commercial activities with
a profit-making objective and will be owned by councils and consumer trusts. If required, further
consideration of tax implications on any Short List can be arranged by staff.

83 Simpson Grierson also considered other models such as a non-CCTO Charitable Trust, a Port
Company/Energy Company Model and an Incorporated Society however dismissed these as
viable options so didn’t include these in their analysis.

Base Models and Add Ons

84  In analysing the Long List, staff recommend that Council classify some of the options as base
models and some as add-on(s) (that could be added to a base model) as shown in the table
below. This may simplify the decision to adopt a Short List.

85 It could be that Council shortlist some base models in addition to identifying add-on(s) that they
may be interested in pursuing further subject to further analysis. The options presented by staff
in this Report are presented on this basis.

86  Staff understand from the DIA that an “add-on” could be described in a Council’s
Implementation Plan as an option that is still being pursued. However, it is important to note
that the base model needs to show financial sustainability within the legislated timeframe in any

event.

BASE MODELS ADD-ON(S) ‘

In-House Delivery Management Contract (several variations
including those as described below

Single CCO 8 )

Multi-Council CCO (regional or other) Management CCO (regional)

Mixed council/consumer trust owned Joint Contracts

Consumer Trust Owned Shared Services

Charitable/Non-Charitable Trust Joint Committee

Council-Owned Company (optional)

Limited Partnership

Statutory Body

87  There are several variations on the management contract “add-on” option that could be
analysed further. Some of these are included in the diagram below including management
contracts between:
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a) DCC and another entity e.g., an existing DCC entity (this management contract would
effectively be an “add-on” to the in-house delivery base model). This could realise
efficiencies by utilising existing skill sets but may not allow access to increased leverage.

b) DCC and a new asset owning DCC CCO (this management contract would effectively be an
“add-on” to the WSCCO base model). This is expected to allow the access to increased
LGFA leverage.

c) New asset owning DCC CCO and another entity e.g., existing DCC CCO (this management
contract would effectively be an “add-on” to the WSCCO base model) — This is expected
to allow access to increased LGFA leverage.

WSCCO (asset

owning)

DCC Other entity, e.g.

existing DCC CCO

Comparative Analysis of Possible Base Models

88

89

90

91

As mentioned above, Council is required to include the Legally Required Options as part of its
consultation document. Given this requirement, staff have provided below a summary of the
key elements (including some advantages and disadvantages provided and inferred by external
analysis) on both the in-house delivery model and single CCO models.

Further comparison has also been provided on the regional multi-council base model given this
model can also satisfy the WSCCO requirement by law and additionally, is the key
recommendation from the Morrison Low Report (discussed further below). While further
information is provided on the regional multi-council base model the decision to proceed further
with this option is subject to regional participating councils resolving to proceed to go ahead.

Staff have not provided further analysis on the remaining two DIA Models involving consumer
trusts. However, further detail on these is provided in the Guidance (refer Attachment B). Some
advantages of the consumer trust model are competency-based boards comprising professional
directors and a single focus on setting the direction and delivery of water services. Some
disadvantages include possible complications setting statements of expectations (for a mixed
council consumer trust model) or possibly no direct influence on setting statements of
expectation (where issued by a consumer trust).

As mentioned above, in any event, Council still has all options (base models and add-on(s))
available to direct staff to arrange further analysis.

Local Water Done Well - Decision on Model Shortlist for Water Services Delivery Plan Page 15 of 263



. DUNEDIN | e councit

3" CITY COUNCIL | Otepoti

25 November 2024

In-House/Internal Business Unit

Ownership e  Part of Council.
e No new organisation established.
Governance Responsible to Council through mechanisms under LGA 2002

Strategic Direction

Council prepares a Water Services Strategy

Accountability

e Act consistently with statutory objectives.
e  Water business unit reports to Council.

e Council prepares separate annual reporting and audited financial
statements.

e Subject to economic regulation.

Borrowing

Borrowing undertaken by Council e.g., by LGFA with water activity groups
meeting their share of financing costs.

Balance Sheet

On balance sheet

Treatment

Revenue Continues through combination of general/targeted rates and
financial/development contributions.

Advantages e Local knowledge and close connection to communities.

e No need for Statement of Expectations.

e Avoids initial establishment costs (although templates anticipated in the
December Bill will likely lessen costs).

e Avoids debate with other councils about asset condition, cross-
subsidisation, etc.

Disadvantages

e Debt limit for Council remains at 280% (1 July 2025) (current 285%) as
opposed to water organisation which can have 500% debt to revenue.

e Lacks single focus on delivering water services.

e More layers of Council decision making than legally independent
structures — potentially an issue with higher regulation, ring fencing, etc.

e Less commercial or nimble/agile due to compliance with LGA and not
being a separate legal entity.

e Possibility of no specialist expertise at governance level (but could be
obtained through committees/subcommittees).

e In-house entity more subject to politics of the day.
e Fails to capture scale benefits and access to specific expertise.

e Less attractive as a specialised entity to attract specialist staff.
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e Less connected nationally and internationally with peer organisations

therefore hindering the modernisation of service opportunities and
tailoring of the operating model to suit customer experience
expectations.

Single CCO
Ownership e Limited liability company 100% owned by Council-Ownership
arrangements and rights set out in constitution.
Governance e Council appoints and removes board members.

e Governed by independent, professional directors who are responsible for
all operational and financial decisions.

Strategic Direction

e Shareholding council issues Statement of Expectations.

e Water organisation prepares Water Services Strategy.

Accountability

e  Water organisation must act consistently with statutory objectives.
e Reports regularly to shareholders on performance (e.g., quarterly).
e  Must produce annual report containing audited financial statements.

e Subject to economic regulation.

Borrowing

Borrowing via Council from LGFA directly supported by Council guarantee or
uncalled capital.

Balance Sheet

On balance sheet

Treatment

Revenue December Bill to include ability to assess, set and collect water services
charges and ability to identify which ratepayers to be charged for water
services, as well as allow use of development contribution regime.

Advantages e LGFA will support leverage up to equivalent of 500 percent of operating

revenues.
e Corporate structure and governance:

0 Single focus on setting direction and overseeing delivery of water
services.

0 Competency-based board comprising professional directors.
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O Appointments committee ensures relevant perspectives brought to
director appointment process (flexibility to appoint mana whenua,
community or consumer representatives).

0 Directors’ duties (including under Companies Act 1993) apply.

Must give effect to statement of expectations (if consistent with CCO’s
purpose and statutory objectives) but otherwise less subject to politics of
the day.

Accountability to council shareholder via regular reporting and annual
reporting.

Potentially more agile than in-house as not subject to full LGA and largely

independent, less decision-making delays as less layers. Quicker response
to market fluctuations and managing operational risks.

More attractive to staff as a specialised entity and less barriers to
potentially modernise the customer experience.

Disadvantages

Fails to capture scale benefits including access to expertise (as opposed
to multi council).

Accountability to consumers for service delivery potentially blurred if CCO
not asset-owning.

Multi-Council CCO

Ownership Limited liability company with share allocation agreed between
shareholding councils.
Councils jointly approve Constitution.

Governance Shareholder Council established to appoint and remove board members.

Governed by independent, professional directors who are responsible for
all operational and financial decisions.

Strategic Direction

Parent councils jointly issue Statement of Expectations.

Water organisation prepares a Water Services Strategy.

Accountability

Water organisation must act consistently with statutory objectives.
Reports regularly to shareholders on performance (e.g., quarterly).

Must produce annual report containing audited financial statements.
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e Subject to economic regulation.

Borrowing/Balance e  Borrows via LGFA if parent council provides guarantee and satisfies LGFA
Sheet Treatment lending requirements / Contingent liability (impact on council credit
rating depends on council and water organisation revenue and debt).

e Can borrow from banks and/or capital markets without council support,
subject to achieving investment grade credit rating (challenging for some
regions) / Contingent liability (unlikely to impact council credit rating).

Revenue December Bill to include ability to assess, set and collect water services
charges and ability to identify which ratepayers to be charged for water
services as well as allow use of development contribution regime.

Advantages e LGFA will support leverage up to equivalent of 500 percent of operating
revenues (assuming still meet qualifying criteria for LGFA).
e Corporate structure and governance:
0 Largely the same as for single council CCO (However, added complexity
of shareholder council).

e Must give effect to statement of expectations (if consistent with CCO’s
purpose and statutory objectives) but otherwise less subject to politics of
the day.

e Accountability to council shareholders via regular reporting and annual
reporting. Sets own budgets and controls risk plus accountable to
communities.

e Increased scale, potentially covering entire regions, may attract higher
quality directors and staff (e.g. Watercare).

e Less layers/barriers to modernising the customer experience.

Disadvantages e Added complexity of shareholder council plus possible difficulties in
prioritisation of investment.

e  Multi-council ownership could complicate decision-making for setting
statement of expectations.

e Accountability to consumers for service delivery potentially blurred if CCO
not asset-owning.

Morrison Low Report Recommendation

92  As shown below, the Morrison Low Report recommends the multi-council option. However,
some data limitations exist as was found under the previous Governments’ model by the
previous National Transition Unit of the DIA. Should Council decide to proceed further with this
option this is also subject to any participating councils proceeding.

93  Conclusions set out in the Morrison Low Report as commissioned by the Regional Working
Group (refer Attachment E) include:

“Demonstrates that there are clear benefits for the Otago and Southland regions to
establish an Otago Southland WSE to provide three waters services to its communities in
the future.

The benefits of such an arrangement will be experienced in a relatively short time frame
for many communities; three waters charges are expected to be lower by 2036 for up to
84% of the regions’ population through an Otago Southland WSE than under the existing
service delivery model. More importantly, these benefits are likely to be enduring, with 30
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year modelling indicating that future generations will also be financially better off under
an Otago Southland Water Service Entity.

For those communities where the financial benefits of an Otago Southland Water Service
Entity are not as great, there may be opportunities to transition at a slower pace than
other councils. This may include entering into contractual arrangements with an Otago
Southland WSE to provide professional services, the extent and scope of which may be
able to be increased over time.”

OPTIONS

94

95

96

97

Staff present the following four options for Council to consider for a Short List:
a) Option One — Shortlist three base models (and add-on(s) if required)

i) Shortlist three base models — In-House Delivery, Single CCO, and Regional Multi
Council CCO (subject to other participants proceeding further); and

ii) Optional add-on(s) subject to further analysis.

b) Option Two — Shortlist two base models (and add-on(s) if required)
i) Shortlist two base models — In-House Delivery and Single CCO; and
ii) Optional add-on(s) subject to further analysis.

c) Option Three — Shortlist two base models (and add-on(s) if required)

i) Shortlist two base models — In-House Delivery and Regional Multi Council CCO
(subject to other participants proceeding further); and

ii) Optional add-on(s) subject to further analysis.
d) Option Four — No shortlist.

While staff have developed the above four options based primarily on the Legally Required
Options, Council is able to include in addition to Option One, Two or Three, any other legally
compliant base model.

In addition to the decision on the base model, staff have also presented the option to include
“add-on(s)” to a base model. Add-ons would be subject to further analysis by staff and further
consideration by Council.

Staff are recommending the Shortlist be a maximum of two or three base models given resource
and time constraints in arranging further analysis to meet the timings shown in the Timeline.

Option One — Recommended - Shortlist Three Base Models — In-House Delivery, Single CCO,
and Regional Multi Council CCO (subject to other participants proceeding further), with the
option, of any add-on(s) subject to further analysis.

98

Under this option, Council would:

a) Shortlist three base models:
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i) In-house Delivery;
ii) Single CCO; and
iii)  Regional Multi-Council CCO.
b) Include any optional “add-on(s)” subject to further analysis.

c) Direct staff to arrange further detailed analysis on three base models (particularly
financial analysis) and any optional add-on(s) to report further to Council in early 2025.

Advantages

. Efficient and more manageable — Less staff time/resources to analyse three options (as
compared with the long list).

. Allows staff to focus on the shortlist in detail.
. More options available for the decision in principle in early 2025.
. Preserves Council’s ability to progress any negotiations/discussions with other local

authorities. This is important given that other local authorities are also yet to finalise their
shortlist for consultation.

. This option is prudent from a process perspective.
Disadvantages
° Requires more staff time/resource in arranging further analysis and assessing a regional

multi-Council CCO is potentially complex.
. Regional Multi-Council CCO subject to other participants willingness to proceed.

Option Two - Shortlist Two Base Models — In-House Delivery and Single CCO with the option,
of any add-on(s) subject to further analysis.

99  Under this option, Council would:

a) Shortlist two base models:

i) In-house Delivery; and
ii) Single CCO.
b) Include any optional “add-on(s)” subject to further analysis.

c) Direct staff to arrange further detailed analysis on both base models (particularly financial
analysis) and any optional add-on(s) to report further to Council in early 2025.

Advantages

° Efficient and more manageable — Less staff time/resource to analyse two options.
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. The two base Models under this option do not rely on the willingness or otherwise of
other participants.

Disadvantages
° Limits options.
. It is arguably too early in the process to remove the Regional Multi-Council CCO as an

option, particularly given the Morrison Low report.

Option Three — Shortlist Two Base Models — In-House Delivery and Regional Multi Council
CCO (subject to other participants proceeding further) with the option, of any add-on(s)
subject to further analysis.

100 Under this option, Council would:
a) Shortlist two base models:
i) In-house Delivery; and
ii) Regional Multi-Council CCO.
b) Include any optional “add-on(s)” subject to further analysis.

c) Direct staff to arrange further detailed analysis on both base models (particularly financial
analysis) and any optional add-on(s) to report further to Council in early 2025.

Advantages

. Efficient and more manageable — Less staff time/resource to analyse two options.
Disadvantages

° Limits options.

° Regional Multi-Council CCO subject to other participants willingness to proceed.

. It is arguably too early in the process to remove the Single CCO as an option.

Option Four — No Short List

101 Under this option, Council would:

a) Not short list any particular model keeping all options on table for a decision in principle
in early 2025.

b) Direct staff to arrange further detailed analysis on all possible models (particularly
financial analysis) to report further to Council on in early 2025.

Advantages

. More options available for the decision in principle in early 2025.
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Disadvantages

Requires significantly more staff time/resource in arranging further analysis.

Unlikely to be feasible to provide detailed analysis on all the long list options. Will require
time to be spent on options that Council potentially has no interest in pursuing.

Potentially difficult to achieve legislated timeframes and provide analysis.

Regional Multi-Council CCO subject to other participants willingness to proceed.

NEXT STEPS
102 Staff will:
a) Arrange and undertake further detailed analysis (particularly financial analysis) on

b)

Signatories

whatever Short List options Council decide.

Report back to full Council in early 2025 with further analysis on the Short List options
identified.

Continue discussions with other parties including Mana Whenua to enable Council to
make future decisions on the proposed Model.

Author: Nadia McKenzie - In-House Legal Counsel
Karilyn Canton - Chief In-House Legal Counsel
Authoriser: David Ward - General Manager, 3 Waters and Transition
Sandy Graham - Chief Executive Officer
Attachments
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SUMMARY OF CONSIDERATIONS

Fit with purpose of Local Government

This report enables democratic local decision making and action by, and on behalf of communities and
promotes the social, economic environmental and cultural well-being of communities in the present
and for the future.

Fit with strategic framework

Contributes Detracts Not applicable
Social Wellbeing Strategy O
Economic Development Strategy
Environment Strategy
Arts and Culture Strategy
3 Waters Strategy
Future Development Strategy
Integrated Transport Strategy
Parks and Recreation Strategy

Other strategic projects/policies/plans

LO0b0sSssOs<sd
oooggoon
OSSOSO os

This report has been prepared with reference to the Dunedin strategic framework.

Maori Impact Statement

Council is required to consult with Mana Whenua under both sections 77(1)(c) and section 81 of the
LGA 2002 given both references are included under section 60 of the Preliminary Act. Further section
14(1)(d) of the LGA 2002 also provides that a local authority should provide opportunities for Maori to
contribute to its decision-making processes. The report highlights engagement to date.

Sustainability

Financial sustainability of local government water services is a key objective of the Government’s ‘Local
Water Done Well’ policy. The Preliminary Act is designed to implement this policy and ensure delivery
of water services is financially sustainable.

LTP/Annual Plan / Financial Strategy /Infrastructure Strategy

There are significant implications for the LTP and Annual Plan, and the associated documents. This will
be discussed further in a subsequent report.

Financial considerations

Financial implications relating to the Model will be provided in detail in a subsequent report.

Significance

The matters discussed in this report are considered high in terms of the Council’s Significance and
Engagement Policy. Any water services delivery models will be the subject of public consultation.

Engagement — external

There will be engagement with other territorial authorities and mana whenua.

Engagement — internal

Staff from Legal, 3 Waters, and the Executive Leadership Team have contributed to this report.
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SUMMARY OF CONSIDERATIONS

Risks: Legal / Health and Safety etc.

There are no identified risks related to this report.

Conflict of Interest

There are no known conflicts of interest.

Community Boards

There are no specific implications for Community Boards, although the LWDW reform will affect all
areas.
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0 2 Service delivery
models

Page 37 of 263




25z DUNEDIN| e coumct:
;

2" CITY COUNCIL | Otepoti 25 November 2024

Page 38 of 263



25z DUNEDIN| e coumct:
;

2" CITY COUNCIL | Otepoti 25 November 2024

Page 39 of 263



25z DUNEDIN| e coumct:
;

2" CITY COUNCIL | Otepoti 25 November 2024

Page 40 of 263



25z DUNEDIN| e coumct:
;

2" CITY COUNCIL | Otepoti 25 November 2024

Page 41 of 263



25z DUNEDIN| e coumct:
;

2" CITY COUNCIL | Otepoti 25 November 2024

Page 42 of 263



25z DUNEDIN| e coumct:
;

2" CITY COUNCIL | Otepoti 25 November 2024

Page 43 of 263



25z DUNEDIN| e coumct:
;

2" CITY COUNCIL | Otepoti 25 November 2024

Page 44 of 263



25z DUNEDIN| e coumct:
;

2" CITY COUNCIL | Otepoti 25 November 2024

Page 45 of 263



25z DUNEDIN| e coumct:
;

2" CITY COUNCIL | Otepoti 25 November 2024

Page 46 of 263



£iz DUNEDIN | faapbere COUNCIL

2" CITY COUNCIL | Otepoti 25 November 2024

03 Governance and
Accountability
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Local Water Done Well factsheet (August 2024)

e LGFA will lend to multiply-owned water organisations, who are supported by the
parent councils.

e LGFA will make available to water organisations its existing suite of financial products
that are currently made available to councils and CCOs. These include green and
sustainable loans and climate action loans, short and long-term loans and standby
facilities.

Councils will also retain the ability to borrow through LGFA should they choose to keep
water services ‘in house’ rather than establish a water organisation.

LGFA is also reviewing whether it can prudently provide additional flexibility to councils to
meet the future challenges faced by the sector. That work will include consideration of the
following options:

e LGFA increasing debt limits for high growth councils beyond the current ceiling of 285
percent of operating revenues; and

* Intime, and subject to prudent criteria and LGFA stakeholder approval, LGFA lending
to water organisations on an unsupported basis.

The Crown confirms the existing supports it provides to LGFA, and as part of the review will
consider whether those supports remain appropriately sized given the growth in LGFA's
balance sheet.

Why are these changes needed?

LGFA is the source of most debt financing accessed by local government. This is because
LGFA is the lowest cost provider of financing to local government as a result of its scale and
its AAA credit rating which is similar to that of central government due to the support of
both central and local government.

LGFA has various requirements that councils need to meet and stay within to access LGFA
funding. These requirements are to preserve the credit quality of the LGFA lending book in
order to maintain its AAA credit rating. A key requirement is that total council debt cannot
be more than 285 percent of council operating revenues for rated councils and 175 percent
for unrated councils, plus there are interest cover ratios based on rates and total council
revenues.

Many councils will need to increase borrowing in order to make the necessary investments
to bring water infrastructure up to standard and support new housing. Some councils are
already close to their LGFA debt limits.

Without change to key financing ratios, some councils will find it difficult to stay under the
current LGFA debt to revenue ‘ceiling’ while making necessary water investments.

4 This reduces to 280% from 1 July 2025,
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Local Water Done Well factsheet (August 2024)

The changes proposed under Local Water Done Well enable councils to choose what
structural options for water services delivery work best for them. One of those options is to
establish a water organisation. That option is expected to have multiple benefits:

e |t will result in an organisation that is dedicated to water services, their delivery and
their quality.

e |t will reduce the debt directly attributed to the parent council(s) if councils transfer
water related debt to the water organisations.

e Water organisations will be able to borrow more than councils can and therefore
make the necessary investments to provide quality water services.

If councils establish water organisations and do not provide financial support, those
organisations could not as it currently stands, access LGFA funding and would need to seek
debt funding directly from the private sector.

In addition to cost benefits, an advantage of financing through LGFA is that there will be no
transition issues for eligible water organisations. Water organisations are not required to
join LGFA and once they have joined, they are not obliged to borrow from LGFA.

Under Local Water Done Well, the Government has been working with LGFA to confirm its
intended approach to increased lending to councils and water organisations.

LGFA has also taken steps to improve its working capital and financial strength over time.
From 1 July 2024, both borrower loan margins and the borrower notes subscription rate
have been increased.

Financial benefits for new water organisations and parent
councils

The establishment of new water organisations will enable additional debt financing to fund
capital investment into water infrastructure. In practice, this will enable:

e Anincreased proportion of capital expenditure for water infrastructure to be
financed by debt rather than operating revenues — spreading the cost of the
infrastructure asset over its useful life;

e Areduction in operating revenue requirements for a financially sustainable water
organisation against the status quo — where additional debt financing will mean
operating revenues will only need to cover the interest costs and debt repayments,
as opposed to direct funding investment;

e Enable borrowings for water services infrastructure to be directly supported by water
services revenues at a higher gearing, negating the requirement to use non-water
services council revenues to borrow for water services;

e Additional borrowing headroom to be realised for parent councils whose current
water services borrowings exceed council borrowings for other activities on a debt to
revenue basis; and
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Local Water Done Well factsheet (August 2024)

e The opportunity for parent councils to pass on the benefit of any additional debt
headroom created to consumers, by utilising this to finance non-water capital
expenditure with a corresponding reduction to rates revenue requirements.

Proposed economic regulation of all local government water services providers will ensure
closer scrutiny that costs are ring-fenced and providers become more efficient. The recovery
of costs through water rates are expected to give lenders greater confidence in the financial
sustainability of water service providers.

To illustrate these benefits, the new financing arrangements have been applied to a
hypothetical council in Annex A.

What does this mean for consumers?

Consumers will benefit from increased lending flexibility because it will support greater
investment to improve water infrastructure and services at a lower cost of borrowing than
other sources.

Increased borrowing to fund necessary investment in water infrastructure reduces the need
to fund investments directly from rates and other revenue. This can smooth the impact of
investments across longer periods of time, which should be reflected in smaller increases in
rates and water charges.

Next steps

LGFA and the Government will update the sector on how these proposed changes can he
implemented ahead of LGFA’s November 2024 Annual Meeting of Shareholders.

The Department of Internal Affairs will work with LGFA to develop guidance for councils on
financing options, as this work progresses.

Lacal Government (Water Services Preliminary Arrangements) Bill

The second Local Water Done Well Bill, the Local Government (Water Services Preliminary
Arrangements) Bill, is currently before Parliament and is expected to be enacted in August
2024,

The Department will be providing guidance and information for councils’ development of
Water Services Delivery Plans, following the enactment of the Bill.

Further information

For further information about Local Water Done Well, visit www.dia.govt.nz/Water-Services-
Policy-and-Legislation

Questions? Contact waterservices@dia.govt.nz
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Local Water Done Well factsheet (August 2024)

Annex A: An illustrative example for ‘Council A’

To illustrate the financial benefits for new water organisations and parent councils, the new
financing arrangements have been applied to the hypothetical ‘Council A" which has
established a new water organisation (‘Water Organisation A’), which LGFA has agreed to
lend to at up to 500% of operating revenues. Water Organisation A is financially supported
by uncalled capital issued to Council A.

‘Water Organisation A":

e Has been established as a company, owned by ‘Council A’, with appropriate
protections against privatisation;

e Owns Council A’s water infrastructure assets and has the power to assess, set and
collect water services charges from consumers;

e Has its activities limited to the provision of water services and directly-related
activities; and
e s governed by a board which is independent from the council in terms of having no

council staff or elected members, with directors appointed for their competency and
to ensure an appropriate mix of skills, knowledge and experience.

Through the creation of ‘Water Organisation A’, Council A has transferred staff, assets and
debt relating to water services to the new water organisation. LGFA has agreed to lend up to
500% of operating revenues, subject to ‘Water Organisation A’ demonstrating sufficient
projected cashflows to meet LGFA’s covenants and meeting prudent credit criteria.

‘Water Organisation A’ has identified that it can reduce its projected revenue requirements,
by utilising debt financing for capital expenditure, keeping revenues to a level sufficient to
cover the costs of service and to meet LGFA’s cashflow covenants requirements. These lower
revenue requirements are translated into savings for consumers.

The establishment of the new water organisation has also generated additional borrowing
headroom for Council A, as its water services were more highly leveraged than remaining
council business. Council A has opted to utilise this additional borrowing ability to fund non-
water capital expenditure over three years, passing on a corresponding saving to ratepayers.

This arrangement will enable:

e ‘Water Organisation A’ to reduce projected water charges by $16.4 million over three
years (15.4% saving), through more efficiently utilising debt to fund capital
expenditure; and

e ‘Council A’ to utilise additional debt headroom of $14.1 million from the separation
of water services for funding non-water capital expenditure, reducing rates
requirements by $13.7 million over three years (7.7% saving); for

e Total savings passed on to ratepayers and water consumers of $30.1 million over
three years (10.6% saving).
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New planning and reporting documents for water services
The new approach includes three core documents:
1. A statement of expectations, for service delivery arrangements that include separate
water organisations? (prepared by shareholders)
2. A water services strategy (prepared by water service providers)
A water services annual report (prepared by water service providers).
Together, these documents form the framework within which each water service provider’s

strategic and investment priorities, and performance settings, will be developed, explained
and reported.

Information about these three documents is set out below.

Document Overview

Statement of expectations
(applicable where there are
separate water organisations)
Prepared by shareholders and
issued to the water
organisation they own

This document will set out the expectations, priorities, and
strategic direction for the water organisation. It will inform and
guide the decisions and actions of the organisation’s board.

Water services strategy

Prepared by water service
providers

This document will set out — in a single, comprehensive, water-
focused document — how the provider is proposing to perform,
respond to local expectations and priorities, and meet
regulatory and financial sustainability requirements.

It will include financial forecasting information over 10 years,
and infrastructure and investment information over 30+ years.
Strategies prepared by water organisations will respond to
matters in the statement of expectations.

Prices and charges will be set in accordance with the proposals
in the strategy.

Water services annual report

Prepared by water service
providers

This document will report on the provider’s actual performance
against the expectations and proposals in the above
documents. It will include financial reporting.

Improving transparency and accountability relating to water charges and expenditure

The legislation will include the principle that ‘water revenues should be spent on water
services’. This will guide the operational policy of water service providers.

2 \Water organisation’ means the separate organisations that councils may establish to provide water services —
and does not include councils. There will be various types of water organisation under Local Water Done

Well.
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In addition, water service providers will be required to develop standalone financial
statements for all water services (drinking water, wastewater, stormwater, and aggregated
water services). These statements will separate water services charges, expenses and
liabilities from other council activities.

Councils will need to track and report on all cash generated for water services, as well as the
uses of cash to prepare standalone financial statements. This requires any unspent revenues
or cash generated to be retained and tagged for future water services expenditure or
activity. Similarly, councils will need to track and disclose borrowing arrangements for water
services, including total borrowings and movements in borrowings.

The standalone financial statements will provide accountability and transparency relating to
water charges and expenditure, and evidence that water services revenues are being spent
on water services. They will also provide transparency and accountability over the amount of
council debt that is allocated to water services.

Why are these changes needed?

The changes proposed under Local Water Done Well will affect the current planning and
accountability framework for local government water services. For example:

e There will be an increased and enduring focus on the financial sustainability of water
services, how much these services cost and how these costs are being met, and how the
services — and service providers — are performing. This kind of information is covered in
planning and reporting documents.

¢ Some councils will stop providing water services directly, and will use water
organisations instead. This will change the relationship between councils and water
services customers, and affect the way the current accountability model operates in
practice.

One of the minimum requirements for all local government water service providers, which
will be set out in the Local Government Water Services Bill, is that they are subject to a
bespoke planning and accountability framework for water services.

The new framework needs to be appropriate for the Local Water Done Well context and
wider system settings.

What does this mean for councils and water organisations
(including existing CCOs)?

The new planning and accountability framework for water services will replace and/or
modify the requirements that currently apply under Part 6 and Schedule 10 of the Local
Government Act — with regards to the water-related content of council planning and
reporting documents.

It will also replace the planning and reporting provisions that apply to council-controlled
organisations under Part 5 and Schedule 8 of the Local Government Act — where these
organisations provide water services.
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Once the new framework comes into effect, this will mean:

e Councils that continue to deliver water services in-house will prepare a water services
strategy and associated annual report, instead of including extensive information on
water services in their general long-term plan, infrastructure strategy, financial strategy,
and annual report.

e [f a water organisation (including an existing CCQ) is providing water services instead of a
council:

o the owners/shareholders will prepare a statement of expectations and provide
this to the water organisation

o the board of the water organisation will prepare a water services strategy
(through a process that includes providing a draft strategy to shareholders for
feedback)

o the board of the water organisation will also prepare a water services annual
report

o the council will not include information about water services in its long-term plan,
infrastructure strategy, financial strategy, or annual report — except with respect
to reporting on its ownership role.

Further details relating to the different components of the new framework are currently
being developed. This will include the specific contents and processes associated with each
of the documents, and the transitional arrangements and timeframes that will apply. It also
includes considering the links with, and consequential amendments to, the existing
requirements in the Local Government Act.

The provisions in the Bill will be designed in a way to ensure this framework connects with
other relevant systems and priorities, to ensure alignment and reduce duplication of
reporting. This includes, for example, the new economic regulation regime for water
services, spatial planning and land-use planning frameworks, and expectations for resilience
in relation to water infrastructure.

Wider regulatory system settings will also inform the context of the water services strategy,
and the process and context in which water service providers set prices and charges. For
example:

¢ Ringfencing will mean revenue collected for water services can only be used for those
services

¢ Financial sustainability will require revenue is sufficient to cover the costs of delivering
water services, including sufficient infrastructure investment and meeting regulatory
requirements.

All local government water service providers will be subject to an economic regulation
regime administered by the Commerce Commission. This will provide regulatory oversight to
ensure water charges are fair and cost reflective, and revenue is sufficient to meet
investment requirements.
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The Commerce Commission (as the economic regulator) will also be responsible for
monitoring and enforcing water service providers’ compliance with the standalone financial
statements. This will assist with the determination of whether water services revenues are
set at financially sustainable levels.

Next steps

The proposed changes covered in this factsheet will be included in a Local Government
Water Services Bill, which is expected to be introduced in December 2024.

There will be an opportunity to provide feedback on the proposed changes at select
committee.

The Department of Internal Affairs will prepare guidance material to support
implementation of Local Water Done Well, following the enactment of the Bill. This is
expected to be in mid-2025.

Local Government (Water Services Preliminary Arrangements) Bill

The second Local Water Done Well Bill, the Local Government (Water Services Preliminary
Arrangements) Bill, is currently before Parliament and is expected to be enacted in August
2024,

The Department will be providing guidance and information for councils’ development of

Water Services Delivery Plans, following the enactment of the Bill.

Further information

For further information about Local Water Done Well, visit www.dia.govt.nz/Water-Services-
Policy-and-Legislation

Questions? Contact waterservices@dia.govt.nz
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e Transfer aspects of stormwater service delivery (this might include stormwater
network assets?) to a water organisation.

If councils choose to transfer some or all aspects of the delivery of stormwater services, they
will still be responsible for determining the levels of service and performance targets for the
delivery of stormwater management services (subject to regulatory requirements and
community preferences). They will also be able to continue to recover costs of providing
stormwater services that they continue to deliver from ratepayers.

Woater organisations will be responsible for identifying the costs of delivering stormwater
management services that meet the expected levels of service and meet performance
targets.

Management of overland flow paths and watercourses in urban areas

The Government is also proposing changes to improve the management of overland flow
paths and urban watercourses.

The key changes are:

e Specifying territorial authority and private landowner statutory roles and
responsibilities in relation to the management of overland flow paths and urban
watercourses.

e Enabling new planning and regulatory tools — through stormwater network risk
management plans and stormwater rules.

e Enabling territorial authority, regional council, transport corridor managers to agree
‘service agreements’ to support the integrated management of stormwater
networks.

Why are these changes needed?

Urban intensification and climate change are increasing pressure on the delivery of
stormwater services. Recent extreme weather events have highlighted the importance of
stormwater management, and the potential risks to people and property when stormwater
networks do not perform effectively.

A new approach to the management of the stormwater network and services is needed to
lift capacity and capability. However, it’s important that councils continue to have choices
about how best to manage stormwater given the overlap with land use planning, other areas
of councils’ responsibilities including roads, parks and reserves, and urban watercourses that
impact on the operation of stormwater network.

In addition, challenges such as uncertainty around legal responsibilities, limited regulatory
tools, and information gaps currently affect the effective management of overland flow
paths and watercourses (an urban area's natural drainage system). This can expose people
and property to significant flood risks.

2 Councils will need to consider this on a case by case basis as part of any transfer arrangements, including
whether or not it is appropriate to transfer any assets as well as determining appropriate funding and
financing mechanisms.
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What does this mean for councils?

Councils will be able to choose the arrangements for the management of stormwater
services that best suit their circumstances.

This gives them flexibility to contract or transfer the delivery of a range of services (for
example, maintenance and operation of the network, and/or technical and specialist advice
to leverage the capability and capacity of the new water services organisations).

Councils responsible for stormwater networks in their city or district

Councils will continue to be accountable to their communities for stormwater outcomes. The
proposed changes support the coordination required for the effective management of
stormwater services in association with other areas of council responsibility.

If councils contract or transfer the delivery of stormwater services to a water organisation,
they can set levels of service and performance targets that reflect regulatory requirements,
including other requirements such councils’ engineering standards, and community
preferences.

These proposed changes maintain the incentive on councils to align land use planning,
stormwater services and investment to support the management of stormwater services and
continue to leverage councils’ existing networks with the communities.

The changes will also provide clarity on the roles and responsibilities of both councils and
private owners in relation to overland flow paths and urban watercourses that are both on
private land and related to the operation of the stormwater network in urban areas.

No change to current funding arrangements for stormwater services

Current funding arrangements for stormwater services will be retained. If a council contracts
or transfers the delivery of stormwater services to a water organisation, the revenue
collected through rates may be allocated between council(s) and the water organisation to
support delivery of stormwater service outcomes.

Integration between key agencies to improve management of overland flow
paths and urban watercourses

Specifying territorial authority and private landowner statutory roles and responsibilities in
relation to the management of overland flow paths and urban watercourses will provide
clarity to all parties, and support greater integration to improve management of overland
flow paths and urban watercourses.

As part of this approach, councils will be required to:

e Develop a stormwater risk management plan to identify risks and hazards related
to stormwater network.

e Work with private landowners as required to protect and maintain the conveyance
capacity of overland flow paths and urban water courses.

e Develop (as required) stormwater rules that would provide direction to private
landowners on their responsibilities for maintenance and protection of the
conveyance capacity of overland flow paths and urban watercourses on their land.
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Stormwater risk management plans and stormwater rules will provide councils with new fit-
for-purpose tools that will set out landowners’ duties, improve flood risk information, help
councils target operational activities to protect critical stormwater network assets, and
support actions to identify how risk to the network and community can be managed.

It is also proposed that the legislation will include an enabling framework for the
development of service agreements, which can be used by councils, water organisations and
other agencies to support the integrated management of the stormwater network. The
legislation will include the core features of these agreements, but using them will not be
mandatory. This approach reflects the cooperative nature of the agreements, and the need
to provide some flexibility for the parties to adopt arrangements that are appropriate for
local circumstances.

Next steps

The proposed changes covered in this factsheet will be included in a Local Government
Water Services Bill, which is expected to be introduced in December 2024.

There will be an opportunity to provide feedback on the proposed changes at select
committee.

The Department of Internal Affairs will prepare guidance material to support
implementation of Local Water Done Well, following the enactment of the Bill. This is
expected to be in mid-2025.

Local Government (Water Services Preliminary Arrangements) Bill

The second Local Water Done Well Bill, the Local Government (Water Services Preliminary
Arrangements) Bill, is currently before Parliament and is expected to be enacted in August
2024.

The Department of Internal Affairs will be providing guidance and information for councils’

development of Water Services Delivery Plans, following the enactment of the Bill.

Further information

For further information about Local Water Done Well, visit www.dia.govt.nz/Water-Services-
Policy-and-Legislation

Questions? Contact waterservices@dia.govt.nz
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What is the Commerce Commission’s role?

Economic regulation

The Commerce Commission will have a range of tools to promote sufficient revenue
recovery, and efficient investment and maintenance so that water services meet regulatory
requirements and are delivered at a quality that communities expect.

These tools are set out in the table below.

Tool How it works

Information All local government water services providers will be required to publicly
disclosure disclose information in a prescribed form set by the Commerce Commission.

The information required will be set by the Commerce Commission but is
expected to initially include details about actual and forecast capital
investment plans and expenditure, operating costs, revenue, tariffs/charges,
financing plans, service quality, customer engagement and asset
management.

These requirements will build on information provided under Water Service
Delivery Plans in 2025.

The Commerce Commission will be tasked with analysing information
provided by water services providers to improve transparency and
accountability, and identify whether further regulatory intervention is
necessary. This information will help consumers to understand how their
provider — and other providers — are performing. It is expected that the
Commerce Commission will first focus on monitoring whether water
services providers are collecting enough revenue for their investment
needs, while promoting increased efficiency and cost reflective
tariffs/charges in the long-term. This includes considering whether
tariffs/charges reflect localised costs so that consumers have a clear
understanding of how they are being charged.

The Commerce Commission is expected to set the initial requirements for
information disclosure from six months after the commencement of the
legislation (by early 2026).
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Tool How it works

Revenue The Commerce Commission will have new powers to set minimum and
thresholds maximum revenue thresholds to issue clear expectations to providers
regarding what level of revenue needs to be collected for investment in, and
operating of, water infrastructure.

If the Commerce Commission finds that a water services provider is not
recovering enough revenue to invest sufficiently in water infrastructure over
time, the Commerce Commission will be able to recommend further tools
are deployed, based on its specific needs.

Financial The Commerce Commission will monitor and enforce the requirement that
ringfence water service revenue is spent on water services.

If necessary, the Commerce Commission will be able to require that specific
amounts of water services revenue are ringfenced for water services
investment purposes.

Quality standards The Commerce Commission will be able to set infrastructure and service
and performance | Quality standards and require water services providers to take certain
requirements actions to improve performance, such as to make certain types of
investments,

to consult or seek approval from the Commerce Commission on investment
programmes, or to undertake cost-benefit analysis.

The legislation will include a regulation-making power that enables the
Minister of Commerce and Consumer Affairs to give the Commerce
Commission this tool.

Price-quality Depending on performance, the Commerce Commission may be given the
regulation power to set, for specific providers, maximum and/or minimum revenue
allowances, and/or maximum and/or minimum prices, alongside minimum
quality standards. This would follow an assessment by the Commerce
Commission of actual revenues against a Commerce Commission-set
threshold. Setting maximum revenues and minimum quality standards is
similar to the Commerce Commission’s role regulating gas pipeline and
electricity lines businesses.

The legislation will include a regulation-making power that enables the
Minister of Commerce and Consumer Affairs to give the Commerce
Commission this tool.

Consumer protection

The new information disclosure requirements will allow the Commerce Commission to
collect and analyse information relating to consumer protections, such as service quality and
customer engagement. If information gathered reveals that issues exist, a range of tools
would be available to allow consumer protections to be strengthened.
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These tools are set out in the table below.

Tool How it works

Complaints Regulations could be made specifying requirements relating to complaint
regulations processes, the provision of information on complaints, the recording of
complaints, and/or reporting.

The Minister of Commerce and Consumer Affairs would be able to
recommend these regulations are made.

Dispute resolution Regulations could be made specifying requirements relating to external
regulations dispute resolution.

This could include that water service providers must provide an external
dispute resolution pathway, what this must be or criteria it must meet,
which providers the requirements apply to, any rules that must be followed
and funding specifications.

The Minister of Commerce and Consumer Affairs would be able to
recommend these regulations are made.

Guidelines on The Commerce Commission will have the power to issue guidelines to
service quality water services providers on matters relating to a service quality code, at
codes any time, if needed. Water service providers would be expected to take

these on board when developing their approach to matters such as
customer service, billing transparency, and communication about network

outages.
A mandatory The Commerce Commission will have the power to develop and implement
service quality a service quality code that water service providers must comply with, if:
code e there is no sector-led service quality code; or

¢ the Commerce Commission is satisfied that the purpose of Part 4 of the
Commerce Act 1986 could be better met by a mandatory code.

The development of a mandatory code could be initiated by the Commerce
Commission, or at the request of the Minister of Commerce and Consumer
Affairs.

Why are these changes needed?

The economic regulation and consumer protection regime will promote appropriate and
efficient levels of investment and operating expenditure to support access to quality water
services while promoting sufficient customer engagement and service standards.

What does this mean for councils?

The economic regulation regime will be risk-based and flexible, in line with councils’ different
needs and situations. Based on information supplied through the water service delivery plans
and information disclosure requirements, the Commerce Commission will be able to set
individual requirements for certain providers, and common regulations where appropriate.
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The economic regulation regime will apply to drinking water and wastewater services and
will provide flexibility to include stormwater services at a later date, if necessary.

While information disclosure will apply to all local government drinking and wastewater
services providers, the other regulatory tools may not be needed for all providers.

The Commerce Commission is expected to develop the initial requirements for information
disclosure by early 2026. Until then, any interim arrangements and consultation by the
Commerce Commission under the Local Government (Water Services Preliminary
Arrangements) Bill (once enacted) will apply and inform the long-term economic regulation
regime.

The Commerce Commission could set revenue thresholds from early 2026 and will monitor
and enforce financial ringfences as needed after the bill is enacted.

For all local government water services providers (apart from Watercare), quality standards,
performance requirements, and price-quality regulation will not be applied until at least
2026.

The expected timelines for each economic regulation tool are set out in the table below.

Tool Description ‘ When

Information Requirements relating to when certain information | After

disclosure must be collected and disclosed. The Commerce commencement, with
Commission then analyses and reports on this requirements to be
information. set 6 months after

commencement.

Revenue A screening mechanism to help promote providers | From 2026, when

thresholds recover sufficient revenue to invest in water necessary.
infrastructure and services over time.

Monitoring and Ability to require that amounts of water services After

enforcement of revenue are ringfenced for water services commencement,

financial ringfence

investment purposes.

when necessary.

Quality regulation
and/or
performance
requirements

Quality standards or quality incentives to improve
services.

Requirements to perform certain actions to
improve network service quality. For example: to
make types of investments.

If required, after
designation from
2026.

Price-quality
regulation

Minimum and/or maximum prices that may be
charged, and/or minimum and/or maximum
revenues.

Alongside quality and performance requirements.

If required, after
designation from
mid-2026.

The initial approach for consumer protection will be to monitor how existing consumer
protections measures are working using the information disclosure regime.
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When making recommendations, determinations, or other decisions, the Commerce
Commission will be required take into account other obligations on water service providers.
This includes local government obligations with respect to iwi/Maori, including existing
Treaty settlements.

It is intended that the costs the Commerce Commission accrues in its economic regulation of
water services will be funded through a levy on local water services providers. This is similar
to the approach used in other regulated infrastructure monopolies such as electricity lines
businesses. For this purpose, there are levy-making provisions in the legislation
implementing Local Water Done Well.

Next steps

The proposed changes covered in this factsheet will be included in a Local Government
Water Services Bill, which is expected to be introduced in December 2024.

There will be an opportunity to provide feedback on the proposed changes at select
committee,

The Department of Internal Affairs will prepare guidance material to support implementation
of Local Water Done Well, following the enactment of the Bill. This is expected to be in mid-
2025.

The Commerce Commission will start implementing the full economic regulation regime after
the legislation is passed, which is expected in mid-2025.

Local Government (Water Services Preliminary Arrangements) Bill

The second Local Water Done Well Bill, the Local Government (Water Services Preliminary
Arrangements) Bill, is currently before Parliament and is expected to be enacted in August
2024.

The Department of Internal Affairs will be providing guidance and information for councils’
development of Water Services Delivery Plans, following the enactment of the Bill.

Further information

For further information about water services economic regulation and consumer protection,
visit Economic regulation policy for water services | Ministry of Business, Innovation &
Employment (mbie.govt.nz)

For further information about Local Water Done Well, visit www.dia.govt.nz/Water-Services-
Policy-and-Legislation

Questions? Contact waterservices@dia.govt.nz
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Improving the drinking water quality regulatory regime to reduce the cost of
compliance

Reducing the regulatory burden on very small ‘shared domestic’ supplies

Currently, under the Water Services Act 2021, all drinking water suppliers — except domestic
self-suppliers — are regulated. Suppliers are not distinguished by size, and all suppliers are
required to provide safe drinking water.

The Government is proposing to reduce the regulatory burden on small suppliers, by
excluding ‘shared domestic supplies’ serving 25 consumers or fewer from regulation. This
means these suppliers would no longer be required to register with Taumata Arowai or to
meet other requirements in the Water Services Act 2021, such as preparing a drinking water
safety plan.

This proposal focuses on lower risk supplies, including those that supply neighbouring
domestic properties (such as where a farm supplies drinking water to a small number of
nearby properties). Higher risk community supplies (such as community halls and marae)
would not be covered by this exclusion.

This approach will help ensure that regulation is proportionate to the risk profile, capacity
and complexity of the supply, but does not leave consumers without protection. Taumata
Arowai will still have an educational role to support smaller suppliers to deliver safe drinking
water.

Other changes to help reduce the cost of compliance

Other changes are also proposed to reduce regulatory requirements and compliance costs
for a wider range of drinking water suppliers, which that would not be covered by the
‘shared” domestic supply exclusion above.

These changes include:
e Requiring renewals of registration with Taumata Arowai every five years instead of
annually.

e Extend the timeframe for currently unregistered supplies to register by an extra three
years, plus an extra two years to become compliant.

¢ No longer requiring community drinking water suppliers serving 25 or fewer consumers
to prepare water safety plan.

e Ensuring Taumata Arowai considers the cost of compliance on suppliers when
performing and delivering its objectives, functions and duties.

e Ensuring the regulatory framework is proportionate to the scale, complexity, and risk
profile of each drinking water supply, including the consideration of cost and
affordability for the users of the supplies.

e Ensuring Taumata Arowai proactively engages with suppliers and network operators to
ensure that there is a path to compliance that takes into account the risk profile and
capacity of the supplier or network operator itself.
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¢ Enabling Taumata Arowai to proactively issue exemptions from certain regulatory
requirements, where compliance with the Water Services Act 2021 is impractical,
inefficient, unduly costly or burdensome.

e Requiring Taumata Arowai to issue drinking water acceptable solutions to a greater
number of suppliers. Ensuring these templates are readily available to a greater number
of suppliers will help reduce the regulatory burden and costs for suppliers, by reducing
the need for suppliers to develop their own bespoke solutions.?

Supporting mixed-use rural water schemes

Mixed-use rural water schemes provide small quantities of drinking water, and larger
quantities of water for commercial farming purposes.

The Government is proposing two key changes that reflect the unique characteristics of
these suppliers, and reduce compliance costs. These are:

e Changing the operating principles of Taumata Arowai to specifically refer to mixed-use
rural supplies. This means Taumata Arowai will be expected to consider the costs of
regulation for mixed-use supplies, and ensure the regulation is proportionate to the
scale, complexity, and risk profile of each supply

e Requiring Taumata Arowai to include specific information on mixed-use rural water
schemes in its annual drinking water regulation report and its drinking water compliance,
monitoring, and enforcement strategy.

The Minister of Local Government is also proceeding with non-legislative measures to
ensure there is an appropriate focus on mixed-use rural water schemes and affordability is
being considered. These measures include:

¢ Communicating expectations to the Taumata Arowai board that they should ensure the
regulatory response for mixed-use rural water schemes is proportionate to the scale,
complexity and risk profile of each supply — and affordability is being given appropriate
consideration

¢ Encouraging the board to consider establishing a technical advisory group to provide
independent advice on the regulatory settings for mixed-use rural water schemes.

The Water Services Regulator — Taumata Arowai

In line with the Government’s intention that government agencies have an English name
first, the Government is also proposing to amend the legislation to refer to the ‘Water
Services Authority — Taumata Arowai’.

1 Acceptable solutions are a ready-made option (template) to help drinking water suppliers meet standards.
They apply to specific supply types and remove the need to submit a drinking water safety plan, if
implemented in their entirety. Currently there are three acceptable solutions: Roof Water Supplies, Spring
and Bore Drinking Water Supplies, and Mixed-Use Rural Water Supplies.
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Change in approach to Te Mana o te Wai

Currently, legislative provisions relating to Te Mana o te Wai are general and apply to a
broad range of parties with different roles, including Taumata Arowai as well as small scale
private drinking water providers. It is unclear how all parties are expected to meet their
obligations in this area.

It is also not clear how these obligations in water services legislation relate to the concept of
Te Mana o te Wai in the National Policy Statement for Freshwater Management and regional
plans prepared under the Resource Management Act that relate to freshwater.

The Government is proposing two key changes to provide clarity around how to give effect
to the current legal provisions with regard to Te Mana o te Wai. These are:

e Repealing the requirements in water services legislation to give effect to Te Mana o te
Wai.

e Requiring Taumata Arowai to take account of the National Paolicy Statement for
Freshwater Management, and any regional plans prepared under the Resource
Management Act that relate to freshwater, as part of the exercise of its functions, duties
and powers.

The proposed changes will provide regulatory certainty to Taumata Arowai and suppliers,
and will remove barriers to Taumata Arowai taking a proportionate, cost effective and
efficient approach in its functions and duties.

What does this mean for councils and other drinking water
suppliers?

These changes support a regulatory response that is proportionate to the scale, complexity,
and risk profile of each drinking water supply.

For councils and other drinking water suppliers, reduced regulatory requirements — and
changes to the regulatory approach taken by Taumata Arowai — have the potential to reduce
the costs of compliance. This is particularly likely for smaller, private and rural suppliers.

Next steps

The proposed changes covered in this factsheet will be included in a Local Government
Water Services Bill, which is expected to be introduced in December 2024.

There will be an opportunity to provide feedback on the proposed changes at select
committee.

The Department of Internal Affairs will prepare guidance material to support
implementation of Local Water Done Well, following the enactment of the Bill. This is
expected to be in mid-2025.
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Local Government (Water Services Preliminary Arrangements) Bill

The second Local Water Done Well Bill, the Local Government (Water Services Preliminary
Arrangements) Bill, is currently before Parliament and is expected to be enacted in August
2024.

The Department will be providing guidance and information for councils’ development of

Water Services Delivery Plans, following the enactment of the Bill.

Further information

For further information about Local Water Done Well, visit www.dia.govt.nz/Water-Services-
Policy-and-Legislation

Questions? Contact waterservices@dia.govt.nz
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The proposals will require changes to the Water Services Act and Resource Management Act
1991. These changes are needed to:

¢ Provide directive provisions that ensure regional councils implement a single standard
approach in resource consents, and cannot set additional or higher requirements than
the standard in consenting conditions (apart from on an ‘exceptions’ basis).

¢ Allow Taumata Arowai to set infrastructure and operating requirements that, if
implemented by a wastewater operator, will meet the treatment requirements in the
standard.

¢ Allow an easier resource consenting path or 'pre-consented option’ for lower-risk small-
scale modular wastewater treatment plants that meet the wastewater environmental
performance standard.

The specific details of the legislative changes are still being developed, and will be included
in the Local Government Water Services Bill.

This new approach is intended to:

¢ Reduce the regulatory burden by ensuring environmental regulation in water services
legislation is proportionate to risk and benefit.

e Deliver much greater standardisation of treatment systems and related infrastructure.

e Enable material cost efficiencies in the design, build and operation of wastewater
systems.

e Provide councils with greater certainty of costs.

This approach does not mean that the environmental requirements for discharges to
freshwater or coastal water will be lower —but it will enable a consistent approach for
consenting the discharge of wastewater from treatment plants.

In the absence of a national wastewater standard, some councils have imposed regulatory
requirements and, indirectly, costs that have made consenting wastewater plants and
discharges very difficult.

Around 70 percent of wastewater treatment plants will require reconsenting in the next 10
years, with the most challenging issues arising where plants discharge to freshwater or low
mixing environments like estuaries or bays close to the coast.

Use of modular design plants for low-risk small scale wastewater plants

The proposals recognise there is a significant opportunity for economies of scale and cost
savings across the system if an end-to-end modular design-consent-build approach was
adopted for lower risk treatment plants for small communities (e.g. less than 1,000 people),
aligned to the new wastewater standard.

Around half of the wastewater treatment plants that will require reconsenting in the next
decade provide services to populations of 1,000 people or fewer. These plants make up
around 50 percent of the total number of council-owned wastewater plants in New Zealand.
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While there will be local differences, industry estimates are that up to half of those costs of
smaller wastewater treatment plans relate to costs of design and consenting. Modular off-
the-shelf wastewater treatment plant reduce design, construction and procurement costs
and would enable wastewater treatment plans to be delivered faster.

Process for making the wastewater environmental performance standards

The standards will by developed by Taumata Arowai through a process that includes
consultation with wastewater network operators (territorial authorities) and regional
councils.

The Government has decided that this process should also be considered by Cabinet with a
regulatory impact analysis — to help ensure the costs, benefits and risks associated with the
proposed standards are identified and examined.

The amended process will mean the standards are made through an Order in Council —
similar to the approach that is already taken for making drinking water standards. The same
approach will also apply when Taumata Arowai develops stormwater environmental
performance standards under the Water Services Act 2021.

National engineering design standards

What are the proposed changes and why are they needed?

The Government is proposing to introduce a mandatory set of national engineering design
standards for water services network infrastructure. This would support the Government’s
aim to increase standardisation to lower the costs of providing infrastructure.

The provision of reticulated network infrastructure is a key component of land use
development. Councils develop and use Codes of Practice for Land Development to guide
those involved in land developments on technical standards for network infrastructure.
There are approximately 45 different standards in New Zealand providing information on
how to design and construct water network infrastructure.

National engineering design standards would provide regulatory engineers, design
engineers, developers, and contractors servicing the land development industry with one
common set of engineering design standards across New Zealand.

The standards would not override any other regulatory requirements in relation to land
development (such as Resource Management Act 1991 requirements), but are intended to
support the consenting process by providing the technical requirements for the planning,
design, construction, and handover of network infrastructure.

The primary purpose of the standards would be to document technical best practice for the
design and construction of drinking water, wastewater and stormwater network or
reticulation infrastructure.

Benefits associated with these standards are likely to include:
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e greater efficiencies for the design, approval, procurement, construction, maintenance
and renewal of network infrastructure;

e the ability to use the national engineering design standards for construction and renewal
contracts; and

e acommon technical reference for the development of industry training and skills.

Further work will be undertaken to develop and confirm matters such as the detailed scope
and content of the national engineering design standards, the process for developing them,
the relationship with other regulatory requirements, and any relevant transitional
arrangements and timeframes. The Local Government Water Services Bill will provide for
these standards to be made through regulation.

It is anticipated the standards will include a mixture of mandatory minimum engineering
design standards, and informative statements to provide context and enable better
understanding of the mandatory requirements. They will be developed with appropriate
technical and sector input, and reviewed regularly as new engineering methodology and
products are developed.

What does this mean for councils and consumers?

The proposals relating to wastewater environmental performance standards and national
engineering design standards are intended to reduce the costs, inefficiencies, and regulatory
compliance processes associated with providing water infrastructure.

As councils are primarily the owners and providers of water infrastructure, this will mean
significant cost savings — which can be passed on to ratepayers.

Consumers should also see upgrades and renewals of wastewater treatment plants in their
communities implemented in faster timeframes.

Next steps

The proposed changes covered in this factsheet will be included in a Local Government
Water Services Bill, which is expected to be introduced in December 2024.

There will be an opportunity to provide feedback on the proposed changes at select
committee.

The Department of Internal Affairs will prepare guidance material to support
implementation of Local Water Done Well, following the enactment of the Bill. This is
expected to be in mid-2025.

Local Government (Water Services Preliminary Arrangements) Bill

The second Local Water Done Well Bill, the Local Government (Water Services Preliminary
Arrangements) Bill, is currently before Parliament and is expected to be enacted in August
2024.
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The Department will be providing guidance and information for councils’ development of
Water Services Delivery Plans, following the enactment of the Bill.

Further information

For further information about Local Water Done Well, visit www.dia.govt.nz/Water-Services-
Policy-and-Legislation

Questions? Contact waterservices@dia.govt.nz
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