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Designing the New Water Service Delivery Entities: Paper Two 
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Cabinet 

Minute of Decision 

This document contains information for the New Zealand Cabinet. It must be treated in confidence and 
handled in accordance with any security classification, or other endorsement. The information can only be 
released, including under the Official Information Act 1982, by persons with the appropriate authority. 

Portfolio Local Government 

On 14 June 2021, Cabinet: 

Context 

1 noted that the paper under CAB-21-SUB-0227 is the second in a suite of papers seeking 
decisions to transform the three waters service delivery system, which is intended to be 
considered alongside two other papers: 

1.1 A New System for Three Waters Service Delivery (Paper 1); [CAB-21-SUB-0226]; 

1.2 Protecting and Promoting Iwi/Māori Rights and Interests in the New Three Waters 
Service Delivery Model (Paper 3); [CAB-21-SUB-0228]; 

2 noted that the suite of papers referred to in paragraph 1 above follow on from initial 
decisions, made during 2020, to reform three waters service delivery arrangements to create 
large-scale water services entities, including agreement that these entities would: 

2.1 be publicly owned, with mechanisms to protect against privatisation; 

2.2 be statutory entities, designed and established by legislation; and 

2.3 have financial and operational autonomy and be able to borrow in their own right, 
independent of local government debt restrictions and the legislative decision-
making framework Local Government Act 2002; 

[DEV-20-MIN-0099] 

noted that Paper 1 in this suite of papers seeks agreement to proceed with the reforms to the 
three waters system, including decisions relating to: 

3.1 the establishment of a new service delivery model, with four new water services 
entities to take over the three waters-related infrastructure and service delivery 
responsibilities from local authorities; 

3.2 the boundaries of the new statutory entities, and which local authority districts would 
constitute each entity; 

3.3 the entities’ statutory purpose, objectives, operating principles, and general 
responsibilities; 
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Paper 1) would be the owners of the entity, and that this would be provided in legislation; 
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3.4 the stewardship arrangements for the new system, including through a Government 
Policy Statement to provide strategic direction to the water services entities; 

Proposed ownership, oversight and governance structure of the new water services 
entities 

4 noted that given the public nature of the assets and service delivery needs, ownership of the 
water services entities has been framed in the context of collective local authority 
ownership, on behalf of communities; 

5 a reed that the local authorities that constitute each water services entity (as described in 

6 a reed that there is no financial recognition of ownership, and no shareholding is provided 
for; 

7 noted that local authority ownership rights are instead provided for in the oversight and 
governance arrangements in paragraphs 11-31 below; 

8 noted that having competent and strong governance of water services entities is critical to 
the success of the three waters service delivery reforms, and that governance mechanisms 
are to be included in legislation; 

9 noted that the proposed oversight and governance mechanisms aim to strike a balance 
between providing the necessary independence for the water services entities to achieve the 
full benefits of reform, enabling communities and iwi/Māori to have an influence over 
service delivery in their area, and ensuring necessary accountability in the provision of 
essential public services; 

10 a reed that the new water services entities will: 

10.1 operate within a joint oversight framework involving representatives of local 
authorities and mana whenua from within the geographical area covered by the 
respective entities; 

10.2 each be governed by an independently appointed board; 

10.3 own assets; 

10.4 be prohibited from paying dividends, with flexibility to reinvest any surplus; 

Regional Representative Group 

11 a reed that a Regional Representative Group be established for each water services entity, 
which would: 

11.1 consist of no more than 12 members; and 

11.2 comprise equal numbers of representatives from the local authorities and mana 
whenua that constitute the geographical area covered by the entity; 

12 a reed that, in relation to the local authority representatives of the Regional Representative 
Group: 

12.1 those representatives will be collectively appointed by the elected members of the 
local authorities that constitute the water services entity; and 

em1ppemb0 2021-06-22 14:50:39 UNCLASSIFIED 
2 



can be accommodated on the membership of the Regional Representative Group, then 
members: 
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12.2 representative members will need to be elected members, chief executives, or 
appropriately qualified senior managers of a local authority; 

13 a reed that, in relation to the mana whenua representatives of the Regional Representative 
Group, those representatives will be collectively appointed by mana whenua in the 
geographical area covered by the entity; 

14 noted that Paper 3 provides further information on the selection method for the mana 
whenua representatives of the Regional Representative Group; 

15 a reed that where there are more local authorities that constitute a water services entity than 

15.1 must comprise an appropriate distribution of metropolitan, provincial and rural local 
authorities; and 

15.2 represent a geographic spread across the area covered by the entity; 

16 a reed that the legislation will include provisions for: 

16.1 the appointment process for Representatives and related requirements; 

16.2 the Minister of Local Government to appoint a group to work with local authorities 
and mana whenua, as a ‘back-stop’, if needed to facilitate the appointments of 
Representatives; 

16.3 the rotation of Representatives; 

16.4 the length of term for each Regional Representative Group; 

17 a reed that the functions and powers of each Regional Representative Group will include: 

17.1 appointing, monitoring, and removing members of the Independent Selection Panel 
that will (in turn) appoint members to the board of the water services entity; 

17.2 issuing a Statement of Strategic and Performance Expectations to the water services 
entity, and monitoring the entity against that Statement; 

17.3 considering the findings of an annual review of board performance undertaken by the 
Independent Selection Panel; 

17.4 conducting performance reviews of the Independent Selection Panel; 

18 a reed that the Regional Representative Group for each water services entity will be 
required to consider the interests of the geographical area covered by that entity when 
exercising its functions and decision-making powers; 

19 a reed that: 

19.1 each member of the Regional Representative Group will, in most cases, have an 
equal share of voting rights for decisions made by that Group; and 

19.2 decisions of the Regional Representative Group will require a super majority 
decision of 75 percent; 
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20 noted that further policy work is required to determine whether there should be exceptions 
to the approach proposed in paragraphs 16 and 19 above, and any alternative arrangements 
that would apply (while meeting the requirements noted in paragraph 2 above), for example, 
it may be appropriate for a local authority that represents a large population base to have a 
larger proportion of the local authority voting rights than those identified in paragraph 19.1 
above; 

21 authorised the Minister of Local Government to approve further policy proposals in 
relation to paragraph 20 above, and the name of the Regional Representative Group, during 
the legislation drafting process; 

Board selection and appointment process 

Independent selection panel 

22 a reed that the legislation will provide that an Independent Selection Panel must be 
established by the Regional Representative Group for each water services entity to deal with 
board appointment and monitoring processes, including: 

22.1 assessing, evaluating and shortlisting board candidates; 

22.2 appointing members to the entity board; 

22.3 appointing the chair of the board; 

22.4 removing board members; 

22.5 undertaking an annual review of the board’s performance; 

23 a reed that the legislation will also include details relating to the appointment of the 
Independent Selection Panel, including the: 

23.1 appointment process; and 

23.2 length of term; 

24 a reed that the Independent Selection Panel relating to each water services entity will 
include no more than four members, including the chair; 

25 a reed that the membership of the Independent Selection Panel for each entity will, 
collectively: 

25.1 be highly respected in the field of governance; 

25.2 understand network infrastructure industries; 

25.3 be independent of the entity’s Representatives; 

25.4 have knowledge and experience of the Treaty of Waitangi and te Ao Māori; 

25.5 be appropriately qualified to assess and select members of the water services entity 
board; 
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27.2 developing, for presentation to the Regional Representative Group, a charter for its 
operations and functions; 
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26 a reed that: 

26.1 a Regional Representative Group may vote to remove a member from the 
Independent Selection Panel; and 

26.2 the threshold for that vote would be a super majority, of 75 percent or above; 

27 a reed that the functions of the Independent Selection Panel will include: 

27.1 undertaking an annual review of the water services entity board’s performance for 
consideration by the Regional Representative Group; 

27.3 developing, for presentation to the Regional Representative Group, a Board 
Appointment and Remuneration Policy, including: 

27.3.1 a skills matrix outlining the experience, qualifications and skills expected 
of members of the entity board; and 

27.3.2 a board remuneration framework; 

Water services entity board 

28 a reed that the legislation will: 

28.1 require that a board be established for each water services entity; 

28.2 provide for the term of appointment of each board member, and any restrictions on 
reappointment; 

28.3 provide for the removal of board members; 

28.4 provide for reporting by the board to the Regional Representative Group in relation 
to the performance of the board and entity; 

29 a reed that the board of each water services entity: 

29.1 will have no more than 10 members; and 

29.2 the chair of the board will hold the casting vote; 

30 a reed that each water services entity board will be accountable for: 

30.1 the appointment and removal of the chief executive officer; 

30.2 preparing a Statement of Intent, which will serve as the primary accountability 
document for the board and be produced in response to the Regional Representative 
Group’s Statement of Strategic and Performance Expectations and any Government 
Policy Statement issued; 

30.3 preparing an Asset Management Plan, which outlines the investment priorities for the 
entity and describes how the entity will operate, maintain and renew its existing 
assets and provide new assets over a 10-year period and is in accordance with the 
Statement of Intent; 
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30.4 preparing a Funding and Pricing Plan, which describes how the entity intends to fund 
and finance its business activities (including the Asset Management Plan) over a 10-
year period and is in accordance with the Statement of Intent; 

30.5 preparing an annual report, which complies with generally accepted accounting 
practice, and is audited; 

31 noted that the legislation will include further details about the documents referred to in 
paragraphs 30.2 to 30.5 above; 

Entity financing arrangements 

32 noted that water services entities will need to have significant financial capability and 
capacity to independently obtain financing for operations; 

33 a reed that water services entities be enabled to access a variety of source finance, 
including, but not limited to: 

33.1 New Zealand domestic retail and wholesale capital markets; 

33.2 New Zealand Local Government Funding Agency; 

33.3 offshore capital markets; 

34 a reed that the legislation will enable water services entities to provide security to 
financiers in respect of their borrowings, with appropriate obligations and accountabilities 
on the water services entities in respect of that security; 

35 a reed that the legislation will enable water services entities to charge customers directly 
for water services, and that entities are responsible for the collection of payments for the 
services they provide with appropriate safeguards including with respect to Māori land; 

36 noted that transitional arrangements may be required for a period, whereby local authorities 
act as collection agents under fixed-term service level agreements and that the Minister of 
Local Government will report back on these matters in the fourth in this suite of papers, in 
July 2021; 

Tax status of water services entities 

37 a reed that the new water service entities be exempt from income tax, given the intent is 
that the entities will be providing a service that is for public benefit rather than commercial 
benefit; 

38 a reed that charges for water services be subject to Goods and Services Tax at the standard 
rate of 15 percent; 

39 noted that legislative changes will be required to give effect to paragraphs 37 and 38 above; 

40 authorised the Minister of Revenue, in consultation with the Minister of Finance and the 
Minister of Local Government, to make decisions on detailed amendments to tax and local 
government legislation relating to paragraphs 37 and 38 above; 
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noted that a prohibition on dividends, combined with the monopolistic characteristics of the 
water services entities, further necessitates the introductions of an economic regulation 
regime to help ensure the entities have the appropriate incentives to operate efficiently; 
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Additional measures to prevent privatisation and protect the public interest 

Prohibition on dividends 

41 noted that, subject to agreement to paragraph 10.4 above, the water services entities: 

41.1 would not be able to pay dividends; but 

41.2 would have the operational and financial flexibility to reinvest any surplus to ensure 
the efficient delivery of water services; 

42 

Restrictions on asset sales or transfers 

43 a reed that water services entities need the flexibility to structure commercial arrangements 
in relation to their assets in a way that provides for efficient and effective operations; 

44 noted that the benefits offered by this flexibility need to be balanced with appropriate 
protections against the sale or privatisation of assets and infrastructure that are held by the 
entities in order to provide essential water services to the public; 

45 a reed that the legislation will include appropriate mechanisms to place restrictions on the 
sale and/or transfer of material, strategic three waters assets by the water services entities, 
similar to the protections that are currently provided for in the Local Government Act 2002; 

Protections against future privatisation 

46 noted that there are a series of legislative provisions and safeguards against future 
privatisation, but that there may be proposals by future governments or private entities to 
privatise water service delivery and that it is desirable to provide democratic protections for 
such circumstances; 

47 noted that a referendum would provide a strong protection against any future privatisation 
proposal, and that local authorities, as owners of the entities, have a strong interest in this 
matter, as do iwi/Māori, and the public affected by a proposal; 

48 noted that a privatisation proposal would include, but not be limited to, any proposal that 
seeks to change the ownership model of a water services entity, or to divest or transfer a 
material part of the entity’s assets or operations (or any action to a similar effect); 

49 a reed that, in relation to a viable privatisation proposal, legislation will include provisions 
for: 

49.1 the Regional Representative Group to vote in favour of the proposal, by super 
majority, before the entity can proceed to a referendum; 

49.2 if the requirement above is met, for the water services entity to arrange for a 
referendum to be conducted, covering eligible electors in the population served by 
the entity; 

49.3 in order for the proposal to be successful, 75 percent or more of the votes cast must 
be in favour of privatisation; 
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50 noted that further policy work is required to develop the mechanisms to give effect to 
paragraph 49 above, in particular defining privatisation in a manner that ensures water 
services entities can retain the flexibility to structure commercial arrangements in relation to 
their assets in a way that provides for efficient and effective operations, and that other 
arrangements are not precluded unnecessarily; 

51 authorised the Minister of Local Government to approve further policy proposals in 
relation to paragraph 49 above, during the legislation drafting process; 

Protecting the public interest in relation to the water services entities 

52 noted that water services entities will exist to provide essential services to, and be owned on 
behalf of, communities, and the general public has a significant interest in the operations and 
performance of these entities; 

53 a reed that water services entities, like Crown owned companies, should be subject to 
expectations and/or constraints in legislation relating to their purpose and performance as 
statutory entities, including regarding: 

53.1 alignment of strategy and investment to an entity’s core purpose; 

53.2 scope of operations, including constraints on the diversification into products, 
services, markets, and overseas jurisdictions not directly related to the core purpose 
of the entity; 

53.3 restrictions on the establishment of subsidiaries, mergers and acquisitions, and sale 
of assets; and 

53.4 other matters not yet foreseen but considered material to an entity’s performance as a 
statutory entity operating in the public interest; 

54 noted that in the event of a serious performance issue with a particular water services entity 
it may be appropriate for the Crown to intervene to ensure this issue is rectified; 

55 noted that several Crown intervention frameworks exist that provide a useful precedent, 
including within the Crown Entities Act 2004, Infrastructure Funding and Financing Act 
2020, and Local Government Act 2002; 

56 a reed that the legislation will provide for a Crown intervention framework that would 
apply to the water services entities, as a last resort measure to protect the public interest and 
ensure the objectives of the three waters reform programme are not jeopardised; 

57 a reed that this intervention framework will include a graduated, risk-based approach, 
which: 

57.1 is modelled on precedents in other legislation, particularly the Infrastructure Funding 
and Financing Act; and 

57.2 recognises and aligns with other intervention and compliance mechanisms in the 
three waters service delivery system, such as the drinking water regulatory regime 
and proposed introduction of economic regulation; 
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be accessed if certain ‘trigger events’ occur, on similar terms to those available to the Local 
Government Funding Agency; 
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Crown support 

58 noted that providing similar forms of Crown support to water service entities, as are 
currently available to local authorities (and thus water assets), will strengthen the credit 
profile of these entities; 

59 a reed that the Civil Defence and Emergency Management Act 2002 arrangements will be 
extended to apply to water service entities, such that it continues to apply to three water 
assets once the assets are transferred to the water services entities from local authorities; 

60 a reed that a Crown liquidity facility will be available to water services entities, which can 

Consumer and community engagement 

61 noted that effective engagement, publishing and reporting requirements will provide an 
avenue for consumers and communities to give direct feedback to the water services entities, 
influence the establishment of key business documents, and increase transparency and 
accountability in decision making; 

62 a reed that the water services entities will be required in legislation to undertake 
engagement with their consumers and communities on the: 

62.1 prioritisation methodology that informs the asset management plan; 

62.2 Asset Management Plan; and 

62.3 Funding and Pricing Plan; 

63 a reed that the water services entities will be required to: 

63.1 make publicly available the documents referred to in paragraph 62, after they have 
been finalised; 

63.2 report on how any consumer and community feedback was considered and 
incorporated into final decision making regarding these documents; 

64 noted that to, assist with effective and meaningful consumer and community engagement, 
many overseas jurisdictions both utilise and recommend having a consumer forum; 

65 noted that having a legislative requirement will ensure consistency between water services 
entities, and address concerns of consumer and community groups; 

66 a reed that each water services entity will be required to establish a consumer forum, to 
assist with consumer and community engagement; 

Charging and pricing arrangements 

67 noted that the entities must be transparent in both how they calculate and set prices, and that 
Paper 1 of this suite of papers includes a proposed operating principle to this effect; 

68 noted that the Ministry of Business, Innovation and Employment will also be considering 
the process for setting pricing and transparency requirements, as part of their work to 
develop detailed proposals on the consumer protection mechanisms for the new three waters 
system; 
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Counsel Office to give effect to the above decisions; 

authorised the Minister of Local Government to approve minor policy and technical matters 
that may arise during the course of drafting, in alignment with the approach and reform 
proposals set out in this suite of papers; 

a reed that technical experts can be consulted, if needed, during the drafting process; 

Communications 

noted that the Minister of Local Government will work with the Prime Minister’s office to 
finalise relevant communications. 
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69 noted that the water services entities will need a variety of pricing and charging instruments 
to effectively and equitably charge customers, and further advice on this matter will be 
included in a further paper, anticipated for September 2021; 

Legislative implications 

70 a reed that the above decisions be implemented through the Water Services Entities Bill, 
which has a category 4 priority on the 2021 Legislation programme (to be referred to select 
committee in 2021); 

71 invited the Minister of Local Government to issue drafting instructions to the Parliamentary 

72 

73 

74 

Michael Webster 
Secretary of the Cabinet 
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As I signalled in the first of this suite of papers, A new system for three waters service 
delivery, New Zealand’s three waters system is facing a significant crisis, and will 

Executive summary 

and wastewater system, and upgrade water infrastructure to create jobs across the 
country. 

The 2020 Labour Party Manifesto committed to reform New Zealand’s drinking water 
In April 2019, it was agreed that the Three Waters Review is a Government priority. 

This Government has ambitions to significantly improve the safety, quality, resilience, 
accessibility, and performance of three waters services, in a manner that is efficient 
and affordable for New Zealanders. 

Relation to government priorities 

to select committee within the year). 
included in this year’s legislative programme with a priority category 4 (to be referred 

Together, these papers present the initial package of reform proposals. If agreed, 
most of these proposals will be included in a Water Services Entities Bill, which is 

A fourth paper, setting out proposed arrangements for transitioning to and 
implementing the new system, will follow shortly afterwards in July 2021. 

2.2 Protecting and promoting iwi/Māori rights and interests in the new three 
waters service delivery model (Paper 3). 

2.1 A new system for three waters service delivery (Paper 1). 

This paper is intended to be considered alongside two other papers: 

a ‘voice’ within the new structure. 
for communities and consumers to have 
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Chair 
Cabinet Government Administration and Expenditure Review Committee 

Designing the new three waters service delivery entities 

Proposal 

This is the second in a suite of papers seeking decisions to transform the three waters 
service delivery system. This paper provides details on the proposed structure of 
water services entities, associated oversight, governance and ownership 
arrangements, and mechanisms that provide 

– 

continue to do so without major, transformational reform. In that paper, I describe 
the nature and extent of this crisis, and the comprehensive package of system-wide 
reforms I have developed. 

My proposals follow up on the initial commitments we made last year to reform three 
waters service delivery arrangements, and create a small number of large-scale water 
services entities, with enough balance sheet capacity to raise debt to fund water 
investment requirements [DEV-20-MIN-0099 refers]. To achieve this, water services 
entities must be separate from local authority balance sheets and have independent, 
competency-based governance arrangements. 

Page 1 of 42 
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International experience and best practice have shown me that discrete entities in 
legislation, with the right oversight, governance, management and controls, are best 
placed to provide the level of focus and independence required to deliver the 
objectives of our reform programme. However, local authorities and iwi/Māori have 
substantial interests in the new service delivery model, and need to be provided with 
appropriate roles and influence. 

In Part A of this paper, I set out the core design features of the new water services 
entities. I am proposing a new statutory entity structure, which provides for and 
protects continued public ownership (through local authorities, on behalf of their 
communities), and includes commensurate oversight, accountabilities and controls. 
Local authorities and mana whenua representatives would oversee the entities, which 
will collectively set the key strategic and performance expectations of the entities, 
within a regulatory framework overseen by Taumata Arowai and an economic 
regulator. There is an independent appointment process for the entities’ boards, but 
an ability for representatives to hold their boards to account. 

As described in Part B, my proposed structure also embeds community and 
consumer voices into the entity design and strategic decision-making processes. This 
is through both direct mechanisms for communities and consumers to engage with 
and influence the water services entities, as well as indirect mechanisms through local 
authority members representing community and consumer interests. 

All of these structural arrangements and mechanisms sit within the broader package 
of proposals to transform the three waters system, including: 

12.1 the statutory purpose and objectives for the entities, and system stewardship 
arrangements (including a Government Policy Statement), proposed in Paper 1; 

12.2 mechanisms to provide for iwi/Māori rights and interests, proposed in Paper 3; 

12.3 the development of a new economic regulation regime and consumer 
protections mechanisms relating to the new three waters system, which will be 
led by the Minister of Commerce and Consumer Affairs; 

12.4 the establishment of Taumata Arowai, which will be the new drinking water 
regulator, with some responsibilities relating to the performance of 
wastewater and stormwater networks. 

Charging and pricing arrangements, to improve the transparency and affordability of 
water services, are also an essential component of the reforms. Charging and pricing 
are highly complex, and relate closely to transition and implementation arrangements. 

Part C of this paper provides some initial information about charging and pricing, 
which will be followed with further details in my fourth paper. I also note that issues 
relating to the process for setting prices, and associated transparency requirements, 
will be considered as part of the development of the economic regulation and 
consumer protection regime. 
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Background 

Context for this paper 

As described further in Paper 1 of this suite of papers, for the past three and a half 
years we have been exploring the challenges and opportunities facing the three waters 
system. In 2020, we initiated a service delivery reform programme (reform 
programme) to address the persistent, systemic issues facing the three waters sector, 
and realise significant medium and long-term benefits, by reforming delivery 
arrangements into larger-scale water services entities. 

The reform programme is aimed at improving health and wellbeing outcomes for all 
New Zealanders by: 

16.1 improving the safety, quality, and environmental performance of water 
services; 

16.2 ensuring equitable access to affordable three waters services; 

16.3 moving the supply of three waters services to a more financially sustainable 
footing, and addressing the affordability and capability challenges; 

16.4 improving transparency about, and accountability for, the delivery and costs of 
three waters services; 

16.5 improving the coordination of resources and unlocking strategic opportunities 
to consider New Zealand's water infrastructure needs at a larger scale and 
alongside wider infrastructure and development needs including water entity 
engagement in the development of proposed long-term spatial land strategies; 

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

16.7 providing mechanisms for enabling iwi/Māori rights and interests. 

The structure of new water services entities needs to be able deliver these outcomes, 
address the investment challenges and requirements described in Paper 1, and provide 
for affordable water service delivery for current and future generations. 

There has been an intense phase of policy advice, commercial, legal and analytical 
work, discussions with Three Waters Ministers, and engagement with local 
government and iwi/Māori, to identify the appropriate entity design structure. This 
work was informed by – and the resulting proposals were shaped by – other factors 
discussed below, including our previous decisions, and considerations relating to the 
potential credit ratings of the new entities. 

The proposals in this paper have also been developed alongside the other components 
of the reform package, and sit within this wider context.  In particular, Paper 1 seeks 
agreement to: 

19.1 the establishment of a new service delivery model, with four new water 
services to take over the three waters-related infrastructure and service 
delivery responsibilities from local authorities; 

19.2 the boundaries of the new entities; 

19.3 the entities’ statutory purpose, objectives, operating principles, and general 
responsibilities; 
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19.4 the stewardship arrangements for the new system, including through a 
Government Policy Statement to provide strategic direction to the water 
services entities. 

Paper 3 includes specific proposals to protect and promote iwi/Māori rights and 
interests in the new three waters service delivery model – expanding on the proposed 
oversight and governance arrangements outlined in this paper. 

Expectations for key design features of water services entities that were signalled in 2020 

Our initial decisions in June 2020 set the expectation that new water service delivery 
arrangements would be achieved through the establishment of a small number of 
entities, to realise the benefits of scale and reflect catchments and communities of 
interest [DEV-20-MIN-0099 refers]. Paper 1 includes my proposals on the number and 
boundaries of the proposed entities. 

As previously signalled, there are also several key features that must be incorporated 
into the structure of the proposed water services entities, and accompanying 
arrangements, to meet our reform objectives. These key features include: 

22.1 balance sheet separation from local authorities, to provide water services 
entities with the financial capacity to meet the infrastructure deficit and future 
investment needs; 

22.2 entities should have financial and operational independence, including 
independent and competency-based governance arrangements; 

22.3 entities must be able to borrow in their own right, independent of local 
government debt restrictions and the legislative decision-making framework 
(under the Local Government Act 2002); 

22.4 the purpose of the entities is expected to relate to the provision of water 
services, but entities will need to have an express commercial objective 
among other, non-commercial objectives; 

22.5 entities must be publicly owned, with mechanisms to protect against 
privatisation; and 

22.6 entities will be statutory entities, that is, designed and established by 
legislation. 

Despite the level of financial and operational independence required, Cabinet also set 
an expectation in December 2020 that local authorities would continue to have a role 
in influencing: 

23.1 the strategic direction of water services entities (for example, through a letter 
of expectation or a similar mechanism); 

23.2 the board appointments process for the water services entities (with the 
ability to influence the appointment and removal of board members); and 

23.3 strategic planning decisions (particularly as they relate to growth-related 
infrastructure), most likely through existing and proposed planning and 
regulatory mechanisms relating to land-use planning [CAB-20-MIN-0521.01 
refers]. 
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Related reform components 

These core features, expectations, and reform objectives have framed my thinking on 
entity design. However, the level of independent governance proposed requires the 
addition of appropriate consumer protection and accountability mechanisms. This 
means that the entities cannot operate in a vacuum, and accountabilities must be built 
into the water service delivery system. 

As part of my broader reform package, I am proposing the water services entities will 
be subject to: 

25.1 consultation requirements when developing their strategic direction, 
investment plans, and proposed prices or charges; 

25.2 mechanisms that enable communities and consumers to participate in 
entities’ decision-making processes; 

25.3 economic regulation, to protect consumer interests and to act as a driver of 
efficiency gains over time (in addition to the drinking water regulatory quality 
regime that will be overseen and enforced by Taumata Arowai); and 

25.4 mechanisms to protect consumers. 

The first two topics are discussed in Part B of this paper. As indicated in Paper 1, it is 
anticipated that advice and proposals relating to the new economic regulation regime 
and consumer protection mechanisms will be developed during late 2021 and 2022. 
This work will be led by the Minister of Commerce and Consumer Affairs and Ministry 
of Business, Innovation and Employment. 

Entity design scenarios that were explored 

I have looked at various entity structures in New Zealand, including State Owned 
Enterprises, council-controlled organisations, and Crown entities. I have found that 
there is no existing entity structure in New Zealand that would provide water services 
entities with the key features Cabinet has set out, or the capability and capacity to 
deliver on the reform objectives, or provide water services in the way contemplated by 
the reform programme. 

International experience and best practice have shown that the creation of discrete 
entities in legislation, with the right oversight, governance, management, expertise, 
processes and controls, are best placed to provide the level of focus and independence 
required to deliver on the objectives of the reform programme. 

I am therefore proposing a new entity structure that achieves balance sheet 
separation, maintains and protects public ownership, and provides for strong and 
transparent oversight, governance and accountability through various mechanisms. 
Importantly, my proposal provides for joint oversight of water services entities 
between local authorities and iwi/Māori. It also retains community ownership of water 
services by providing local authorities with collective ownership of the proposed 
entities. 

I have arrived at the proposed structure after officials developed six entity design 
scenarios that could meet our reform objectives, and tested these with Standard and 
Poor’s. The six scenarios are explained in further detail in Appendix A and Chapter 3 of 
the Regulatory Impact Assessment. 
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The scenarios tested proposed that water services entities would be: structurally 
separate1 from local authorities; have financial and operational independence; borrow 
in their own rights; and have independent governance arrangements. The scenarios 
varied the level of local authority and Crown influence over the governance 
arrangements, as well the number of entities and various options for Crown support. 

Analysis 

Part A: Water services entity design 

Overview of the proposed structure of the new water services entities 

My proposed entity structure (Figure 1 and Table 1) is designed to effectively deliver 
the reform programme objectives and key entity design features, including: 

32.1 maintaining public ownership and protecting against privatisation; 

32.2 providing for local authorities and mana whenua to have oversight and 
influence over strategic and performance expectations and board governance; 

32.3 providing the necessary balance sheet separations from local authorities; and 

32.4 an integrated regulatory system that ensures accountability of the entity and 
its board (economic regulation and consumer protection, Taumata Arowai and 
environmental regulation). 

Ownership overview 

Given the public nature of the underlying assets and service delivery needs, ownership 
of the water services entities has been framed in the context of collective local 
authority ownership – on behalf of communities. 

In Paper 1, I am seeking agreement to create four water services entities. That paper 
also includes proposals relating to how each of these entities would be configured; 
that is, which local authority districts would constitute each entity, and the overall 
boundaries. 

In this paper, I am proposing that the local authorities that constitute each water 
services entity would be the ‘owners’ of the entity, on behalf of their communities, 
and this would be provided for in legislation. Mana whenua would not be owners of 
the entities, but would have a joint oversight role. 

Oversight, governance and voting arrangements would provide for an appropriate 
level of influence and oversight of the entities, but no shareholder interest. This 
approach has a number of benefits, including supporting the separation from local 
authority balance sheets while also providing a strong protection against privatisation. 

Governance overview 

As indicated in the Figure 1 and Table 1 below, I am proposing that local authorities 
and mana whenua would have a joint oversight role. 
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from its owner councils, so it can be rated by credit rating agencies on a standalone basis and raise debt in its 

own name. 
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The oversight and governance framework for the water service entities provides 
influence for local authorities and mana whenua at various levels, including regarding 
key appointments, and strategic and performance direction and documents. 

I do not propose that the Crown is involved in the day-to-day governance of the 
proposed entities. However, a graduated Crown intervention framework is proposed 
later in this paper. In Paper 1, I also propose that central government will be able to 
provide strategic policy direction through a Government Policy Statement. 

I am proposing that the oversight and governance arrangements are prescribed in 
legislation, which would include the key processes as they relate to accountability, 
appointment, voting, and strategic direction documents. 

Figure 1: Proposed water services entity structure 

Proa
cti

ve
ly 

rel
ea

se
d b

y t
he

 M
ini

ste
r o

f L
oc

al 
Gov

ern
men

t

Page 7 of 42 

em1ppemb0 2021-06-22 14:54:54 



 

 

 

UNCLASSIFIED 

Table 1: Components of the proposed water services entity structure 

Key features the 
proposed approach 

Summary 

Purpose, objectives, 
operating principles, and 
responsibilities of each 
entity 

Details would be specified in legislation (as proposed in Paper 1). 

Supplemented by Government Policy Statement to provide high-level 
strategic direction to the entities (as proposed in Paper 1). 

Ownership structure of Each entity is established in legislation, with a no shareholding 
water services entities ownership structure. 

Local authority owners of each entity will be listed in legislation, with 
no financial recognition of ownership. 

The legislation would be clear that local authority ownership is on 
behalf of their communities. 

Ownership of water Assets will be owned by the water services entities (which are owned 
assets by local authorities on behalf of communities). 

Legislation will include similar provisions to the Local Government Act 
2002 regarding retaining ownership and control of public assets (such 
as restrictions on disposal). 

As noted in Paper 1, further work will be undertaken during the 
transition process to identify which assets and responsibilities will be 
transferred from local authorities to the water services entities. 

Governance structure and 
framework 

Legislation will provide for the corporate governance structures; 
governance ‘bottom lines’; minimum requirements and restrictions; 
and powers, processes and procedures (for example, appointment 
processes, voting processes, meetings, decisions for Regional 
Representative Group). 

Appointment of Regional2 Each entity will have a Regional Representative Group. 

Representative Group Local authorities (as owners and with oversight of the entity) will 
appoint representatives to their Regional Representative Group, 
subject to legislative requirements. 

Mana whenua will jointly oversee the entities (but will not be 
owners), and will appoint representatives to the Regional 
Representative Group.  (Paper 3 provides further information on the 
proposed approach to these appointments.) 

Regional Representatives would be elected members (or a relevant 
and appropriately qualified senior council officer) and iwi/Māori 
representatives. 

Legislation will outline processes for establishing this Group, its 
powers and functions, and processes for appointing representatives. 
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2 Note that in this context, ‘regional’ does not have the same meaning as the Local Government Act 2002, and 
is intended to cover the ‘multi-regional’ jurisdictions of the water services entities. 
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Key features the 
proposed approach 

Summary 

Role of Regional Provide the entity with a Statement of Strategic and Performance 
Representative Group Expectations that will influence the Statement of Intent that an entity 

produces. 

Establish and monitor the Independent Selection Panel that appoints 
and removes members to the entity’s board. 

Monitor performance and delivery on Statement of Intent and 
Statement of Strategic and Performance Expectations. 

Oversight and setting the 
strategic direction of each 
entity 

Via Regional Representative Group and the Government Policy 
Statement. 

Statement of Intent drafted by the entity in response to the 
Statement of Strategic and Performance Expectations. 

Requirement to produce Statement of Intent is outlined in legislation, 
including any content and consultation requirements. 

Purpose is to publicly state the activities and intentions of the entity, 
and provide a basis for the accountability of the board. 

Independent Selection 
Panel 

Legislation will establish Independent Selection Panels for each entity, 
and outline their functions, and requirements and restrictions relating 
to numbers, skills, and experience. 

The role of the Independent Selection Panel is to ensure that 
independent, competent and appropriately qualified people are 
appointed to key governance positions of the board of an entity. 

Independent Selection Panel members and chair appointed by 
Regional Representative Group, with a legislative requirement that 
Independent Selection Panel members must be independent and 
appropriately qualified. 

Representatives may remove an Independent Selection Panel 
member, via a super-majority vote. 

Appointment of entity 
board 

Independent Selection Panel appoints board members, utilising a 
skills matrix. 

Board, including Board members will be appointed by Independent Selection Panel. 
appointments and 

Representatives can request for a board member to be removed 
removal 

and/or assessed by the Independent Selection Panel as being fit for 
the position/performance review, with the Independent Selection 
Panel having the discretion to ultimately remove a member of the 
board. 

All decisions relating to the operation of the entity are to be made by 
or under the authority of the board. 

The board will establish sub-committees to assist in the governance of 
the entity (for example, Audit and Risk Committee; Strategic and 
Major Projects Committee). 
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Entity produces prioritisation methodology
methodology for 

No approval of prioritisation methodology by Regional Representative 
infrastructure investment 

Group needed (but methodology could be influenced by the Strategic 
and Performance Expectations). 

Entity responsible for decisions relating to the prioritisation of 
investment (noting below that entity will need to balance growth 
requirements with purpose and objectives, Strategic and Performance 
Expectations, Statement of Intent and the requirements of other 
stakeholders, and any directions provided in a Government Policy 
Statement, if issued). 
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Key features the 
proposed approach 

Summary 

Executive Board appoints (and can remove) the chief executive officer. 

Chief executive officer and executive management are responsible for 
day-to-day management of the entity’s operation, in accordance with 
the general policies and specific directions of the board. 

Prioritisation a . 

Proposed approach to ownership 

Ownership and legal form 

There is no existing entity in New Zealand with the capability and capacity to deliver 
water infrastructure in the way contemplated by the reform programme. This is why 
Paper 1 proposes that the new water services entities will be statutory entities. 

Statutory entities are established by specific legislation that contains their 
specific objectives and legal framework. Paper 1 seeks agreement to the water 
services entities purpose, objectives, and operating principles, and sets out their 
general responsibilities. In this paper, I propose the ownership, oversight, governance, 
accountability, and other characteristics of the entities that would be provided for in 
legislation. 

The water services entities will each have a board, but will be a body corporate-type 
structure rather than a company or Crown entity-type structure. The boards of 
statutory entities are generally comprised of members, rather than directors (which 
are a feature of companies). Members are subject to different duties and frameworks 
to those prescribed by the Companies Act 1993, and the supporting legislation will set 
out the specific duties and framework that applies to the members of the entity. 

The proposed structure for the entity is illustrated in Figure 1 (above). There is no 
shareholding, as you would expect to see with a company. Instead, certain governance 
rights are conferred by legislation and exercised by local authority representatives 
acting collectively with mana whenua as a Regional Representative Group. 

This approach has several advantages: 

45.1 it removes the expectation that ownership provides some level or form of 
financial benefit, such as a dividend; 

45.2 it helps to achieve balance sheet separation as local authorities do not have a 
financial (or equity) interest in the entity; 
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45.3 with owners listed in statute, it is more difficult to divest that ownership right 
as this would require legislative change – thus offering a protection against 
future privatisation; 

45.4 there is no need to adjust shareholding levels to reflect different levels of 
investment in local authority areas over time; and 

45.5 local authorities still have oversight and some governance rights and other 
levers of influence to promote and protect community interests. These rights 
would be evenly spread across owners and representatives to prevent any local 
authority exerting undue influence. 

A number of potential entity ownership options, been used both domestically and 
internationally, were considered in addition to the proposed ownership structure. 

Corporate models, including different shareholding structures, were also considered 
but these models did not align as well with key objectives of the reform programme. 
They also had potential disadvantages when considered against the proposed 
ownership structure, including the potential tension between large, medium and small 
local authority owners in relation to control and influence expectations in the 
governance structure. There was also an inconsistency with the public 
ownership/protection against privatisation dynamic, and my intended long-term public 
ownership vision for the entities. 

My proposed governance structure lends itself towards a bespoke statutory entity, 
where the functions and powers of the entity are outlined in legislation. This is largely 
because of the degree of influence contemplated by both local authorities and mana 
whenua, the intended charging, funding and financing arrangements, and the absence 
of a dividend paying structure. 

The introduction of economic regulation to ensure efficient operations also requires a 
statutory framework. 

Proposed approach to oversight and governance 

Oversight and Governance is one of the frameworks that controls the activities of the 
entity, and how the entity (and its board) are directed to achieve the desired water 
service delivery outcomes. 

The oversight and governance framework proposed for the entities needs to be 
prescribed in legislation. This would include specific oversight, governance and 
accountability provisions for the entities, and place obligations and constraints on each 
entity’s operations and on the roles and functions (to ensure the entities remain 
focused on water service delivery). In addition to oversight and governance, other 
accountabilities will also be imposed on the water services entities, such as the 
publication of strategic documents, consultation requirements and reporting 
requirements. 

I also consider that legislation needs to mandate other specific features, including the 
composition of the board, the use of an Independent Selection Panel to appoint 
members to the board, and the rights and responsibilities of Regional Representatives. 
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The oversight and governance framework will be supplemented by other relevant 
documents. Paper 1 proposes a Government Policy Statement, issued to the entities by 
central government. There would also be a Statement of Strategic Performance 
Expectations, issued to the entities by the Representatives. 

Role and membership of the Regional Representative Group 

A Regional Representative Group enables efficient oversight, governance and decision 
making on behalf of a potentially large group of representative local authorities and 
mana whenua within the jurisdiction of the entity. Importantly, it serves as a 
representation of the community to the publicly owned water services entity. 

I am proposing that local authorities and mana whenua provide joint oversight. 
Together they will appoint and remove representatives to the Regional Representative 
Group. Iwi/Māori (through mana whenua) will appoint representatives to the Regional 
Representative Group, with legislation setting minimum requirements relevant to 
appointment of Representatives. 

The Regional Representative Group provides an opportunity for the local authority and 
mana whenua representatives to communicate expectations on behalf of their 
communities directly to the water services entities. This provides a mechanism for the 
inclusion of more local and regionalised priorities, objectives and expectations to guide 
entities’ behaviours and decisions. 

Appointment of Representatives 

I propose that the number of Representatives for each entity is not more than 12, with 
a preference for 10 or fewer members. It needs to be a workable number to ensure 
there is an effective ability to make decisions. Half the members must be mana 
whenua representatives. 

If an entity comprises more member local authorities and mana whenua 
representatives than can be accommodated on the Regional Representative Group, 
then Representatives: 

58.1 must comprise a distribution of metropolitan, provincial and rural local 
authorities (noting 50:50 co-governance with mana whenua); and 

58.2 represent a geographical spread across the jurisdiction of the entity. 

As soon as practicable, following establishment of an entity, local authorities and mana 
whenua must appoint Representatives to the Regional Representative Group. 

Process for appointment 

The process for appointment of Representatives will be via a nomination and voting 
process. This will require member local authorities and mana whenua to collectively 
vote at a meeting for the relevant entity on which local authorities or mana whenua 
are authorised to appoint Representatives (consistent with the proposed joint 
approach). I am devising a voting process to reflect this intent, with the ultimate 
solution being dependent on other key decisions (for example, the number of entities 
and their boundaries as set out in Paper 1). I am also proposing that I will have the 
ability to appoint a group to work with local authorities and mana whenua, as a ‘back-
stop, if needed to facilitate the appointments of Representatives. This is also outlined 
in Paper 3. 
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Requirements of Representatives 

Members of the Regional Representative Group will be subject to minimum 
requirements in legislation. In respect of local authority representatives, 
Representatives to be limited to elected members, chief executives or other 
appropriately qualified senior managers of a local authority. However, only elected 
members will be able to appoint a representative, which retains a level of democratic 
accountability. 

I propose that legislation will provide for the appointment of Regional Representative 
Group as above, and would also include: 

62.1 the term of appointment of Representatives; 

62.2 a requirement for Representatives to be notified to the entity; 

62.3 a requirement to agree and present to the entity board and other member 
local authorities and mana whenua (on an information basis only) a charter 
outlining functions and operations of the Regional Representative Group; 

62.4 the process and procedures of meetings of the Regional Representative Group; 
for example, regularity of meetings, quorum, chairperson, and voting; 

62.5 reporting to Representatives; that is, board performance, and how renewal 
versus continuity of members is being managed. 

There will also be a requirement for the rotation of Representatives, where a certain 
number of local authorities and/or mana whenua are required to retire their 
Representatives. This is needed to avoid lengthy periods where a local authority or 
mana whenua, or a population or geographic area, does not have representation on 
the Regional Representative Group. 

Functions and powers of Representatives 

The proposed functions and powers of Representatives in the Regional Representative 
Group include: 

64.1 establishing and monitoring the Independent Selection Panel (described below) 
that appoints members to the entity board; 

64.2 developing and agreeing a Statement of Strategic and Performance 
Expectations that will guide the entity in its formation of key strategic and 
planning documents such as Asset Management Plans; and 

64.3 monitoring performance against the Statement of Strategic and Performance 
Expectations and Statement of Intent. 

The Regional Representative Group will undertake its functions and exercise its 
powers, including the calling of, and procedure at meetings, in accordance with both 
legislation and with its charter. 

I envisage that the Regional Representative Group will need to engage secretariat and 
executive support to assist it in performing its functions as will be required by its 
constitution. The costs associated with this support would be covered by the relevant 
water services entity. 
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The Regional Representative Group has been designed to facilitate efficient decision 
making and representation at the governance level for a large group of representative 
local authorities and iwi/Māori within the jurisdiction of the entity. To support this, the 
Regional Representative Group will be required to consider the interests of the 
relevant jurisdictions when exercising their functions and decision-making powers. 

Voting by Representatives 

Representatives will vote on decisions that require a Regional Representative Group 
decision, as defined in legislation, most notably being those functions and powers 
identified above at paragraph 64. Decisions of the Regional Representative Group will 
require a special majority decision. 

Representatives will typically have a single vote. However, some level of proportional 
representation of rural, metropolitan, and provincial local authorities will be 
important, noting that governance is also equally shared with iwi/Māori. 

I am devising a voting process to reflect this. Further policy work is required to 
determine whether it may be appropriate for some local authorities to have a larger 
proportion of the local authority voting rights, and the circumstances under which that 
situation might apply. 

For example, a local authority representing a metropolitan or large population base 
(over a prescribed threshold) could have a larger number of votes. Nevertheless, this 
local authority could only have voting power up to a level such that it does not have a 
veto right or ability to exert negative control over decisions for the Regional 
Representative Group. No single mana whenua representative would have a veto right 
or exert negative control. 

The voting principles and process outlined above (and additional detail such as when a 
decision cannot be ratified) need to be codified in legislation, and supplemented by 
the charter of the Regional Representative Group. 

Board selection and appointment process 

Independent Selection Panel 

The role of the Independent Selection Panel (ISP) is to rigorously assess and evaluate 
potential board candidates, shortlist candidates, and appoint members. 

Establishment of an Independent Selection Panel 

I am proposing that the legislation will provide that an ISP must be established, and 
that Representatives would appoint three members and select the Chair of the ISP 
(that is, a total of four members). The legislation will also include details relating to 
the appointment of the ISP, including the appointment process and length of term. 

Legislation will require that each ISP member is independent of Representatives. The 
ISP will also be required to have members that, collectively (across the ISP), are highly 
respected in the field of governance, understand network infrastructure industries, 
have knowledge and experience of the Treaty of Waitangi and te ao Māori, and are 
appropriately qualified to assess and select members of the entity board. 

Representatives will be required in legislation to conduct performance reviews of the 
ISP every three years. 
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Functions and powers of the Independent Selection Panel 

The roles and responsibilities of the ISP will include: 

77.1 ensuring the composition of the board adds value to the entity; 

77.2 providing assurance that the board has the effective composition, skills and 
commitment to adequately meet the entity’s objectives and discharge its 
responsibilities and duties; 

77.3 developing and implementing strategies to search for and appoint suitable 
candidates as members of the entity board; 

77.4 ensuring that board succession plans are in place to balance the periodic 
refreshment of the board with the need to maintain the skills and 
competencies necessary for the board to achieve the entity’s objectives; 

77.5 discussing with the board chair the outcomes of the evaluation process for the 
board as a whole, its committees, and individual members; and 

77.6 maintaining, and implementing the members’ remuneration framework. 

Legislation will also outline other ISP functions, including: 

78.1 the ISP is to agree, and present to Representatives for comment and approval, 
a charter for its operations and functions; 

78.2 the ISP is to agree, and present to Representatives for comment a board 
Appointment and Remuneration Policy, including a: 

78.2.1 skills matrix outlining the experience, qualifications and skills 
expected of members of an entity board; and 

78.2.2 remuneration framework. 

Removal of Independent Selection Panel members 

I am proposing that Representatives may remove an ISP member via a vote, with the 
threshold for that vote a special majority (above 75 percent). 

Appointment of board members 

I propose that legislation will require the establishment of a board for each entity, and 
would also include: 

80.1 the term of appointment of board members and any restrictions on 
reappointment; 

80.2 how board members may be removed; 

80.3 a requirement to agree and present to the ISP and Representatives (on an 
information basis only) a charter outlining functions and operations of the 
board; and 

80.4 reporting to Representatives in relation to board and entity performance. 

I propose that the number of members appointed to the board of an entity be no more 
than 10, with the chairperson holding the casting vote to avoid a deadlock situation. 
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The role of board members of an entity is an important one. The board will be 
responsible for holding the entity’s chief executive officer to account, and will be 
required to guide and approve the entity’s strategic direction. 

Removal of board members 

Representatives can request a board member be removed and/or assessed by the ISP 
as being fit for the position/performance review, with the ISP having the discretion to 
ultimately remove a member. 

Accountability of board members 

I expect entity boards to be clearly accountable to Representatives, local authorities, 
mana whenua, and the wider public. The board will be subject to: 

84.1 a requirement to formally report to Representatives annually on the 
performance of the entity against the Statement of Strategic and Performance 
Expectations and other strategic documents; 

84.2 a process for the ISP to conduct an annual performance review of the board; 
and 

84.3 reporting to Representatives on carrying out the board’s functions. 

Further detail on board member responsibilities (individual and collective) will be 
included in legislation, as the general provisions in existing legislation (such as the 
Companies Act 1993) would not apply to the new statutory entities. 

Accountability framework 

Strategic direction setting – overview of key documents 

The entities must have operational and financial independence. However, the 
importance of water services for public and environmental health, and to enable urban 
development, means there is strong public interest in how the entities set objectives 
and priorities. 

As described further below, a number of documents will direct or guide the strategic 
direction of the entities (in addition to the legislation). These include: 

87.1 Government Policy Statement; 

87.2 Statement of Strategic and Performance Expectations; 

87.3 Statement of Intent; 

87.4 Asset Management Plan; 

87.5 Funding and Pricing Plan; 

87.6 Te Mana o te Wai Statement. 

Table 2 (below) outlines the key features of these documents and who is involved. The 
proposed requirements for consumer and community engagement in relation to these 
documents are outlined below in Part B of this paper. Paper 3 provides further 
information about the Te Mana o te Wai Statement. 
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In the event that individualised price-quality regulation is imposed in line with 
Cabinet’s in-principle decisions in December 2020, these documents will form the basis 
of each water services entity’s price-quality path proposal that is submitted to the 
economic regulator for review, and ultimately approval or modification as part of the 
economic regulator’s determination process. 

Table 2: Water services entity key document development and accountabilities 

Key document 
Role of 
the 
Crown 

Responsibilities of 
Regional Representative 
Group (local authorities 
and mana whenua) 

Responsibilities of entity 
board and entity 

Interface 
with 
community 

Government 
Policy 
Statement (GPS) 

Develop 
and issue 

None 

A regulatory instrument 
to which the entity will 
give effect via the 
Statement of Intent. 

Published 

Statement of 
Strategic and 
Performance 
Expectations 

None 
Develop, issue and 
monitor performance 
against. 

Respond to via the 
Statement of Intent and 
report against 
expectations annually. 

Published 

Te Mana o te 
Wai Statement 

None None 
Respond through a 
Statement of Response. 

Published 

Statement of 
Intent 

Direct via 
GPS 

Influence via the 
Statement of Strategic 
and Performance 
Expectations. 

Monitor performance 
against the Statement 
of Intent. 

Requirement to produce 
in response to the GPS 
and Statement of 
Strategic and 
Performance 
Expectations. The entity 
is required to deliver 
against this document. 

Published 

Asset 
Management 
Plan 

Influence 
via GPS Consulted 

Requirement to produce 
in accordance with 
Statement of Intent and 
consult appropriately. 
The entity is required to 
deliver against this 
document. 

Consulted 

Funding and 
Pricing Plan 

Influence 
via GPS 

Review 

Consulted 

Requirement to produce 
in accordance with 
Statement of Intent and 
consult appropriately. 
The entity is required to 
deliver against this 
document. 

Consulted 
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90. 

91. 

92. 

93. 

94. 

95. 

96. 

97. 

UNCLASSIFIED 

Prioritisation of documents 

Though legislation will set minimum requirements around the establishment and 
operation of entities, I anticipate that the Government Policy Statement (GPS) will 
provide further context for the strategic direction for entities. 

Any Statement of Strategic Performance Expectations provided by Representatives to 
the entity will need to be written in the context of both legislative and GPS 
requirements. Similarly, the Statement of Intent will need to be written in the context 
of legislation, the GPS and in response to the Statement of Strategic Performance 
Expectations. 

Government Policy Statement 

As discussed in Paper 1, the Government has an ongoing stewardship role to ensure 
the new three waters system is fit for purpose, and the reform objectives are realised. 
There are also a number of challenges that will need to be considered and managed 
throughout the reform period. 

Central government has a strong interest in how the entities set objectives. In Paper 1, 
I am proposing a Government Policy Statement as an enduring and transparent 
mechanism for: 

93.1 providing high-level strategic direction to the new water services entities; 

93.2 informing and guiding the decisions and actions of water services entities in 
fulfilling their statutory purpose and objectives; 

93.3 conveying any Government expectations in relation to Māori interests, 
partnering with Māori, and protections for Māori interests; and 

93.4 providing certainty to everyone operating in the three waters system and 
receiving services from the entities about the outcomes the new entities are 
expected to deliver. Over time, this could include, for example, Government 
expectations for addressing inequalities and/or extending supplies to 
under-served communities. 

When an entity makes decisions on three waters investment, they will be required to 
give effect to the strategic priorities set out in the GPS. 

The intent is the GPS would provide high-level direction and deal with cross-cutting 
matters, and would not be pitched at an operational level or concern specific projects. 
It would cover issues that are not already provided for in regulation or addressed 
through other mechanisms, and would complement the entities’ statutory objectives. 

Statement of Strategic and Performance Expectations, and Statement of Intent 

A Statement of Strategic and Performance Expectations would set the specific 
objectives and priorities that the board of the entity would take into account. This 
document provides collective governance expectations regarding how the objectives 
and priorities for the entity are delivered. 

The board must take the Statement of Strategic and Performance Expectations into 
account when producing their Statement of Intent. The entity must report against the 
performance indicators set out in the Statement of Strategic and Performance 
Expectations. 
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To ensure efficiency and transparency, each entity will be required to produce an 
audited annual report complying with generally accepted accounting practice. This 

Reporting by water services entities 

The indicative contents for both the AMP and the FPP are outlined in Appendix C. 

Representatives will be consulted on, but will not have an approval right over, the 
form of the FPP, with the ability for the Regional Representative Group to comment on 
the FPP. Comments received must be considered by the entity. This means that local 
authorities will not have an approval right, or right to direct the entity on pricing and 
charging decisions. 

Each entity will prepare a Funding and Pricing Plan (FPP) (which will be reviewed each 
year) to show how the entity intends to fund and finance its business activities over a 
10 year period. The FPP will be approved by the board, and is required to be in 
accordance with the Statement of Intent. 

Funding and Pricing Plan 

Representatives will be consulted on, but will not have an approval right over, the 
form of the AMP, with the ability for the Regional Representative Group to comment 
on the AMP. Comments received must be considered by the entity. Importantly, this 
means that local authorities will not have an approval right or right to direct the entity 
on any investment or major project. 

The AMP will be approved by the board. The AMP will input into the economic 
regulator’s decision for setting the price quality path, and as part of that process, the 
economic regulator may commission independent reviews of the AMP to lift the 
quality of asset management practice over time. 

horizon. The AMP will need to be prepared in accordance with the Statement of Intent. 
and provide new assets to meet demand as New Zealand grows over a 30 year 
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The Statement of Intent is the primary accountability document for the board. It sets 
out how the entity will deliver the objectives and priorities in accordance with the 
Government Policy Statement and Statement of Strategic and Performance 
Expectations. Minimum requirements would be outlined in legislation. 

Indicative contents for both the Statement of Strategic and Performance Expectations 
and Statement of Intent are outlined in Appendix B. 

Asset Management Plan 

Each entity will prepare an Asset Management Plan (AMP) (which will be reviewed 
each year) to show how the entity will operate, maintain and renew existing water 
assets -

-

-

report will need to be published on a website maintained by the entity. 

Entity financing arrangements 

Entities will need to have significant financial capability and capacity to independently 
obtain financing for their operations. 

The availability of finance to entities will be a function of the legislative and regulatory 
environment in which they operate, the governance framework, and the commercial 
and financial risk profile of entities. 
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Other key aspects that financiers will focus on are: 

109.1 security provided by an entity in respect of borrowings; 

109.2 funding and financing strategy and approach to risk; 

109.3 collection arrangements and ability to enforce non-payment; 

109.4 issuer credit rating of the entities; and 

109.5 any Crown support provided to entities. 

I consider that the legislation should equip entities with appropriate tools to efficiently 
and cost-effectively procure financing to support the delivery of three waters services. 

Key outcomes for the water reform programme from a financial perspective are: 

111.1 financial independence – water entities will need to be able to raise finance 
independently, with no legal or moral recourse to local authorities; 

111.2 flexible and cost-effective financing – financing to water entities will need to 
be flexible and cost effective, and entities will need to be considered low risk 
by the finance market; and 

111.3 structural longevity – water entities and ‘post-separation’ local authorities 
need to be financially sustainable. 

To properly source financing for its operations, and to ensure that an appropriate level 
of funding diversity is obtained (and able to be maintained), it is expected that entities 
will have access to a wide range of potential debt funding solutions, including: 

112.1 New Zealand domestic retail and wholesale capital markets; 

112.2 New Zealand Local Government Funding Agency (LGFA); and 

112.3 offshore capital markets. 

Given the quantum of the financing requirement, my officials have begun discussions 
with key capital market participants in order to educate the market about proposed 
entities and to elicit early-stage feedback around how a financing programme might be 
structured to support efficient and cost-effective procurement of financing of entities. 

At this stage, the intention is to pro-actively engage with capital markets and to 
understand financing programme design choices, with the aim of preserving options 
and ensuring flexibility for financing of entities that will only be finally arranged in the 
later stage of any transition phase. 

Key points from the initial feedback from capital markets participants include: 

115.1 The credit profile and associated Standard & Poor’s rating (AA+) of the water 
entities under the scenario where the Crown provides liquidity support (similar 
to the provided to LGFA) would make them an attractive proposition to capital 
markets investors. The water entities would join a suite of large, highly rated 
New Zealand borrowers (NZDMO, Kāinga Ora, LGFA and Auckland Council) who 
access the capital markets in volume and would increase New Zealand’s 
presence in international capital markets providing a wider benefit to New 
Zealand borrowers. 
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115.2 Given the volume of debt required to be raised particularly upfront to pay for 
the consideration, that while it will be possible to raise a proportion of the debt 
domestically it will be critical to access offshore markets. 

115.3 A co-ordinated approach to raising debt by the water entities may achieve the 
best outcome, as the aggregation of the borrowing program will facilitate 
access to the largest investor set.  This may involve having all water entities 
raise debt through one centralised water entity treasury function. 

115.4 There is likely to be opportunity for the water entities to utilise sustainable 
financing products that will be well received by markets and could potentially 
provide a small pricing advantage. 

My officials from the Department of Internal Affairs (the Department) have also 
engaged with the LGFA, to signal the intent and direction of the reform programme 
and to understand its appetite to participate in the financing of entities. I note that 
financing of entities by the LGFA could be structured in a few different ways, including: 

116.1 the LGFA financing entities under its current model, which would require 
shareholder approval to lend to entities and would likely require a calibration 
of lending covenants for entities that reflect their differences to local 
authorities; or 

116.2 the LGFA establishing a new water entity funding vehicle that lends directly to 
entities. 

At this stage, I propose that the LGFA continues to be a potential financing option for 
entities. I will work with the LGFA and the Treasury to provide advice to Ministers in 
relation to the detailed development of potential funding and financing arrangements 
between the LGFA and entities to ensure that option remains while the Reform 
Programme continues, and potential financing options continue to be explored. This 
can be managed through the transition period between 2021 and 2024. 

Security 

Legislation will enable entities to provide security to financiers in respect of its 
borrowings. Given that entities will be enabled by legislation to have flexible powers to 
set, access, and collect water charges to fund their activities, the provision of security 
over water revenues is the favoured option. 

If financiers require it, or if the provision of security would assist the efficient and cost-
effective procurement of financing to support the delivery of water services, I 
anticipate a security structure similar to the one that is currently utilised by the 
Auckland Council. This involves the granting of security by the entity over water 
charges (or revenue received via any other charging mechanisms from time to time set 
or assessed by entity) in favour of a security trustee. The security trustee would hold, 
and potentially enforce, that security on behalf of any financiers to an entity. 

Security arrangements will include appropriate obligations and accountabilities on the 
water services entities. 
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Funding and financing strategy, and approach to risk 

Entities will be required to maintain appropriate treasury and investment management 
policies to ensure the efficient and prudent management of financing, liquidity, 
interest rate, foreign exchange, counterparty, and other financial market risks. 

Collection of charges, and ability to enforce non-payment 

Legislation will enable entities to charge customers directly for water services. Entities 
will ultimately be responsible for collection of payments for the services they provide. 
However, I am exploring the potential for a transitional arrangement, whereby local 
authorities act as collection agents under fixed-term service level agreements for a 
period. This would help to manage the transition and minimise the disruption to 
consumers. 

In setting their water charges, entities will need to consider the likelihood of non-
payment by customers. However, the risks to entities of non-payment will be 
mitigated through rights and remedies set out in service agreements between entities 
and customers that are guided by legislation and regulation. Rights and remedies will 
be appropriate for an entity providing an essential service to communities. Any 
remedies will be supplemented by a proper process for escalation and appropriate 
protections for vulnerable groups of the community. Consumer protection 
mechanisms will be explored alongside the work to develop the economic regulation 
regime. 

Proper protections, consistent with approaches taken in other legislation, will also be 
required to ensure any specific protections for Māori land. Here I will draw on our 
previous work contained within the Urban Development Act 2020 and the 
Infrastructure Funding and Finance Act 2020. 

Crown support arrangements 

As part of the Reform Programme, officials from the Department of Internal Affairs 
have been investigating Crown support options for entities. 

Key considerations for the provisions (and level) of any Crown support include: 

126.1 ensuring balance sheet separation from local authorities is achieved; 

126.2 balancing the risk to the Crown; for example, natural disaster risks; 

126.3 recognising likely Crown role and response in the event of distress; 

126.4 improving financial outcomes for entities; and 

126.5 focussing the risk mitigation approach of entities. 

Under current local authority service delivery arrangements, water services benefit 
from Crown support to local government, including through: 

127.1 the Civil Defence Emergency Management Act 2002 (CDEM Act); and 

127.2 a liquidity facility provided to the LGFA. 

Options for Crown support for the new entities were tested by officials with Standard 
and Poor’s (S&P) from the status quo outlined above through to higher levels of 
support that included partial or full guarantees of the financial obligations of entities. 
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I note that a review is being undertaken in relation to the appropriateness of the 
CDEM Act in the context of the current local authority approach and policies in relation 
to insurance, risk appetite, risk management and risk mitigation. Any 
recommendations or change of approach from the status quo arrangements should 
consider the impact on entities. 

I consider that extending a policy of coverage similar to the CDEM Act to entities 
where central government takes responsibility for reinstatement of assets over and 
above what can be reasonably obtained from commercial insurance markets, and 
provision of a liquidity facility to entities like that provided to LGFA, will achieve the 
outcomes for the Reform Programme. This would not represent a material change to 
the level of support that the Crown currently provides to the local government sector 
and would not necessitate a level of control from the Crown that would be required if 
there were higher levels of support. 

Noting the intent to extend a policy of coverage similar to the CDEM Act to entities, in 
order to provide certainty in relation to the insurance and insurability arrangements to 
which entities are subject, if no such acceptable and bankable arrangements are able 
to be structured in during any transition phase, then the status quo CDEM Act 
arrangements should apply to entities until any amended or replacement 
arrangements are put in place. 

Extending coverage under the CDEM Act, to ensure there was no material uninsured 
position, to water entities was a critical factor in the S&P credit rating assessment. A 
key issue for S&P in determining that the revenue and debts of the water entities 
would not be included within the relevant local councils was confirmation that in a 
natural disaster scenario, it would not be incumbent on the local council to provide 
financial support to rebuild the water infrastructure.  By providing the water services 
entities with access to the protections of the CDEM Act, this concern was allayed. 

In addition, financiers would also be concerned about the ability of the entities to 
obtain adequate levels of insurance for the consequences of a natural disaster.  
Without the protection of a regime similar to the status quo CDEM Act arrangements 
being available to the entities, the coverage required from insurance markets would be 
significantly increased with a real likelihood that adequate cover would not be 
available. This would potentially make the entities ‘unbankable’. 

I expect to work with the Treasury to agree the commercial and financial arrangements 
and structure that should apply to any liquidity facility provided to the entities. The 
provision of a liquidity facility of this nature delivers a credit rating uplift to AA+ (from 
BBB-), which will help ensure strong support from the capital markets. 

In addition to the support outlined above, it is also proposed that legislation to 
establish the entities will include a clause that enables the Crown to lend money to an 
entity on commercial terms if it is in the public interest to do so, or to meet a 
temporary shortfall in a timely manner, in a similar manner to that currently 
contemplated in the enabling legislation for LGFA and the Local Government 
Borrowing Act 2011. 

Feedback from Standard & Poor’s 

My officials have interacted with S&P to explore several potential structural, system 
and entity design options to achieve the objectives of the reform programme.  
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Specifically, S&P was asked to consider: 

137.1 the credit rating of entities; and 

137.2 any impact on the credit rating of the following bodies resulting from the 
implementation of the reform programme: 

137.2.1 large and small metro local authorities; 

137.2.2 provincial local authorities; 

137.2.3 the Sovereign; and 

137.2.4 the Local Government Funding Agency. 

The assessment by S&P of potential credit ratings associated with the reform 
programme was made across six different scenarios, to ensure officials were fully 
informed about the implications of a number of potential structural, system, and entity 
design choices. 

S&P have confirmed that my proposed entity structure will achieve balance sheet 
separation, resulting in S&P removing revenues, expenses and debt associated with 
three waters assets transferred to entities from local authorities. 

An investment grade stand-alone credit rating of [BBB-] reflects an excellent business 
risk profile, but an entity that needs to access sufficient borrowings to meet its 
infrastructure and service obligations. 

The final credit rating of entities reflects the link to, and importance of support from, 
the Crown, resulting in an increase to the final credit rating to A- for my proposed 
structure. With Crown support in the form of a liquidity facility, as proposed in this 
paper, there would be a material uplift to AA+. This mean entities in that scenario will 
be able to achieve a very competitive cost of capital at a higher state of leverage. 

S&P have confirmed that the transfer of three waters assets to entities will not have 
any negative implications for its assessment of the current sovereign credit rating of 
New Zealand or that of the LGFA, with both continuing to be affirmed at AAA and AA+ 
in respect of local and foreign currency respectively.  

In relation to the potential impacts of the transfer of water assets from local 
authorities, the impacts will largely be a function of the individual position of each 
local authority. 

As a general rule, three waters assets are more highly leveraged than other parts of 
the council, and a transfer of these assets will improve a local authority’s debt to 
revenue ratio. However, there will be an offsetting decrease in operating revenue. As 
a result, S&P has noted that the current ratings of local authorities will be largely 
unchanged, but will depend on the financial position of the relevant local authority and 
the headroom in their current rating. Further analysis by officials is required to 
ascertain impacts on the various local authorities currently rated by S&P. 

Tax status of water services entities and charges 

Income Tax 

I propose that income of the water services entities should be exempt from income 
tax. Legislative change is needed for the entities to be income tax exempt. 
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Under current tax law, it is likely that water services entities would be subject to tax. 
This is because the entities are unlikely to meet the eligibility criteria to benefit from 
the tax exemptions, which are currently provided to local authorities; nor is there any 
other exemption currently available to the entities. 

The income tax exemption is based on the entities not providing a commercial benefit, 
and instead being in the nature of a public good or service.3 

From a tax policy perspective, income tax exemptions are generally not appropriate 
where they could benefit private investors or where they could distort competition 
through providing an advantage to one entity within an industry. These concerns are 
not present here as the three waters assets and infrastructure will be owned by public 
entities, and will provide water services to the entirety of their geography. 

An income tax exemption provides greater certainty to lenders by removing a potential 
expense that would otherwise need to be factored into any debt service or modelling. 

Goods and Services Tax 

I propose that water charges under the new service deliver arrangements should be 
subject to Goods and Services Tax (GST) at the standard rate of 15 per cent. 

New Zealand’s GST framework applies to the broadest possible range of goods and 
services supplied in New Zealand. This ensures that the GST is as efficient and fair as 
possible. 

GST currently applies to general rates, targeted rates and development contributions 
charged by local authorities to ratepayers. This is because the services provided by 
these charges are treated as consideration for a supply of services in New Zealand to 
ratepayers and the wider local community. 

Legislative change to the Goods and Services Tax Act 1985 will be necessary to ensure 
these charges made by the new water services entities are subject to GST. 

Additional measures to prevent privatisation and protect the public interest 

Prohibition on dividends 

The absence of a shareholding in the entity design structure means that there will not 
be the same incentive on entities to pay dividends or distribute surpluses to 
shareholders. However, given the infrastructure deficit and the tension between the 
provision of infrastructure and water services with charging for those services, the 
payment of dividends (especially in the near-term) runs counter to catching up on 
investment. 

Water services entities should not be able to pay dividends, but should have the 
operational and financial flexibility to reinvest any surplus to ensure economic and 
efficient delivery of water services. 
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A prohibition on dividends further necessitates the need for an economic regulatory 
regime. Given that the water services entities have monopolistic characteristics and 
restriction on dividends, it is important that this is balanced with an appropriate 
regulatory regime. This will help ensure that the entities are appropriately incentivised 
to operate efficiently. 

This restriction on dividends also serves to act as a future protection against 
privatisation, by making it difficult to divest ownership under the proposed structure. 

Restriction on asset sales or transfers 

While I propose that entities have an appropriate degree of autonomy, there are 
certain ‘bottom-line’ expectations for them, and accompanying arrangements that 
must be met. The requirement for mechanisms to protect against privatisation of the 
entities also needs to be considered in relation to asset ownership. 

Entities should have the flexibility they need to be able to structure commercial 
arrangements in relation to the use of their assets. For example, entities should be 
able to explore a long-term lease or concession of assets that retains an appropriate 
degree of control and a reversionary ownership interest, if that gives rise to effective 
and efficient operations. 

However, these flexibilities need to be balanced with protections against privatisation, 
and should not enable the entities to sell or transfer important assets and 
infrastructure, which are owned for the purposes of providing essential water services 
to the public. As such, I am proposing that the legislation includes appropriate 
mechanisms for placing commercial restrictions on the sale and/or transfer of 
material, strategic three waters assets. This would be similar to the approach currently 
taken in the Local Government Act 2002, which prevents local authorities from selling 
or disposing of infrastructure necessary for providing water services. 

Protections against privatisation 

Continued public ownership of water services and infrastructure has been a bottom 
line for us. Throughout this suite of papers there are a series of proposals that together 
help safeguard against future privatisation, making it more difficult to privatise than 
under the current arrangements. Key protections include: 

161.1 legislative provisions specifying that local authorities that constitute each water 
services entity would be the owners of the entity; 

161.2 no provision for financial recognition of ownership, including no shareholdings 
and a prohibition on dividends (these features would make divestment difficult 
without significant reconstitution of the entities); 

161.3 mana whenua involvement in oversight and the Regional Representative 
Group; 

161.4 statutory restrictions on sale or transfer of material, strategic water assets, 
similar to the current approach in the Local Government Act 2002, which 
prevents local authorities from selling or disposing of strategic assets or the 
infrastructure necessary for providing water services; 

Proa
cti

ve
ly 

rel
ea

se
d b

y t
he

 M
ini

ste
r o

f L
oc

al 
Gov

ern
men

t

Page 26 of 42 

em1ppemb0 2021-06-22 14:54:54 



 

       

 

     

       

      

162. 

163. 

164. 

165. 

166. 

167. 

168. 

169. 

UNCLASSIFIED 

161.5 a robust regulatory environment that includes Taumata Arowai, regional 
councils, an economic regulator, and likely consumer forum. These regulatory 
mechanisms would not be appropriate in the private sphere and likely to be 
unattractive; and 

161.6 a range of other statutory limitations and restrictions to protect the public 
interest. 

However, future governments or third parties may put forward proposals to privatise, 
wholly or partially, water service delivery arrangements. It is important that we pre-
empt these situations and build in democratic protections for such circumstances. I am 
proposing, therefore, that legislation includes the requirement for a referendum to be 
conducted for any privatisation proposal. 

Building into legislation the requirement that a viable proposal for privatisation be but 
to a referendum would bolster democratic protections and send a clear signal that it 
will be the public’s decision as to whether any future privatisation should occur. 

I am already proposing that there are restrictions placed on the entities to prevent the 
sale and/or transfer of material, strategic three waters, similar to the protections that 
are currently provided for in the Local Government Act 2002. A referendum would be 
an override of these provisions. 

Given the highly contentious nature of privatisation of water service delivery it is 
important that we ensure that any decision to privatise in the future would be the 
choice of those who are served by the water entities, and own them, and iwi/Māori 
who have Treaty rights and interests (as described in Paper 3). As such, I am 
recommending that a referendum would be of the electors served by the entity, and 
affected by the proposal, ensuring that all eligible voters may have their say. 

I am proposing that 75 per cent or more of the votes cast would need to be in favour 
of the proposal for it to proceed. (This is similar to the approach currently taken in the 
Local Government Act 2002, relating to local authority referendums on the closure of 
small drinking water services.) I note that even if a referendum were successful, 
legislative change would likely be needed to give effect to the privatisation proposal, 
providing an additional democratic protection via the legislative and select committee 
processes. 

In order to protect the interests of iwi/Māori and local authority owners, and prevent 
referendums on underdeveloped or non-viable proposals, the Regional Representative 
Group would need to endorse the proposal before a referendum took place. 
Endorsement would be demonstrated by super majority vote of that Group. 

Broadly, I am proposing that a privatisation proposal is any proposal that seeks to 
change the ownership model of an entity, or seeks to divest or transfer a material part 
of the entity’s assets or operations (or any action to a similar effect). 

Defining a privatisation proposal and referendum procedure is complex and there are 
choices about how this could be given effect. Further policy work is required to 
determine how these arrangements should be given effect in order provide the 
strongest level of protection and assurance to the public, iwi/Māori and local 
authorities. I am seeking agreement to approve further policy proposals during the 
legislative drafting process. 
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Protecting the public interest in relation to the water services entities 

Water services entities will exist to provide services to, and be owned on behalf of, the 
general public and communities. 

Situations could arise where it is in the public interest to place some constraints on an 
entity’s operations, relative to what would be acceptable for a privately held entity. 
Reasons for this include that they are using publicly-owned assets to provide essential 
public services. 

The entities should not be distracted from their core business or be taking unnecessary 
business or financial risks in their operations. While I have proposed some restrictions 
and limitations – for example, through a statutory purpose – further protections are 
warranted. 

If the proposed water services entities were Crown entities, they would be subject to a 
range of financial and non-financial expectations administered by the Treasury (or the 
monitoring agency) and shareholder Ministers (one of who would be the Minister of 
Finance). While some specific expectations might be prescribed in legislation, some 
would be conveyed through letters of expectation or other such instruments (for 
instance, constraints related to scope of operations of investments). 

Generally, there are expectations and restrictions related to matters and areas of 
performance such as: 

174.1 requirements to operate in a financially responsible manner and to prudently 
manage assets; 

174.2 maintaining an appropriate balance of risk to purpose; 

174.3 ensuring alignment of strategy and investment to the agency’s core purpose; 

174.4 constraints on diversification into products, services or markets not related to 
purpose; 

174.5 constraints on overseas expansion; 

174.6 restrictions on establishment of subsidiary companies; 

174.7 fitness of skill mix and performance of the board; 

174.8 fitness/alignment of organisational culture to core purpose. 

Many of the above protections are already proposed for the new statutory water 
services entities, and/or could be incorporated into the legislation. However, given the 
bespoke governance arrangements of these entities, there is a need to ensure that 
they too can be directed on specific expectations, commensurate with their purpose 
and objectives, including in response to unforeseen circumstances or risks. 

I therefore propose that the Water Services Entities Bill provides for the Minister 
responsible for the resulting legislation, and the Minister of Finance (as responsible 
Ministers, rather than ‘shareholding Ministers’), to direct water services entities on 
matters relating to their performance – commensurate with their statutory purpose 
and objectives, and to protect the public interest. Any such directions should be 
published and open to scrutiny. 
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Crown intervention 

The proposed water services entities will have a level of independence, including from 
local government. In the event of a performance issue with a particular entity, the 
Crown may wish to retain the option to intervene to ensure this issue is rectified 
appropriately. This would be a last resort measure, when other processes and systems 
have failed. It would not circumvent other processes, including regulation, 
engagement and consultation. 

Numerous Crown intervention frameworks exist in New Zealand, including within the 
Crown Entities Act 2004, Infrastructure Funding and Financing Act 2020 (IFF), and the 
Local Government Act 2002. These frameworks provide useful precedents, and the 
general concepts are familiar to local authorities and other stakeholders. 

I consider the IFF Crown Manager regime, supplemented with a risk-based approach, 
would provide a graduated risk regime for three waters service delivery. This 
graduated risk regime recognises that there will be other intervention and compliance 
mechanisms in the wider three water service delivery system, such as the drinking 
water regulatory regime and proposed introduction of economic regulation. 

I am proposing that a graduated risk regime is provided for in the new legislation, 
modelled on existing regimes and balanced with the proposed regulatory 
environment. 

Part B: Consumer and community voice 

Appropriate mechanisms for consumer and community voice will be incorporated 
throughout the entity and system design. This will create a system that is responsive 
and accountable to consumers and communities. 

Providing for these mechanisms is of particular interest to councils, who have raised 
concerns about how their communities’ interests will be addressed in the new system. 
The new entities will need to have direct and ongoing engagement with communities, 
given councils will no longer have direct control over the strategic decisions that affect 
the provision of water services to their communities. 

I am proposing mechanisms for community and consumer voice throughout the 
system, which aim to strike the balance between providing the necessary autonomy 
for the water services entities to achieve the full benefits of the reform, while enabling 
councils and communities to have an adequate influence over service delivery for their 
area. 

As described below, there are three key proposals for consumer and community 
‘voice’ within the entity design, which are woven into the governance arrangements: 

184.1 mana whenua and local authority representatives on the Regional 
Representative Group to act on behalf of their communities; 

184.2 each entity will be required to engage with consumers and communities on the 
key business documents that affect them, to publish those documents, and to 
report on how consumer and community feedback was incorporated into final 
decision making; and 

184.3 each entity will be required to establish a consumer forum to assist with 
effective and meaningful engagement. 
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These mechanisms will work in conjunction with proposals across the wider system 
design. They include a focus on consumer and community interests in the statutory 
objectives guiding the water services entities, the interaction with the current and 
future planning system to consider broader community interests, and consumer 
protection mechanisms that will be explored further as part of subsequent work, in 
parallel with the detailed design of the economic regulation regime. 

Role of the representatives on the Regional Representative Group 

The Regional Representative Group provides an opportunity for the local authority and 
mana whenua representatives to communicate expectations on behalf of their 
communities directly to the water services entities. This will be done through the 
Regional Representative Group being able to issue a Statement of Strategic and 
Performance Expectations to the water services entity. 

This will provide a mechanism for the inclusion of more local and regionalised priorities 
and objectives to guide entities’ behaviours and decisions, alongside any national 
direction set. For example, it could set out how the entities are to engage with and 
account for the range of community interests within their entity’s geographic area. 

During sector and iwi engagement in March 2021, local authority and mana whenua 
representation on the Regional Representative Group was consistently ranked as one 
of the most effective proposals for consumer and community influence. Many council 
members see this as an opportunity through which local government can retain some 
of their current role in the new system. 

Engagement, publishing and reporting requirements 

I propose to incorporate requirements into the new service delivery system for the 
entities to engage in a meaningful and effective manner with their consumers and 
communities on the preparation of key documents. These documents are the: 

189.1 investment prioritisation methodology; 

189.2 Asset Management Plan; and 

189.3 Funding and Pricing Plan. 

Consumers and communities with be provided with opportunities to give direct 
feedback to the entities before any final decisions are made. For example, this would 
allow for individuals or community groups, serviced by the entity, to comment on how 
investment should be prioritised over the relevant time periods. The entities will then 
be required to take this feedback into account before finalising the documents. 

To ensure transparency and accountability, I propose that the entities are required to 
publish the final documents and report on how they incorporated the consumer and 
community feedback into their final decisions. This will be a particularly important 
mechanism for the smaller consumer groups, and small and rural communities, who 
are concerned their voice and feedback will be lost. 
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Requirement to establish consumer forums 

I propose that each of the new entities will be required to establish a consumer forum, 
which will serve as a core vehicle for engaging with consumer and community 
representatives. Consumer forums will be able to assist with the communication and 
engagement on the technical aspects of the key business documents, and to ensure a 
wide range of consumer interests are being considered by the entity when finalising 
important decisions. Requiring this through legislation will also ensure a consistent 
approach is being undertaken across all entities. 

I understand consumer forums have been used successfully overseas – in Australia and 
Scotland, for example. Officials from the Ministry of Business, Innovation and 
Employment have also advised that this kind of provision would sit alongside, and 
complement, a provision in the economic regulation regime that would require the 
economic regulator to appropriately incentivise high quality consumer engagement. 

Part C: Charging and pricing 

As part of new service delivery arrangements, I envisage a new set of charging and 
pricing arrangements, to improve the transparency and affordability of water services. 

I am proposing a new set of regulatory arrangements to support stronger price and 
quality regulation for water service delivery, transparency around calculating and 
setting prices, and flexibility for individual entities to set prices at levels that best 
reflect the needs and desires of their individual communities. 

The new water service entities will need to be transparent around pricing and charging 

The current state of pricing arrangements for water service delivery across the country 
is diffuse. A variety of pricing approaches exist, largely dependent on the individual 
decisions of the 67 different local authorities that as currently responsible for these 
services. 

The current approach also lacks transparency for ratepayers to clearly understand how 
and what they are paying for water services. In many local authorities, prices for water 
service delivery are embedded in general rates, meaning that users of water services 
do not have a clear understanding of what they pay for these services. 

There is also a lack of consistency in how local authorities make decisions on how 
prices are set for water services. This results in big differences in pricing between local 
authorities, with the lack of a consistent approach leading to issues in both price and 
quality outcomes. 

To help ensure these issues do not occur with the new system, I am proposing that the 
legislation governing the water service entities includes clear expectations for 
transparency. The entities must be transparent in both how they calculate and set 
prices, as well as regularly report on their performance. Proposals to this effect are 
included in the operating principles recommended in Paper 1. 

As noted earlier, it will also be important that a strong consumer voice is provided for 
in the new system – including in relation to setting prices and charges. It is my 
expectation that the new entities will consult consumers and communities on these 
matters, and that these obligations will be set up in legislation. 
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Economic regulation and consumer protection mechanisms are being explored by the 
Ministry for Business, Innovation and Employment. As part of the consumer protection 
limb of this work, they will consider the process for setting prices and transparency 
requirements. Such mechanisms will aim to provide consumers with protections and 
transparency in terms of pricing. These will be complemented by the economic 
regulation regime, where the role of the economic regulator will be to ensure the 
entities are operating efficiently, and acting in the best interests of their consumers, 
both in the short and long term. 

Detailed decisions on consumer protection mechanisms and the economic regulation 
regime will be made during 2022. A discussion document on these proposals is 
expected to be released by the Ministry for Business, Innovation and Employment later 
in 2021, to seek feedback on proposed options, and inform final proposals. 

A set of charging instruments will support the new water services entities 

The new entities will need charging instruments to effectively and equitably charge 
customers across the network. 

Many of these charging instruments are already used by local authorities when setting 
prices for water services across the country. Legislation needs to provide the authority 
for the new water service entities to charge their customers. 

I anticipate that a variety of instruments will need to be included in legislation to allow 
new water services entities to charge for services. Further information will be included 
in a later paper, anticipated for September 2021. 

Financial implications 

Paper 1 provides information on the financial implications associated with this suite of 
papers and proposals, and associated recommendations. 

Legislative implications 

I am seeking agreement to implement the decisions in this paper through a Water 
Services Entities Bill, which is included in this year’s legislative programme with a 
priority category 4 (to be referred to select committee within the year). 

Further information on the legislative implications associated with the package of 
reforms is provided in paper 1. 

Impact analysis 

Regulatory Impact Statement 

The Regulatory Impact Assessment relating to the package of reform proposals is 
attached to Paper 1, and the quality assurance statement is provided in that paper. 

Climate Implications of Policy Assessment 

None. 

Population Implications 

None. 
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Human Rights 

None. 

Consultation 

The Ministry for the Environment; Ministry of Health; Ministry of Business, Innovation 
and Employment; The Treasury; Ministry for Primary Industries; National Emergency 
Management Agency; Ministry of Housing and Urban Development; Department of the 
Prime Minister and Cabinet; Ministry of Transport; Te Puni Kōkiri; Te Arawhiti; 
Infrastructure Commission; New Zealand Transport Agency; Inland Revenue 
Department; Public Services Commission; and Kāinga Ora have been consulted on this 
paper. The Department of Conservation, Ministry of Education, New Zealand Defence 
Force, and Department of Corrections have operational responsibility for three waters 
services and have been consulted in this capacity. 

I have tested the six entity design scenarios with the Joint Three Waters Central/Local 
Government Steering Committee, who requested that I test them with targeted 
members of the Local Government Funding Agency (LGFA) shareholders council. This 
was undertaken, and feedback incorporated into the scenarios. The LGFA Board Chair 
and executive team were also consulted. 

The scenarios were also tested with the Treasury and the Ministry of Business 
Innovation and Employment, particularly as they relate to Crown support and the 
anticipated economic regulatory regime. 

Paper 1 and the accompanying Regulatory Impact Assessment provide further details 
on the broader engagement that has been undertaken in relation to the reform 
proposals in this suite of papers, including with local government and iwi/Māori. 

Communications 

Comprehensive and strategic communications and engagement plans, aligned with a 
national public information and education campaign, are being put in place to support 
the reform programme, and Government decisions. I propose to work with the Prime 
Ministers office to finalise key communications including if there is an opportunity to 
improve the use of language to describe core roles, responsibilities and functions. 
Further details are provided in Paper 1. 

Proactive Release 

I intend to release this suite of papers (subject to any redactions) to align with 
announcements about the Government’s decisions on these reforms.  I note that this 
may occur outside of the timeframes in Cabinet Office circular CO (18) 4. 

Recommendations 

The Minister of Local Government recommends that the Cabinet Government 
Administration and Expenditure Review Committee: 

Context 

1. note this is the second in a suite of papers seeking decisions to transform the 
three waters service delivery system, which is intended to be considered 
alongside two other papers: 
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1.1 A new system for three waters service delivery (Paper 1); 

1.2 Protecting and promoting iwi/Māori rights and interests in the new three 
waters service delivery model (Paper 3); 

2. note that these papers follow on from initial decisions, made during 2020, to 
reform three waters service delivery arrangements to create large-scale water 
services entities, including agreement that these entities would: 

2.1 be publicly owned, with mechanisms to protect against privatisation; 

2.2 be statutory entities, designed and established by legislation; and 

2.3 have financial and operational autonomy and be able to borrow in their 
own right, independent of local government debt restrictions and the 
legislative decision-making framework Local Government Act 2002 
[DEV-20-MIN-0099 refers]; 

3. note that Paper 1 in this latest suite of papers seeks agreement to proceed with 
the reforms to the three waters system, including decisions relating to: 

3.1 the establishment of a new service delivery model, with four new water 
services entities to take over the three waters-related infrastructure and 
service delivery responsibilities from local authorities; 

3.2 the boundaries of the new statutory entities, and which local authority 
districts would constitute each entity; 

3.3 the entities’ statutory purpose, objectives, operating principles, and 
general responsibilities; 

3.4 the stewardship arrangements for the new system, including through a 
Government Policy Statement to provide strategic direction to the water 
services entities; 

Proposed ownership, oversight and governance structure of the new water services 
entities 

4. note that given the public nature of the assets and service delivery needs, 
ownership of the water services entities has been framed in the context of 
collective local authority ownership, on behalf of communities; 

5. agree that the local authorities that constitute each water services entity (as 
described in Paper 1) would be the owners of the entity, and this would be 
provided in legislation; 

6. agree that there is no financial recognition of ownership, and no shareholding is 
provided for; 

7. note that local authority ownership rights are instead provided for in the 
oversight and governance arrangements in recommendations 11-31 below; 

8. note that having competent and strong governance of water services entities is 
critical to the success of the three waters service delivery reforms, and that 
governance mechanisms are to be included in legislation; 

9. note that the proposed oversight and governance mechanisms aim to strike a 
balance between providing the necessary independence for the water services 
entities to achieve the full benefits of reform, enabling communities and 
iwi/Māori to have an influence over service delivery in their area, and ensuring 
necessary accountability in the provision of essential public services; 
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10. agree that the new water services entities will: 

10.1 operate within a joint oversight framework involving representatives of 
local authorities and mana whenua from within the geographical area 
covered by the respective entities; 

10.2 each be governed by an independently appointed board; 

10.3 own assets; 

10.4 be prohibited from paying dividends, with flexibility to reinvest any 

Regional Representative Group 

11. agree that a Regional Representative Group be established for each water 
services entity, which would: 

11.1 consist of no more than 12 members; and 

11.2 comprise equal numbers of representatives from the local authorities and 
mana whenua that constitute the geographical area covered by the entity; 

12. agree that, in relation to the local authority representatives of the Regional 
Representative Group: 

12.1 those representatives will be collectively appointed by the elected 
members of the local authorities that constitute the water services entity; 
and 

12.2 representative members will need to be elected members, chief 
executives, or appropriately qualified senior managers of a local authority; 

13. agree that, in relation to the mana whenua representatives of the Regional 
Representative Group, those representatives will be collectively appointed by 
mana whenua in the geographical area covered by the entity; 

14. note that Paper 3 of this suite of papers provides further information on the 
selection method for the mana whenua representatives of the Regional 
Representative Group; 

15. agree that where there are more local authorities that constitute a water 
services entity than can be accommodated on the membership of the Regional 
Representative Group, then members: 

15.1 must comprise an appropriate distribution of metropolitan, provincial and 
rural local authorities; and 

15.2 represent a geographic spread across the area covered by the entity; 

16. agree that the legislation will include provisions for: 

16.1 the appointment process for Representatives and related requirements; 

16.2 the Minister of Local Government to appoint a group to work with local 
authorities and mana whenua, as a ‘back-stop’, if needed to facilitate the 
appointments of Representatives; 

16.3 the rotation of Representatives; 

16.4 the length of term for each Regional Representative Group; 

17. agree that the functions and powers of each Regional Representative Group will 
include: 
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17.1 appointing, monitoring, and removing members of the Independent 
Selection Panel that will (in turn) appoint members to the board of the 
water services entity; 

17.2 issuing a Statement of Strategic and Performance Expectations to the 
water services entity, and monitoring the entity against that Statement; 

17.3 considering the findings of an annual review of board performance 
undertaken by the Independent Selection Panel; 

17.4 conducting performance reviews of the Independent Selection Panel; 

-

19. agree that: 

19.1 each member of the Regional Representative Group will, in most cases, 
have an equal share of voting rights for decisions made by that Group; 
and 

19.2 decisions of the Regional Representative Group will require a super 
majority decision of 75 per cent; 

20. note that further policy work is required to determine whether there should be 
exceptions to the approach proposed in recommendations 16 and 19, and any 
alternative arrangements that would apply (while meeting the requirements 
noted in recommendation 2); for example, it may be appropriate for a local 
authority that represents a large population base to have a larger proportion of 
the local authority voting rights than those identified in recommendation 19.1; 

21. authorise the Minister of Local Government to approve further policy proposals 
in relation to recommendation 20, and the name of the Regional Representative 
Group, during the legislation drafting process; 

Board selection and appointment process 

Independent selection panel 

22. agree that the legislation is to provide that an Independent Selection Panel must 
be established by the Regional Representative Group for each water services 
entity to deal with board appointment and monitoring processes, including: 

22.1 assessing, evaluating and shortlisting board candidates; 

22.2 appointing members to the entity board; 

22.3 appointing the chair of the board; 

22.4 removing board members; 

22.5 undertaking an annual review of the board’s performance; 

23. agree that the legislation will also include details relating to the appointment of 
the Independent Selection Panel, including the: 

23.1 appointment process; and 

23.2 length of term; 

24. agree that the Independent Selection Panel relating to each water services entity 
will include no more than four members, including the chair; 
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25. agree that the membership of the Independent Selection Panel for each entity 
will, collectively: 

25.1 be highly respected in the field of governance; 

25.2 understand network infrastructure industries; 

25.3 be independent of the entity’s Representatives; 

25.4 have knowledge and experience of the Treaty of Waitangi and te Ao 
Māori; 

26. agree that a Regional Representative Group: 

26.1 may vote to remove a member from the Independent Selection Panel; 
and 

26.2 the threshold for that vote would be a super majority, of 75 per cent or 
above; 

27. agree that the functions of the Independent Selection Panel will include: 

27.1 undertaking an annual review of the water services entity board’s 
performance for consideration by the Regional Representative Group; 

27.2 developing, for presentation to the Regional Representative Group, a 
charter for its operations and functions; 

27.3 developing, for presentation to the Regional Representative Group, a 
Board Appointment and Remuneration Policy, including a: 

27.3.1 skills matrix outlining the experience, qualifications and skills 
expected of members of the entity board; and 

27.3.2 board remuneration framework. 

Water services entity board 

28. agree that the legislation will: 

28.1 require that a board be established for each water services entity; 

28.2 provide for the term of appointment of each board members, and any 
restrictions on reappointment; 

28.3 provide for the removal of board members; 

28.4 provide for reporting by the board to the Regional Representative Group 
in relation to the performance of the board and entity; 

29. agree that the board of each water services entity: 

29.1 will have no more than 10 members; and 

29.2 the chair of the board will hold the casting vote; 

30. agree that each water services entity board will be accountable for: 

30.1 the appointment and removal of the chief executive officer; 

30.2 preparing a Statement of Intent, which will serve as the primary 
accountability document for the board and be produced in response to 
the Regional Representative Group’s Statement of Strategic and 
Performance Expectations and any Government Policy Statement issued; 
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30.5 preparing an annual report, which complies with generally accepted 
accounting practice, and is audited; 
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30.3 preparing an Asset Management Plan, which outlines the investment 
priorities for the entity and describes how the entity will operate, 
maintain and renew its existing assets and provide new assets over a 10-
year period and is in accordance with the Statement of Intent; 

30.4 preparing a Funding and Pricing Plan, which describes how the entity 
intends to fund and finance its business activities (including the Asset 
Management Plan) over a 10-year period and is in accordance with the 
Statement of Intent; 

31. note that the legislation will include further details about the documents 
referred to in recommendations 30.2 to 30.5; 

Entity financing arrangements 

32. note that water services entities will need to have significant financial capability 
and capacity to independently obtain financing for operations; 

33. agree that water services entities be enabled to access a variety of source 
finance, including, but not limited to: 

33.1 New Zealand domestic retail and wholesale capital markets; 

33.2 New Zealand Local Government Funding Agency; 

33.3 offshore capital markets; 

34. agree that the legislation will enable water services entities to provide security to 
financiers in respect of their borrowings, with appropriate obligations and 
accountabilities on the water services entities in respect of that security; 

35. agree that the legislation will enable water services entities to charge customers 
directly for water services, and that entities are responsible for the collection of 
payments for the services they provide with appropriate safeguards including 
with respect to Māori land; 

36. note that transitional arrangements may be required for a period, whereby local 
authorities act as collection agents under fixed-term service level agreements 
and that I will report back on these matters in the fourth in this suite of papers, 
in July 2021; 

Tax status of water services entities 

37. agree that the new water service entities be exempt from income tax, given the 
intent is that the entities will be providing a service that is for public benefit 
rather than commercial benefit; 

38. agree that charges for water services be subject to Goods and Services Tax at the 
standard rate of 15 per cent; 

39. note that legislative changes will be required to give effect to recommendations 
37 and 38; 

40. authorise the Minister of Revenue, in consultation with the Minister of Finance 
and Minister of Local Government, to make decisions on detailed amendments 
to tax and local government legislation relating to recommendations 37 and 38; 
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Additional measures to prevent privatisation and protect the public interest 

Prohibition on dividends 

41. note that, subject to agreement in recommendation 10.4, the water services 
entities: 

41.1 would not be able to pay dividends; but 

41.2 would have the operational and financial flexibility to reinvest any surplus 
to ensure the efficient delivery of water services; 

42. note that a prohibition on dividends, combined with the monopolistic 
characteristics of the water services entities, further necessitates the 
introductions of an economic regulation regime to help ensure the entities have 
the appropriate incentives to operate efficiently; 

Restrictions on asset sales or transfers 

43. agree that water services entities need the flexibility to structure commercial 
arrangements in relation to their assets in a way that provides for efficient and 
effective operations; 

44. note that the benefits offered by this flexibility need to be balanced with 
appropriate protections against the sale or privatisation of assets and 
infrastructure that are held by the entities in order to provide essential water 
services to the public; 

45. agree that the legislation will include appropriate mechanisms to place 
restrictions on the sale and/or transfer of material, strategic three waters assets 
by the water services entities, similar to the protections that are currently 
provided for in the Local Government Act 2002; 

Protections against future privatisation 

46. note that there are a series of legislative provisions and safeguards against 
future privatisation, but that there may be proposals by future governments or 
private entities to privatise water service delivery and that it is desirable to 
provide democratic protections for such circumstances; 

47. note that a referendum would provide a strong protection against any future 
privatisation proposal, and that local authorities, as owners of the entities, have 
a strong interest in this matter, as do iwi/Māori, and the public affected by a 
proposal; 

48. note that a privatisation proposal would include, but not be limited to, any 
proposal that seeks to change the ownership model of a water services entity, or 
to divest or transfer a material part of the entity’s assets or operations (or any 
action to a similar effect); 

49. agree that, in relation to a viable privatisation proposal, legislation will include 
provisions for: 

49.1 the Regional Representative Group to vote in favour of the proposal, by 
super majority, before the entity can proceed to a referendum; 
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49.2 if the requirement above is met, for the water services entity to arrange 
for a referendum to be conducted, covering eligible electors in the 
population served by the entity; 

49.3 in order for the proposal to be successful, 75 per cent or more of the 
votes cast must be in favour of privatisation; 

50. note that further policy work is required to develop the mechanisms to give 
effect to approach proposed recommendation 49, in particular defining 
privatisation in a manner that ensures water services entities can retain the 
flexibility to structure commercial arrangements in relation to their assets in a 
way that provides for efficient and effective operations, and that other 
arrangements are not precluded unnecessarily; 

51. authorise the Minister of Local Government to approve further policy proposals 
in relation to recommendation 49, during the legislation drafting process; 

Protecting the public interest in relation to the water services entities 

52. note that water services entities will exist to provide essential services to, and be 
owned on behalf of, communities, and the general public has a significant 
interest in the operations and performance of these entities; 

53. agree that water services entities, like Crown owned companies, should be 
subject to expectations and/or constraints in legislation relating to their purpose 
and performance as statutory entities, including regarding: 

53.1 alignment of strategy and investment to an entity’s core purpose; 

53.2 scope of operations, including constraints on the diversification into 
products, services, markets, and overseas jurisdictions not directly related 
to the core purpose of the entity; 

53.3 restrictions on the establishment of subsidiaries, mergers and 
acquisitions, and sale of assets; and 

53.4 other matters not yet foreseen but considered material to an entity’s 
performance as a statutory entity operating in the public interest; 

54. note that in the event of a serious performance issue with a particular water 
services entity it may be appropriate for the Crown to intervene to ensure this 
issue is rectified; 

55. note that several Crown intervention frameworks exist that provide a useful 
precedent, including within the Crown Entities Act 2004, Infrastructure Funding 
and Financing Act 2020, and Local Government Act 2002; 

56. agree that the legislation will provide for a Crown intervention framework that 
would apply to the water services entities, as a last resort measure to protect the 
public interest and ensure the objectives of the three waters reform programme 
are not jeopardised; 

57. agree that this intervention framework will include a graduated, risk-based 
approach, which: 

57.1 is modelled on precedents in other legislation, particularly the 
Infrastructure Funding and Financing Act; and 
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57.2 recognises and aligns with other intervention and compliance 
mechanisms in the three waters service delivery system, such as the 
drinking water regulatory regime and proposed introduction of economic 
regulation; 

Crown support 

58. note that providing similar forms of Crown support to water service entities, as 
are currently available to local authorities (and thus water assets), will 
strengthen the credit profile of these entities; 

59. agree that the Civil Defence and Emergency Management Act 2002 
arrangements will be extended to apply to water service entities, such that it 
continues to apply to three water assets once the assets are transferred to the 
water services entities from local authorities; 

60. agree that a Crown liquidity facility will be available to water services entities, 
which can be accessed if certain ‘trigger events’ occur, on similar terms to those 
available to the Local Government Funding Agency; 

Consumer and community engagement 

61. note that effective engagement, publishing and reporting requirements will 
provide an avenue for consumers and communities to give direct feedback to the 
water services entities, influence the establishment of key business documents, 
and increase transparency and accountability in decision making; 

62. agree that the water services entities will be required in legislation to undertake 
engagement with their consumers and communities on the: 

62.1 prioritisation methodology that informs the asset management plan; 

62.2 Asset Management Plan; and 

62.3 Funding and Pricing Plan; 

63. agree that the water services entities will be required to: 

63.1 make publicly available the documents referred to in recommendation 62, 
after they have been finalised; 

63.2 report on how any consumer and community feedback was considered 
and incorporated into final decision making regarding these documents; 

64. note that to, assist with effective and meaningful consumer and community 
engagement, many overseas jurisdictions both utilise and recommend having a 
consumer forum; 

65. note that having a legislative requirement will ensure consistency between water 
services entities, and address concerns of consumer and community groups; 

66. agree that each water services entity will be required to establish a consumer 
forum, to assist with consumer and community engagement; 

Charging and pricing arrangements 

67. note that the entities must be transparent in both how they calculate and set 
prices, and that Paper 1 of this suite of papers includes a proposed operating 
principle to this effect; 
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68. note that the Ministry of Business, Innovation and Employment will also be 
considering the process for setting pricing and transparency requirements, as 
part of their work to develop detailed proposals on the consumer protection 
mechanisms for the new three waters system; 

69. note that the water services entities will need a variety of pricing and charging 
instruments to effectively and equitably charge customers, and further advice on 
this matter will be included in a further paper, anticipated for September 2021; 

Legislative implications and issuing of drafting instructions 

70. agree that decisions in this paper be implemented through the Water Services 
Entities Bill, which is included in this year’s legislative programme with a priority 
category 4 (to be referred to select committee within the year); 

71. invite the Minister of Local Government to issue drafting instructions to 
Parliamentary Counsel in accordance with the decisions in this paper; 

72. authorise the Minister of Local Government to approve minor policy and 
technical matters that may arise during the course of drafting, in alignment with 
the approach and reform proposals set out in this suite of papers; 

73. agree that technical experts can be consulted, if needed, during the drafting 
process. 

Communications 

74. Agree the Minister of Local Government will work with the Office of the Prime 
Minister to finalise relevant communications. 

Authorised for lodgement 

Hon Nanaia Mahuta 

Minister of Local Government 
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Appendix A: Entity design scenarios tested with Standard and Poor’s 
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Statement of Strategic and Performance 
Expectations 

Purpose: state publicly the activities and 
intentions of the entity and provide a basis for 
the accountability of the Board 

UNCLASSIFIED 

Appendix B: Indicative contents of the Statement of the Statement of Strategic and 
Performance Expectations, and Statement of Intent 

Statement of Intent 

Purpose: sets out the priorities and 
expectations from Governors to inform the 
development of the entity’s Statement of 
Intent 

• Guidance to entity on general 
expectations and strategic priorities from 
Governors for the entity, with examples 
potentially including: 

o Promote and improve iwi/Māori 
outcomes 

o Collaborate on the optimal 
delivery solution for a particular 
sub-regional area 

• Priority areas can supplement general and 
strategic priorities, with examples 
potentially including: 

o Deliver core responsibilities 

o Take/maintain a customer centred 
approach 

o Support local authorities’ response 
to growth 

o Support local authorities’ response 
to environmental challenges 

• Enhanced planning and financial modelling 

• Expectations around priorities and 
supplemental statements can be more 
specific around objectives, operating 
principles or regional outcomes but must 
be consistent with any legislative or GPS 
positions 

• Objectives and strategic priorities 

• Consistency of SOI with primary and 
secondary objectives 

• Nature and scope of the activities to be 
undertaken 

• An outline of significant work 
programmes/key projects 

• Prioritisation methodology for infrastructure 
investment 

• Consumer and community engagement 

• Performance targets or other performance 
measures by which the performance of the 
entity may be judged in relation to its 
objectives, as may be more particularly 
described in the asset management plan 

• Performance and risk management approach 

• Financial information, including forecast 
results for the current annual period, actual 
results from the prior year, and budgets for 
the following three years 
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Appendix C: Overview of the Asset Management Plan and Funding and Pricing Plan 

Purpose: describes how the entity intends to fund 
and finance its business activities over a 10-year 
period 

• Business Overview 

• Key issues facing the entity and strategic 
priorities 

• Consistency of AMP with primary and 
secondary objectives 

• Interaction with Statement of Corporate 
Intent 

• Significant work programmes and key 
projects 

• Expenditure forecasts 

• Summary of water assets 

• Asset Management Policy 

• Asset Management Objectives 

• Risk and Emergency Management 

• Water Asset Strategy 

• Asset Renewal Strategy 

• Financial Projections 

• Further description of performance 
targets, key performance indicators, or 
other performance measures 

• Prioritisation methodology 

• Key issues facing the entity 

• Consistency of FPP with primary and 
secondary objectives 

• FPP preparation 

• Financial ratios and measures 

• Interaction with Statement of Corporate 
Intent 

• Application of funding 

• Sources of funding 

• Revenue and financing framework 

• Financial projection 
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Asset Management Plan Funding and Pricing Plan 

Purpose: Outlines the investment priorities for 
the entity and describes how the entity will 
operate, maintain and renew its existing assets 
and provide new assets 
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