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PROPOSAL FOR HURUNUI DISTRICT COUNCIL TO
OPPOSE THE GOVERNMENT'S THREE WATERS REFORM

Background

The Hurunui District Council is consulting on its proposal to oppose the government’s Three
Waters Reform using Section 83 (Special Consultative Procedure) of the Local Government Act
(LGA). Information on the government’s Three Waters Reform can be found on the Department of
Internal Affairs website at https://www.dia.govt.nz/Three-Waters-Reform-Programme. The Council
at its meeting of 30 September 2021 resolved as follows: 

THAT THE COUNCIL RESOLVES TO UNDERTAKE FULL CONSULTATION WITH THE
COMMUNITY ABOUT THE FUTURE OF THREE WATERS SERVICE DELIVERY, SHOULD THE
GOVERNMENT PROCEED WITH ITS PROPOSAL.

At its meeting of 27 August 2020 the Hurunui District Council resolved to engage with the
government on its Three Waters Reform programme in return for a share of a COVID19 stimulus
package to fund three waters capital works. This resolution was made on the basis that any
reforms would be voluntary and Council would have the power to opt out of any proposed reform.
On Wednesday 27 October 2021 the Minister for Local Government Honourable Nanaia Mahuta
announced the government’s intention to introduce a Bill to proceed with the reform proposal and
to make the reforms mandatory removing the option for Council’s to opt out of the reform process. 
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The government’s Three Waters Reform proposals are largely based on economic modelling
undertaken by the Water Infrastructure Commission of Scotland (WICS). Hurunui District
Council provided a significant volume of data which it understood was to form the basis for this
modelling. The WICS modelling for the Hurunui District (Appendix 2) contains incorrect
assumptions which lead to the model significantly overstating the future cost for three waters
services in the Hurunui District. 

Further, the WICS modelling does not fit well where a drinking water scheme is ancillary to the
main purpose of the scheme, which is to provide stock water.

mutual trust and respect; and
openness, promptness, consistency and fairness in all dealings and communication
including through adopting a no-surprises approach to any matters or dealings related to
the reform programme; and
non-adversarial dealings and constructive problem-solving approaches; and
working co-operatively and helpfully to facilitate the other Parties perform their roles; and
openly sharing information and analysis undertaken to date on the state of the system for
delivering three waters services and the quality of the asset base.

Hurunui District Council agreed to engage with the government on its reform proposals via a
Memorandum of Understanding (Appendix 1). At the time of signing this MOU it was explicit
that Councils would have the opportunity to opt out of any proposed reforms of the delivery of
three waters services. The government has now announced that it intends to make the reforms
mandatory, unilaterally removing the previously agreed option for Councils to opt out. 

Further, the MOU required both parties to act in good faith as follows:

The Parties shall promote a relationship in their dealings with each other, and other Parties
related to the three waters services reform, based on: 

Why does the Hurunui District Council propose to oppose the
government's Three Waters Reform?

HURUNUI DISTIRCT COUNCIL STATEMENT OF PROPOSAL

The proposed governance model for the new water entities is complex and not fit for purpose
as it has the effect of distancing the accountability of the entities from their customers. This is
a significant backward step from the current situation. 

The government claims that Councils will continue to own the three waters assets, thus
absolving itself from its duty to pay Councils for the assets they propose to transfer to the new
water entities. Council cannot by definition continue to own the three waters assets if the
assets no longer appear on its balance sheet, and it has no direct control of the assets.

There is no clear definition of how stormwater will be treated under the proposed reform.

Overall, the Hurunui District Council is of the view that the government’s proposal to reform three
waters service delivery is poorly defined, is seriously flawed in its economic analysis and negatively
impacts local democracy and control. Hurunui District Council proposes to vigorously oppose the
government’s proposed Three Waters Reform.
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The government’s unilateral announcement that it intends to advance a Bill which makes the
reforms mandatory is a direct contradiction of the partnership approach agreed in the MOU.
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How does the Hurunui District Council intend to oppose the
government's Three Waters Reform?

The Hurunui District Council intends to oppose the government’s Three Waters Reforms by:

Continuing to make strong representations to the government and other interested parties
pointing out the significant flaws in the government’s reform proposal. This activity will likely
include making representations to halt or modify the reform to any Select Committee formed to
consider the Bill designed to implement the reform.

Investigating the possibility of taking legal action either on its own account or in conjunction with
other Councils or interested parties to halt or modify the reform.

Joining up with and providing support to other Councils, individuals or organisations opposed
to the reform.

Any other actions the Council believes will be effective in halting or modifying the reform.

Whilst it is difficult to accurately predict the costs of the actions above, Council proposes to set aside a
fighting fund of up to $100,000 to fund the activities above.

What other options has the Council considered? 

The only other option considered by the Hurunui District Council has been to acquiesce to the
government’s Three Waters Reform. If this option was followed, ratepayers would lose control
of approximately $150,000,000 of three waters assets, and are unlikely to see much, if any
economic benefit. Further, ratepayers and residents would be left with a governance model
which is not fit for purpose. The benefit of acquiescing to the reform programme would be that
Council would not incur the costs that will likely come from opposing the reforms.
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Feedback and submissions

Feedback from the community is sought on the matters proposed above. The Hurunui District
Council is consulting on our opposition to the government’s Three Waters Reform Bill using
Section 83 (Special Consultative Procedure) of the Local Government Act (LGA). The LGA at
s87 allows Council to consult with the community on this proposal and allows the opportunity
for enquiries and feedback. 

This proposal is available for community feedback via the submission process from Monday 8
November 2021 at 9am until Sunday 5 December 2021 at 5pm. Submissions can be made as
follows: 

Email: submission@hurunui.govt.nz - with the subject line 'Three waters reform' 
Post to: Hurunui District Council, PO Box 13, Amberley 7441 
Drop in to: Hurunui District Council, 66 Carters Road, Amberley 

Those who file a written submission have the option to present their views to Council in person.
Submitters wishing to be heard in person must clearly state this in their written submission.



HURUNUI DISTIRCT COUNCIL STATEMENT OF PROPOSAL 

APPENDICES

Appendix 1                                                                                        

Appendix 2
Water Infrastructure Commission for Scotland (WICS) modelling for Hurunui
District Council

Memorandum of Understanding (MOU) - Three Waters Reform

4



1 

Memorandum of Understanding 

Three Waters Services Reform 

Between the Sovereign in right of New 
Zealand acting by and through the 
Department of Internal Affairs and  
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PURPOSE 

This Memorandum of Understanding (Memorandum) sets out the principles and objectives that the Parties 
agree will underpin their ongoing relationship to support the improvement in three waters service delivery 
for communities with the aim of realising significant public health, environmental, economic, and other 
benefits over the medium to long term. It describes, in general terms, the key features of the proposed 
reform programme and the Government funding arrangements that will support investment in three waters 
infrastructure as part of the COVID 19 economic recovery.   

BACKGROUND 

Over the past three years central and local government have been considering solutions to challenges facing 
the regulation and delivery of three water services. This has seen the development of new legislation to 
create Taumata Arowai, the new Water Services Regulator, to oversee and enforce a new drinking water 
regulatory framework, with an additional oversight role for wastewater and stormwater networks.  

While addressing the regulatory issues, both central and local government acknowledge that there are 
broader challenges facing the delivery of water services and infrastructure, and the communities that fund 
and rely on these services. There has been regulatory failure, underinvestment in three waters infrastructure 
in parts of the country, and persistent affordability challenges, and additional investment is required to 
increase public confidence in the safety of drinking water and to improve freshwater outcomes. 
Furthermore, investment in water service delivery infrastructure is a critical component of a collective 
response to climate change and increasing resilience of local communities. 

The Parties to this Memorandum consider it is timely to apply targeted infrastructure stimulus investment to 
enable improvements to water service delivery, progress reform in partnership, and ensure the period of 
economic recovery following COVID-19 supports a transition to a productive, sustainable economy. 
Additional funding will be subject to Government decision-making and reliant on the Parties demonstrating 
substantive progress against the reform objectives.  The quantum, timing, conditions, and any other 
information relating to future funding will be advised at the appropriate time but will likely comprise 
additional tranches of funding and more specific agreement to key reform milestones.   

The reform process and stimulus funding, proposed by Government, is designed to support economic 
recovery post COVID-19 and address persistent systemic issues facing the three waters sector, through a 
combination of: 

• stimulating investment, to assist economic recovery through job creation, and maintain investment
in water infrastructure renewals and maintenance; and

• reforming current water service delivery, into larger scale providers, to realise significant economic,
public health, environmental, and other benefits over the medium to long term.

There is a shared understanding that a partnership approach will best support the wider community and 
ensure that the transition to any eventual new arrangements is well managed and as smooth as possible.  
This requires undertaking the reform in a manner that enables local government to continue and, where 
possible, enhance delivery of its broad “wellbeing mandates” under the Local Government Act 2002, while 
recognising the potential impacts that changes to three waters service delivery may have on the role and 
functions of territorial authorities. 
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PRINCIPLES FOR WORKING TOGETHER 

The Parties shall promote a relationship in their dealings with each other, and other Parties related to the 
three waters services reform, based on: 

• mutual trust and respect; and

• openness, promptness, consistency and fairness in all dealings and communication including through
adopting a no-surprises approach to any matters or dealings related to the reform programme; and

• non-adversarial dealings and constructive problem-solving approaches; and

• working co-operatively and helpfully to facilitate the other Parties perform their roles; and

• openly sharing information and analysis undertaken to date on the state of the system for delivering
three waters services and the quality of the asset base.

This Memorandum is intended to be non-binding in so far as it does not give rise to legally enforceable 
obligations between the Parties. 

REFORM OBJECTIVES AND CORE DESIGN FEATURES 

By agreeing to this Memorandum, the Parties agree to work constructively together to support the 
objectives of the three waters service delivery reform programme. 

The Parties agree that the following objectives will underpin the reform programme and inform the 
development of reform options/proposals: 

• significantly improving the safety and quality of drinking water services, and the environmental
performance of drinking water and wastewater systems (which are crucial to good public health and
wellbeing, and achieving good environmental outcomes);

• ensuring all New Zealanders have equitable access to affordable three waters services;

• improving the coordination of resources, planning, and unlocking strategic opportunities to consider
New Zealand’s infrastructure and environmental needs at a larger scale;

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

• moving the supply of three waters services to a more financially sustainable footing, and addressing
the affordability and capability challenges faced by small suppliers and councils;

• improving transparency about, and accountability for, the delivery and costs of three waters services,
including the ability to benchmark the performance of service providers; and

• undertaking the reform in a manner that enables local government to further enhance the way in
which it can deliver on its broader “wellbeing mandates” as set out in the Local Government Act
2002.
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In addition to these objectives, the Parties recognise that any consideration of changes to, or new models 
for, water service delivery arrangements must include the following fundamental requirements and 
safeguards: 

• mechanisms that provide for continued public ownership of water service delivery infrastructure,
and protect against privatisation; and

• mechanisms that provide for the exercise of ownership rights in water services entities that consider
the interests and wellbeing of local communities, and which provide for local service delivery.

The Parties also recognise the reform programme will give rise to rights and interests under the Treaty of 
Waitangi and both Parties acknowledge the role of the Treaty partner.  This includes maintaining Treaty 
settlement obligations and other statutory rights including under the Resource Management Act 1991 
and the Local Government Act 2002.  The outcome of discussions with iwi/Māori will inform design of 
appropriate mechanisms to reflect Treaty interests. This will include clarity of roles and responsibilities.  

The Parties agree to work together to identify an approach to service delivery reform that incorporates 
the objectives and safeguards noted above, and considers the following design features as a minimum: 

• water service delivery entities, that are:

- of significant scale (most likely multi-regional) to enable benefits from aggregation to be
achieved over the medium to long-term;

- asset owning entities, with balance sheet separation to support improved access to capital,
alternative funding instruments and improved balance sheet strength; and

- structured as statutory entities with appropriate and relevant commercial disciplines and
competency-based boards;

• delivery of drinking water and wastewater services as a priority, with the ability to extend to
stormwater service provision only where effective and efficient to do so; and

• publicly owned entities, with a preference for collective council ownership;

• mechanisms for enabling communities to provide input in relation to the new entities.

The Parties acknowledge that work will also be undertaken to develop a regulatory framework, including 
mechanisms to protect the interests of consumers. 

FUNDING ARRANGEMENTS 

The Government has indicated its intention to provide funding to stimulate investment to enable 
improvements in water service delivery, support economic recovery and progress Three Waters Services 
Reform. The quantum of funding available for the Council (and each participating Council) will be notified 
by Government prior to signing this Memorandum.  



5 

Funding will be provided as soon as practicable following agreement to this Memorandum and the 
associated Funding Agreement and Delivery Plan. The Delivery Plan will need to show that the funding is 
to be applied to operating or capital expenditure on three waters service delivery (with the mix to be 
determined by the Council) that: 

• supports economic recovery through job creation; and

• maintains, increases and/or accelerates investment in core water infrastructure renewals and
maintenance.1

The Delivery Plan will be based on a simple template and will include a summary of projects, relevant 
milestones, costs, location of physical works, number of people employed in works, reporting milestones 
and an assessment of how it supports the reform objectives set out in this Memorandum.  

The Delivery Plan will be supplied to Crown Infrastructure Partners, and other organisations as agreed 
between the Parties, who will monitor progress of application of funding against the Delivery Plan to 
ensure spending has been undertaken consistent with public sector financial management requirements. 

Agreement to this Memorandum and associated Funding Agreement and Delivery Plan are required prior 
to the release of Government funding. The Council will have the right to choose whether or not they wish 
to continue to participate in the reform programme beyond the term of the Memorandum. 

FUTURE AGREEMENTS 

The Parties may choose to enter other agreements that support the reform programme. These 
agreements will be expected to set out the terms on which the Council will partner with other councils to 
deliver on the reform objectives and core design features, and will include key reform milestones and 
detailed plans for transition to and establishment of new three waters service delivery entities. 

PROGRAMME MANAGEMENT 

The Government will establish a programme management office and the Council will be able to access 
funding support to participate in the reform process. 

The Government will provide further guidance on the approach to programme support, central and 
regional support functions and activities and criteria for determining eligibility for funding support. This 
guidance will also include the specifics of any information required to progress the reform that may be 
related to asset quality, asset value, costs, and funding arrangements. 

TERM 

This Memorandum is effective from the date of agreement until 30 June 2021 unless terminated by 
agreement or by replacement with another agreement related to the reform programme. 

1 Maintains previously planned investment that may have otherwise deferred as a result of COVID-19. 



6 

INTERACTIONS, MONITORING, INFORMATION AND RECORDS 

The Parties nominate the following representatives to act as the primary point of communication for the 
purposes of this Memorandum and any other purpose related to the reform programme.   

Allan Prangnell 

threewaters@dia.govt.nz

CC. Chief Legal Advisor

Legal.notices@dia.govt.nz

It is the responsibility of these representatives to: 

• work collaboratively to support the reform objectives;

• keep both Parties fully informed;

• act as a first point of reference between Parties and as liaison persons for external contacts; and

• communicate between Parties on matters that arise that may be of interest to either party.

If the contact person changes in either organisation, the other party’s contact person must be informed 
of the new contact person immediately and there should be an efficient transition to ensure the 
momentum of the reform process is not undermined. 

Government's representative Territorial Authority's representative 
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CONFIDENTIALITY 

Neither of the Parties is to disclose, directly or indirectly, any confidential information received from the 
other party to any third party without written consent from the other party, unless required by processes 
under the Official Information Act 1982 or the Local Government Official Information and Meetings Act 
1987 (whichever applies), or under a Parliamentary process- such as following a Parliamentary question, 
in which case the relevant party is to inform the other party prior to disclosure.  Protocols will be 
established to enable exchange information between Councils where that is consistent with progressing 
reform objectives. 

DISPUTE RESOLUTION 

Any dispute concerning the subject matter of this document is to be settled by full and frank discussion 
and negotiation between the Parties. 
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…………………………………………………………………. 

SIGNED by The Sovereign in right of New Zealand 
acting by and through the Chief Executive of the 
Department of Internal Affairs 

Date

………………………………………………………………… 

SIGNED by 

on behalf of 

 Date 

………………………………………………………………… 

SIGNED by 

on behalf of 

Date 

………………………………………………………………….. 

Witness name 

Witness occupation 

Witness address 

Date 

Witness signature 

shawda
Stamp
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Alan D A Sutherland
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What the DIA’s Request for 
information tells an economic 
regulator about the prospects 
for charges in Hurunui 
District Council



www.watercommission.co.uk

Please note these slides represent preliminary analysis undertaken 
by the Water Industry Commission for Scotland and are broadly 
directional and subject to review. Further work is required to 
compare this analysis with potential reform scenarios, and the 
results of this will be included as part of more detailed information 
that will be shared with local authorities in the second half of the 
year prior to seeking decisions on whether they wish to opt out of 
the reform process. The information contained in these slides 
should be treated as preliminary for the purpose of councils better 
understanding how they compare against international 
benchmarks observed by WICS based on their RfI data.
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This presentation sets out the conclusions that an economic 
regulator would draw from the information provided in the 
DIA’s Request for Information…

• How an economic regulator determines charges 

• Factors that influence price and information from the RFI used

• Initial Conclusions

• Special factors

• Discussion and questions
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An economic regulator typically has a duty to ensure 
that the regulated entity can finance its functions on a 
sustainable basis…

• An economic regulator will consider both sources of financing (is borrowing available?; what is the 
impact of borrowing on future customers etc.) and funding (the appropriate level of charges, or, if 
appropriate, reliable – and continuing – Government grant).

• An economic regulator therefore seeks to model current and future cashflows to understand the 
appropriate level of charges over time. This takes into account the availability of financing over time.

• There are certain expenditures that are recurring on an annual basis:

- Operating costs (current and future – future incremental operating costs are a function of the level of investment in 
improving levels of service); and

- Interest charges.

• There are investments that need to be committed, the extent of which will vary over time. These 
include:

– Investment in improving levels of service (environment, water quality, climate change, growth, seismic resilience, 
customer experience)

– Investment in maintaining levels of service (refurbishment and replacement off assets on an optimised basis).

• Variations in levels of investment to improve levels of service can reasonably be managed by varying the 
level of new debt – subject to debt interest coverage remaining reasonable over time. Investment 
required to maintain levels of service (economic depreciation) should be allowed for in full in annual 
charges. More on this later…
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In setting charges, an economic regulator will also 
consider…

• Levels of compliance:

– What is required to ensure drinking water standards now and into the future are met?

– What is required to ensure that environmental standards now and into the future are met?

• Levels of service to customer:

– What investment is required to deal with water pressure?

– What investment is required to deal with flooding?

– What investment is required to deal with service resilience?

– What investment is required to deal with growth and extension of coverage?

• Other external obligations placed on the service provider:

– What is the cost of ensuring there is appropriate seismic resilience?

– What are the costs of adapting to, and mitigating, Climate Change?

• Operating expenditure efficiency:

– Is there scope for operating expenditure efficiency (operating costs compared with service levels)? 

• The scope for capital expenditure efficiency:

– Is there scope for capital expenditure efficiency?

• Future prospects:

– Is the service provider financially sustainable?

– Are charges consistent with reasonable inter-generational equity? (In other words, are current customers potentially benefitting from 
low charges to the detriment of future customers? This may happen, for example, if charges do not reflect the full economic 
depreciation of the asset base.)
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The economic regulator will model cashflows and seek to 
maintain a reasonable balance in debt levels over time…

• The economic regulator will model cash outflows:
- Operating expenditure;
- Additional operating expenditure arising from new investment
- Investment in replacement and refurbishment;
- Investment in improving levels of service, growth or compliance;
- Interest charges.

• The economic regulator will adjust these outflows downwards to reflect the 
modelled scope for efficiency.

• The economic regulator will then model cash inflows from charges, including 
new bill payers that have been connected (either through growth or by the 
system being extended).

• Finally, the economic regulator will balance the need to change charge levels 
with the prudent management of debt levels and the maintaining of a 
sustainable financial structure. 
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This presentation sets out the conclusions that an economic 
regulator would draw from the information provided in the 
DIA’s Request for Information…

• How an economic regulator determines charges 

• Factors that influence price and information from the RFI used

• Initial Conclusions

• Special factors

• Discussion and questions
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The factors that most influence charge levels both now and 
into the future are…

• Operating expenditure. 

• Opportunity to access efficiency improvement (this is not the same as cutting costs 
– it is about the level of costs relative to the levels of service provided).

• Asset refurbishment and replacement (economic depreciation).

• Levels of service improvement and growth investment.

• The financing structure of the service provider – by its very nature the current net 
present cost analysis does not include the costs of legacy debt or the cost of 
financing the new investment.
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WICS has adopted a range of approaches to 
establish the likely requirement for investment in 
New Zealand…

Approach (Current prices)* Low estimate of enhancement 
and growth

High estimate of enhancement 
and growth

Adjusting comparisons with Great 
Britain since 1996 to include growth in 
connections

NZ$61 Billion NZ$80 Billion

A comparison based on investment in 
Scotland by council area

NZ$80 Billion NZ$96 Billion

A comparison based on asset values per 
connected citizen

NZ$83 Billion NZ$87 Billion

The information contained in the ‘G’ 
Tables

NZ$54 Billion NZ$54 Billion

In lines with these estimates of the investment required by 2050, the requirement 
for future annual expenditure on replacing assets is likely to increase from some 
$1.2 Billion annually currently to over NZ$3 Billion by 2050 in current prices.
Analysis suggests asset replacement expenditure alone could reach around NZ$20 
Million – NZ$25 Million by 2050 for Hurunui District Council in current prices.

*Draft preliminary analysis.
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The modelling that follows is largely based on the 
RFI…
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Item*
(Current prices)

Source of 
information

Estimate(s)

Starting operating expenditure RFI E Tables NZ$6.4 Million

Average annual replacement/ refurbishment proposed in the draft 
long-term plan

RFI G Tables NZ$1.8 Million

Average annual levels of service and growth investment proposed in 
the draft long-term plan

RFI G Tables NZ$5.2 Million

Method 1** Method 2***

High estimate of 2050 identified need for levels of service and 
growth investment based on external benchmarks from other 
jurisdictions – Council pro-rata share

Benchmarking 
based on 
investment by 
Scottish Water by 
Council Area

NZ$700 Million NZ$700 Million

Sensitivity analysis (minus 25%) of the 2050 identified need for levels 
of service and growth investment based on external benchmarks 
from other jurisdictions – Council pro-rata share

As above NZ$520 Million NZ$520 Million

* Draft preliminary analysis.
** Method 1 uses a density function to estimate the future levels of service and growth investment for each council. A cap of NZ$70,000 per connected 
citizen applies based on observed investment in remote areas of Scotland.
*** Method 2 uses a weighted average of population served and land area to estimate the future levels of service and growth investment for each council. 
A cap of NZ$70,000 per connected citizen applies based on observed investment in remote areas of Scotland.
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This presentation sets out the conclusions that an economic 
regulator would draw from the information provided in the 
DIA’s Request for Information…
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• Special factors

• Discussion and questions

11



www.watercommission.co.uk

Before turning to the conclusions of analysis, it is important to 
note that the full potential of Three Waters reform depends 
on many factors… 

• Our experience in Scotland suggests six factors are particularly important:

1. Management: Our experience in Scotland is that having the right senior team and career 
progression for specialists (investment, operations, customer service and finance) was critical to 
our success. 

2. Governance and design of the three waters service delivery vehicles: In Scotland, we were 
committed to public service provision, but Scottish Water is run on a fully commercial basis. 

3. Clarity of required outcomes: Inevitably there is never enough money in the system, so difficult 
choices will arise. In Scotland we recognise that these choices are political.

4. Independent economic regulation: Regulation ensures that funding is appropriate to the task at 
hand and expected by customers and citizens.

5. Robust and empowered water quality and environmental regulation: Regulation ensures that 
the three waters provider delivers the water quality and environmental outcomes that are 
expected.

6. Scale: There is clear evidence that scale does impact the opportunity for successful delivery…

• The slides that follow focus on the last three factors. 
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What makes for effective regulation – a personal 
perspective…

• Regulation has to be independent of Government insofar as how it delivers 
on its statutory function. It should always, however, be clear that its role is 
to ensure that standards required by Government are delivered effectively 
(and, for an economic regulator, within agreed budgets).

• Regulation requires to be resourced effectively (a levy payment from the 
regulated entity can be effective at creating an appropriate tension).

• The water quality and environmental regulators should advise Government 
(central and/ or local) on standards and the rationale for change. This 
advice should include both suggested deadlines for compliance but also 
what may be possible. But standard setting is a matter for Government to 
decide.

• The water quality and environment regulators should sign off on delivery of 
agreed and targeted investment outcomes. They should also publish their 
thoughts on the performance of the three waters service delivery entities.
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This perspective continued…

• The economic regulator should be charged with setting prices that reflect the 
‘efficient cost’ of service delivery that it is reasonable to expect. Such price setting 
exercises should be transparent, engage stakeholders on the material issues and 
involve customer and community voices. They should be for a minimum period of 
five years – but experience also suggests that charges setting needs to be 
consistent with the achievement of the long-term outcomes desired by 
Government.

• The economic regulator should monitor progress against the ‘regulatory contract’ 
that results from a price setting exercise and report on progress by the regulated 
entity against that contract.

• The economic regulatory process will have to be based soundly in detailed 
information collection and analysis: the opportunities to use markets to explore 
the potential of dynamic efficiency are very limited in the three waters. 

• An effective regulator will need to access information on a regular basis that is 
both more extensive and more detailed than the RFI process has been. This 
regular information would likely be supplemented by tailored additional requests 
from time to time and in advance of a price setting exercise. 
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• WICS has also been considering the observed operating efficiency improvement of the different scale 
of UK entities over periods beginning in 1994 through to 1996 and concluding six years later.

• There appears to be a clear pattern where smaller entities achieve a smaller gain in efficiency than 
larger entities.

• Companies serving less than about 800,000 have done much less well – they only managed to close 
between 10% and 50% of what the best performing larger companies have been able to realise. 
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Experience suggests that scale is critical in achieving efficiency…
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When Scottish Water was formed, it was very inefficient when 

compared to the privatised companies in England and Wales…

• Scottish Water serves 5.2 million customers. 

• This is where the Scottish water industry’s 
relative position in operating expenditure was 
in 2002. It lagged some 40% to 50% behind the 
private sector companies in England.

• The efficiency gap with England and Wales 
was greater because this assessment covers 
only costs, not levels of service.
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Scottish Water has since reduced its operating costs by over 50% -
and this is whilst improving levels of service to customers and 
absorbing the new operating costs associated with its investment 
programme….

17

$290

$160
$150

$130
$120

$40 $170

$10

$0

$50

$100

$150

$200

$250

$300

$350

Scotland 2002 New operating
costs
from

investment

Operating cost
efficiencies

Scottish Water
2019

Expenditure not
incurred

by New Zealand
councils*

Scottish Water
for comparison

Scottish Water
projected 2030

Scottish Water
projected 2050

Scottish Water’s operating costs per connected citizen (in 2019 prices)

* Includes cost of 

regulation and the cost 

of additional sampling.  

Net of projected cost 

efficiency reduction of 

c.1% per annum



www.watercommission.co.uk

Similarly, before reform, Scotland lagged well behind the companies 
in England and Wales on levels of service. They had been privatised 
13 years earlier…

• Ofwat introduced the overall performance 
assessment (OPA) in 1999. It covers four broad 
categories of measures. These are:

- Water supply: inadequate pressure, unplanned supply 
interruptions, water restrictions and water quality;

- Wastewater service: internal sewer flooding incidents 
(due to overloaded sewers and other causes) and 
properties at risk of sewer flooding;

- Environmental performance: leakage, sewage sludge 
disposal and non-compliant wastewater treatment works; 
and

- Customer contact which covers telephone contacts, 
response to billing contacts and response to written 
complaints.

• WICS began reviewing Scottish Water’s level of 
service performance in 2002.
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The Three Waters customers of Hurunui District Council could 
reasonably expect a similar improvement if water reform 
progresses. At the current time, Hurunui District Council would 
score less than 100 OPA points…
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Our analysis of the three waters operating costs of Hurunui 
District Council suggests that its costs are around double those 
in Scotland today…

To be clear, when WICS takes into account the scale of Hurunui District Council as a stand-alone
entity, it could not reasonably expect HDC’s relative operating efficiency to improve given the costs
associated with investing in enhancing services. The modelled cashflows are consistent with this.

• High-level unit cost comparisons based on operating expenditure in 2019/20 show that the three waters 
costs are over 350% higher on a per head of connected population basis. Such simple comparisons have 
limitations (e.g. they do not account for economies of scale) but can be useful in highlighting to management 
and policy makers where there is scope for improvement.

• Using simple statistical models that have been in place since 1998 that adjust for factors such as geography, 
topography, the environment, population served and density and inherited asset bases. By adjusting for such 
factors, the observed differences in costs can be attributed to relative cost effectiveness. These comparisons 
suggest that three waters costs are 100% higher than the England and Wales industry in 2004 and, reflecting 
operating costs associated with new investment, 70% higher than Scotland today.

• These differences should not be surprising given that, at the time of these comparisons, the water industry in 
the UK industry had been subject to economic, environmental and water quality regulation for over 15 years. 
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WICS has analysed the Net Present Cost (NPC) per 
connected citizen per year under four different 
scenarios…

Scenario 1: The (provisional) LTP expenditure information reported in the RFI

Scenario 2: Scenario 1, adjusted to reflect WICS’ analysis of the required 
underlying depreciation.

Scenario 3: Scenario 2, adjusted to reflect the high end of the likely required 
investment in enhancement and growth.

Scenario 4: Scenario 3, adjusted for a sensitivity analysis (minus 25%) to reflect the 
low end of the likely required investment in enhancement and growth.

In the absence of a policy of social time preference rates (which we would expect 
to be around 0.5%-1%), we have applied the New Zealand treasury risk-free rate of 
0.65%. A social time preference rate means citizens should be neutral as to when 
any required expenditure occurs.
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The modelling applies the following assumptions…
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Parameter Value Source
Annual change in operating expenditure 
(real terms)

0.4%
In line with growth in 
connections over 2022-31

New operating expenditure as a percentage of 
enhancement and growth investment

3.0%
High end of the range from 
international benchmarks (1-
3%)

Capital real price effects (per annum) 1.0%
Low end of range from RFI 
Table G5
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The modelling applies the following assumptions…
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Parameter Value Source
Customer base assumptions
Water connected population 15,194 RFI Table A1

Wastewater connected population 9,952 RFI Table A3

Annual growth in connections 0.4%
Growth rate over 2022-31 
from RFI Table G1

Asset replacement assumptions
Percentage of enhancement and growth investment 
relating to short and medium life assets

60% UK benchmarks

Percentage of enhancement and growth investment 
relating to long life assets

40% UK benchmarks

Average asset life: short and medium life assets 
(new assets)

30 RFI Table J1

Average asset life: long life assets (new assets) 100 RFI Table J1
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Economic depreciation is critical to future 
sustainability but is not easy to address…

• The extended lives of three waters assets makes providing for their future 
replacement very challenging.

• Assets typically deteriorate quite slowly and consequently in the first years (often 
decades) after they are first constructed, the level of expenditure required to 
refurbish or replace parts (or all) of these assets is very low.

• It is challenging to know how long the life of an asset will be. It depends on 
(among other things):

- the quality of the construction;
- the material of the construction;
- ground conditions (seismic activity); and
- the operational and maintenance practices adopted during the asset’s life.

• It is (relatively) straightforward to understand how much was invested to 
construct an asset. But it is very difficult to know how much it might cost to 
replace. This is due to:

- changes in operational practice; 
- required future capacity; 
- changes in technology; and
- future construction costs (and doubtless many other factors!).
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Allowing for replacement…

• It can be very difficult to accept that 
depreciation allowances ultimately have a very 
defined purpose – the replacement of an asset.

• Particularly when the asset is relatively new, it 
can seem strange to generate cash that does 
not immediately need to be spent.

• Certainly, in Scotland there is clear evidence 
that the level of depreciation has been 
seriously underestimated – largely a function of 
adding inflation to an historic cost accounting 
book value.

• In Scotland, expenditure on asset replacement 
and refurbishment has been running at about 
NZ$1 Billion a year – at current New Zealand 
levels of efficiency.

• Detailed work on asset replacement at a sub-
asset level, has demonstrated that Scotland 
needs to be committing in excess of NZ$3 

Billion a year at the New Zealand level of 
efficiency.

• Levels of expenditure on replacement (once the 
enhancement and growth investment to 2050 
has been committed) will need to increase by 
around three times.

• For the future industry to be properly 
sustainable, this economic depreciation should 
be allowed for in full in annual charges. This 
explains the earlier point why it is important 
that a provision for over- or under-spend 
relative to assessed economic depreciation is 
included on the service provider’s balance 
sheet. Under-spend should reduce outstanding 
debt.

• New Zealand is already seeing the 
consequences of insufficient expenditure on 
asset replacement in several parts of the 
country.
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In its review of the funds flow statements of Councils in New 
Zealand, WICS reviewed asset replacement investment…
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Council Group Weighted average annual 
expenditure per connected 
citizen*

WICS assessed economic 
depreciation per connected 
citizen**

% of economic 
depreciation

Metro*** 171 278 62%

Provincial 138 280 49%

Rural 122 243 50%

Larger rural**** 130 238 55%

Smaller rural 114 249 46%

*Based on previous three financial years.
**Based on the (low level of) economic depreciation used in Phase 1.
***Inflated by expenditure following the Christchurch earthquakes. 
****District council with a population of more than 10,000.
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The results of the analysis are set out below…

Using this NPC analysis, a Council will be able to compare its annual NPC per connected citizen for 
Scenarios 3 and 4 to the future results (analysis not yet started!!) on the impact of amalgamation. Clearly a 
lower NPC for an option would mean lower average charges for a local citizen, all else equal. These are not, 
however, immediately comparable to charges given that they do not allow for the profiling of charges, 
legacy debt and future financing costs.

Scenario Description NPC per connected citizen per 
year

1 The (provisional) LTP expenditure information 
reported in the RFI

NZ$1,380

2 Scenario 1, adjusted to reflect WICS’ analysis of the 
required underlying depreciation.

NZ$1,470

Method 1 Method 2

3 Scenario 2, adjusted to reflect the high end of the 
likely required investment in enhancement and 
growth.

NZ$4,880 NZ$4,880

4 Scenario 3, adjusted for a sensitivity analysis (minus 
25%) to reflect the low end of the likely required 
investment in enhancement and growth.

NZ$3,850 NZ$3,850
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This presentation sets out the conclusions that an economic 
regulator would draw from the information provided in the 
DIA’s Request for Information…

• How an economic regulator determines charges 

• Factors that influence price and information from the RFI used

• Initial Conclusions

• Special factors

• Discussion and questions

28
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WICS recognises that its assessment of relative efficiency is still 
incomplete. Its comparisons may not account for council-specific 
factors that may have a material impact on costs and performance…

• These relate to particular operating 
characteristics of a council resulting in them 
having unusually high or low costs compared to 
other councils – what we call ‘special factors’. 
These tend to arise from special obligations, 
the character of all or part of its customer 
base, geography or the historical development 
of the water and sewerage systems in its area 
of supply. 

• In Scotland, for example, Scottish Water has 
such factors that impact upon its cost such as 
the additional costs relating to serving small 
islands and some legacy contracts related to 
the provision of wastewater services. Factors 
that go in their favour (resulting in lower 
costs), however, include having practically no 
metering of household customers (and 

therefore avoiding the cost of reading and 
maintaining meters). 

• WICS therefore asks councils to:

– identify such factors that they consider have 
a material impact on their operating costs; 
and

– provide a high-level estimate of its 
magnitude relative to the level of operating 
costs incurred.
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WICS has already completed a similar exercise for Watercare…

Special 
factor

Description Assessment Adjustment

Inherited asset base

Full 
household 
metering

In England and Wales, the average meter 
penetration was around 20% in 2004. Watercare 
therefore has higher costs from meter reading and 
servicing. 
Watercare explained that it also has monthly billing 
and collection in place which results in higher 
printing and postage costs.

WICS has allowed the full operating costs related to meters (around 
NZ$3m). 
WICS has not adjusted for Watercare’s higher costs from monthly 
billing and collection (NZ$2.7m) given that billing frequency is 
within management control.

+NZ$3 million 

Geography and environment

Higher cost of 
chemicals and 
materials

Watercare considered that New Zealand’s location 
could mean that it incurs higher shipping costs and 
excise duties. Watercare estimates that the cost of 
chemicals and materials are 10% higher due to 
location and market size.

Watercare’s chemicals and material costs per megalitre of 
distribution input are the fifth lowest (below the lower quartile) 
and 10% below the England and Wales average. The data does not 
show that Watercare incurs higher costs than the average company 
in England and Wales. 
As a conservative assumption, however, WICS has allowed for the 
additional cost of excise duties (although it is likely that an 
exemption would apply).

+NZ$2 million

Power costs
Watercare considered that energy unit rates could 
be higher in New Zealand compared to the UK 
average.

The UK Department of Business, Energy and Industrial Strategy 
(BEIS) publishes an annual international comparison of electricity 
costs for industrial users. The comparison shows that electricity 
costs per KW/h are around 10% lower in New Zealand.  

Minus NZ$1.5 
million

High seasonal 
population

Watercare could incur higher costs from serving 
Auckland’s high tourist population.

WICS’ analysis shows that Watercare’s tourist population expressed 
as a ratio to the resident population around the UK average. 

No 
adjustment
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Special factor Description Assessment Adjustment
Legal

Bad debt

Watercare has further legal powers to collect 
outstanding debts (e.g. placing claims for 
outstanding debts on properties, restrictions on 
water use) compared to the companies in the UK. 
This is reflected in Watercare’s very low bad debt 
costs (less than NZ$100,000). 

WICS has examined bad debt levels in England and Wales. On a like-for-
like basis, Watercare would have bad debt costs of around NZ$1.5 
million (using the company with the lowest incidence of bad debt and 
adjusting for Watercare’s revenue). This is conservative as the models 
provide Watercare with an allowance based on the average incidence 
of bad debt. 

Minus NZ$1.5 
million

Traffic 
management

Watercare estimates that its maintenance costs 
are 5% higher due to additional requirements in 
NZ. 

WICS has examined the traffic management costs as a percentage of 
total operating costs. On this basis, the claim would not meet the 
materiality threshold. 

No adjustment

Consents
Watercare thought that it could be subject to 
tighter consents for wastewater discharges 
compared to the UK.

Adjustments for differences in levels of service are covered in the next 
sub-section.

No adjustment

Other

Leakage

Watercare’s low leakage could result in higher 
costs if it is operating below the economic level of 
leakage (i.e. where the cost of fixing the leak is 
more expensive than the cost of water lost).

Watercare has confirmed that it is operating at the economic level of 
leakage and therefore an adjustment is not required. 

No adjustment

Higher salaries in 
Auckland

The average weekly gross pay is higher in 
Auckland compared to the UK average. 

The relevant comparison is the total cost to the employer (i.e. including 
pensions and other employee on-costs). WICS has collected average 
weekly incomes for the UK (Office of National Statistics) and Auckland 
City Council area (Stats NZ).  WICS added employee on-costs in the UK 
and New Zealand to the average weekly earnings. The analysis shows 
that total costs to the employer are around 20% higher in the UK. 

Minus NZ$10 
million

Total adjustment Minus NZ$8 million

This results in a total adjustment of minus NZ$8 million… 
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This presentation sets out the conclusions that an economic 
regulator would draw from the information provided in the 
DIA’s Request for Information…

• How an economic regulator determines charges 

• Factors that influence price and information from the RFI used

• Conclusions

• Special factors

• Discussion and questions
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So what does WICS take from the RFI submission?

• The information contained in Council RFI submissions makes the WICS analysis in 
August/ September appear overly optimistic. 

• New Zealand’s Three Waters face substantial challenges and it will be important 
to build and maintain the trust and confidence of customers, citizens and 
stakeholders.

• It looks likely that even the very large increases in charges being discussed by 
some Councils at the current time would only partially address the challenges 
that lie ahead.

• This analysis is not meant to be critical in any way – it is simply replaying how an 
economic regulator would view the information that you provided in the RFI.

• The essential challenge is how to deliver the water quality, service levels, 
environmental outcomes and accommodate population growth…

WICS would really like to understand how you react to its analysis! Even if you
want to throw something (virtually!!)
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