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PREFACE ,\q‘bq’

This report has been prepared for the Department of Internal Affairs by Doug Martin, Paul Cla:]@/,&
Philippa Bowron and Morgan Hanks from MartinJenkins (Martin, Jenkins & Associates Limi§
s

in

MartinJenkins advises clients in the public, private and not-for-profit sectors, providing séxyic
these areas:

. Public policy &\O

. Evaluation and research

e  Strategy and investment 2@

e Performance improvement and monitoring O
¢  Organisational improvement Q
e  Employment relations \s

e  Economic development ?y

¢ Financial and economic analysis.

Our aim is to provide an integrated and compr@elve response to client needs — connecting our skill
sets and applying fresh thinking to lift perfor .

MartinJenkins is a privately owned New @and limited liability company, with offices in Wellington
and Auckland. The company was e ished in 1993 and is governed by a Board made up of
executive directors Kevin Jenkin el Mills and Nick Davis, plus independent directors Sir John
Wells (Chair) and Hilary Poole¢
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INTRODUCTION a2,
Ne)

The three waters review aims to develop key longer-term improvements to the whole system. It has 7\%
three focus areas: financial incentives; asset management practices; and compliance and monitofing.

As part of the asset management focus area, we were asked to consider local government segior.
practices at the asset management-governance/decision-making interface for three waters.

This report is intended to provide an evidence-based assessment of current practices,@dentify
good practices and potential opportunities for systemic improvements. O

The scope of the report includes observations on arrangements for governanceﬂs?I ions about
strategic direction, investments, levels of services, responses to risk, and curr?)ga d future demand
for three waters services. The report considers the quality of information gi decision-makers,
and whether it provides a robust basis for their decisions. Q~

Our approach (<

The approach we used to assess existing governance ar@ruents included the following:
e areview of past reports relating to three waters @management in New Zealand
e adesk review of available information on go@nce arrangements

e developing a governance framework to blish a baseline understanding of what good
governance should look like in the a@ water asset management, and also to inform our
interview questions

o face-to-face interviews with el members and senior officials from a representative sample of
councils and relevant coup% ntrolled organisations

e aworkshop with ZoneQ@cal Government New Zealand members
e analysis and repg

Although the purp he review was to inform the development of a problem definition, where
appropriate (and greed with DIA) we have also identified some opportunities for improvement.

The most significant part of this work was the face-to-face interviews. This had the advantage of
aIIowindeﬂngage with a variety of council sizes and types and cover a range of dimensions of the
gover, asset management interface. This approach largely depends on the self-assessment of
theg iewees; however, we were able to test this to a degree, through follow-up questions. This
ed us to make observations on practices and issues.
N/

Qf</ The governance framework we developed

Although there is extensive literature on asset management good practice, there is little on asset
management governance specifically. We therefore developed an asset management governance
framework, setting out the key features we would expect to be in place for robust governance. We did
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this using our experience of governance in a range of contexts and drawing on a number of sources
on good governance and good asset management practice.

e  The framework is summarised in Figure 1, and is explained in more detail in Appendix 2 on (bQ)
page 32. Appendix 2 also identifies the sources used. ?\

We used this framework as a basis for assessing the adequacy of governance arrangements i e
across the country, and as the basis for our interview questions.

The framework identifies: ;
e governance functions that should be the primary focus of those responsible f ernance
e detail on the scope of those functions \

e characteristics of good governance that sit across the functions an &\hould be taken into
account in discharging those functions.

The scope of the framework is broad. This is consistent with the OE@Q éefinition of ‘infrastructure
governance’:

e By the governance of infrastructure is meant the proces Is and norms of interaction,
decision-making and monitoring used by governmental&q nisations and their counterparts with
respect to making infrastructure services availabl tame public and the public sector. It thus
relates to the interaction between government instigdtions internally, as well as their interaction
with the private sector, users and citizens. It covers the entire life cycle of the asset, but the most
resource intensive activities will typically t}re planning and decision-making phase for most
assets.

The multi-dimensional character of robus@«ernance has two implications.

e  Part of the art of good govern ill be applying appropriate attention to the different
dimensions, recognising tB{\?ée might vary over time.
as

ared responsibility. This is reflected in practice.

e Governance is likely t%
- Inthe case of% cil-controlled organisation, the board and the supervising council
committee ve roles.

- Where ti@ no council-controlled organisation, the council and senior management have
roles

However, haring of roles raises the possibility of blurring of accountabilities, as we discuss in the
section ation of governance and management’ on page 17.

N\
&
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Figure 1: Governance framework
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A\
Intervi Ng
nterviews \Q

In order to ensure a representative and app, %te sample of councils, we selected a cross-section
taking into account type (regional, districteeityy, population size, demographic profile, geographic
profile, rating base/economic profile, ass mposition, and whether councils are using shared
services. Table 1 below lists the c\o?\%'that were selected for interviews.

Table 1:  Councils interyi v,v§for water asset governance

1
2 Hamilt\rQMuncil
3 Matamat Biako District Council
4 /@ngton City Council
5 rﬁ‘aranga City Council
6 b\;o Western Bay of Plenty District Council
} Whakatane District Council
VV Kawerau District Council
@ 9 Christchurch City Council
Q~ 10 Selwyn District Council
11 Hurunui District Council
12 Waimakariri District Council

3
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In each case we interviewed:

e the Mayor and/or Deputy Mayor, and where possible another elected member (btl/
e the CEO, and where possible senior council officers. q

In most cases the councillors and officers were interviewed separately.

Auckland Council and some of the Wellington region’s councils differ from the other councils if that
they manage water assets through council-controlled organisations: Watercare in Auckland}
Wellington Water. (An exception is Auckland’s stormwater, which is managed internall

In Auckland, we interviewed the Auckland Council’s Mayor, Deputy Mayor, and C (» o Watercare’s

senior management. In Wellington we interviewed the Deputy Chair of the Wat mittee (Mayor of
Upper Hutt Council), the Chair of Wellington Water, the CEO of Wellington W e Mayor and the
Water portfolio holder at Wellington City Council and the CEO and two Seni anagers at Wellington
City Council.

The basis for the questions in the interviews was the governance fr ork (Figure 1 above).
Interviews typically lasted an hour. While some of the question e consistent across interviews, we

followed leads, local issues and factors that came up in con ion to ensure we got the best
insights. Because of that more varied approach, we are not%e to report on the interviews as if they
were surveys and to provide a full comparative analysi \cpss councils; however, the interviews were
valuable in informing our views and observations. C)\

&
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FINDINGS AND OBSERVATIONS <

This section sets out the key findings from our review of the interface between governance and asse?\b
management for three waters within local government in New Zealand. It includes a summary of dur

advice in response. C ;
Our findings are based on our assessment of the status quo, on our experience in the gove ce
area, and on our interviews with elected representatives and officers of the selected ¢ ils (listed in

Table 1 on page 3). O
&\
Governance structures &

There are three broad structural models used across councils f oviding public water services in
New Zealand; the governance implications for these types V\' ature but not in significance.

e Council elected member governance: In most of the country, councils manage water services
directly, using the elected member governance

m
e Asset-owning council-controlled organis o\n Auckland a council-controlled organisation,
Watercare, wholly owns Auckland’s potalQa wastewater assets for a single (Auckland)

council. Q

e Asset-managing council-controll ganisation: In the Wellington region a council-controlled
organisation, Wellington Water,@ages but does not own the three waters assets of multiple
councils.

There are some variations with/ir&e first, elected member governance model. Manawatu and

Rangitikei have a shared ement for water, while many other areas, such as Waikato, Taranaki
and Christchurch, have uthority shared services (LASS). In the three waters context, LASS
mostly involve agre to collaborate around training and expertise, but sometimes include
specific shared sghyi with respect to individual water sources or treatment plants.

Further details e models are set out in Appendix 3.
:?ority of the councils we interviewed were operating the elected member governance model.

, three waters services and assets are governed in the same way as any other council operation,
ically with council committees focusing on specific aspects of governance and reporting to council

2@ by way of council meetings.

Typically, up to three committees may be involved, including:

e an audit and risk committee considering risk management

e acommittee monitoring outcome performance and the implementation of new investments

5
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e aplanning committee, which plans any major new investments (often within the context of
councils’ long-term planning).

Overall feedback from the councils on the elected member governance model was that the elected Q>Q§1/
members are happy with it (with a couple of exceptions). However, many council officers see ?\
opportunities for improvement and a number of elected members perceived a need for improvem({t in
other councils. As discussed further below, both elected members and officers have taken ste@u
recent times to improve three waters governance, particularly in risk management. Y

r

It should be noted that councils vary significantly in the challenges they face in respec@ e waters
asset management including: status of the assets; the extent to which future upgra funded; the
scale of services; their ability to attract and retain suitably qualified staff; and the al operating
environment. All of these have an impact on what is required for robust gover$n~ .

Setting outcomes @
Our interviews led us to believe that there is variation across counc@%e setting of outcomes.
Elected members in their governance role seemed confident talkj ut community outcomes,
including risk management. By contrast, operational outcom attention to less immediate risk
tended to be proposed and managed within the organisation communicated to the governance

group. \/

This in itself is not an issue as long as the governo \QEe a view on the trade-offs and compromises
involved in this. In our interviews, some councillo@vided us with examples of options, trade-offs
and consequences being clearly presented t Q by officers; others were comfortable with being
presented with a yes or no decision. &

of outcome setting that would nor jt with a board. This also helps provide some of the different
perspectives that a professional rét would have. While this is the best proxy officers can implement,
it is not a complete substitute for'an independent board as it can create concerns around inadequate

In some instances council officers havz b ht in external expertise to assist with some of the kinds

separation of governance anagement, as we discuss on page 17.
Monitoring perf ce
Again there was on in the levels of monitoring across the different councils. All councils focused

on legislated mogitoring (for example, drinking water quality) and on financial inputs like asset
performan odelling and associated investment requirements (sweating the asset). Some provided
us with évidevice of monitoring community satisfaction.

that feed into associated risk assessments, performance predictions, and options for
\/ essing issues and their implications.

Lar, e%auncils reported more comprehensive monitoring, including complete reports on state of
%s

None of the councils we interviewed had performance measures in respect of the three waters through
Q‘ to governance on strategic areas like capability development, strategic procurement, and systems
improvements. As a result, there is limited assurance that these are optimised.

We naticed significant differences in the amount of public information available on council websites in
relation to water services and the outcomes set and achieved for them.

6
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We observed a number of issues with water monitoring at the technical level.

take some time, and a water-borne disease could by then already have taken hold and spread.

1  While non-treated water sources were generally well monitored, the results of monitoring tests le/

contamination incident in Havelock North. Our concern is that the current emphasis on m ing
is not systemic and might continue only while the memory of the Havelock North |nC|dent h,
and therefore that the levels of diligence we observed may not be long term.

3 The expectations around levels of monitoring and reporting are typically driven b %&EO and
council officers, rather than the governance group, and so accountability i |s bI ith

outcome setting, a few CEOs told us they have strengthened internal gov to mitigate risk
around this.

S
Setting budgets Q~

We found in our interviews that budget setting is reasonably consj @and tied to asset performance.
There was an acknowledgement that recent water issues had f ed councillors on the importance
of getting this right, and both councillors and officers stated ter was given priority over other
investment needs. Councils have to navigate the conseE:Senc of past asset funding decisions, and

2 Nearly all councils observed that their focus on risk had increased significantly since the
onit
files

some have residual issues (lack of asset depreciation) revious years that affect their current
budget considerations. Most, but not all, seemed w T‘\ are of these and had plans in place to
address them.

There is a severe affordability issue with so che councils we interviewed, and several expressed
their fear that increased water regulation place a greater financial burden on them.

There is little accessible information ut Strategic budget setting for three waters available in any of
the documentation we were given 0 ouncil websites. We have therefore only been able to refer to
our interviews as the basis for& mments on this aspect of governance.

Ensuring capability,

Capability at govern %el in councils is different from that in many typical governance

arrangements, as ernance role is played by elected members, rather than appointed

professional di@ . This has the advantage of ensuring better community representation, but it also
deliberate representation of a broad range of perspectives and skill sets.

means the

With th ﬁils we interviewed the governance is often supplemented by external representation —

dependent chair — on the Audit and Risk committee. This goes some way to providing

es with more typical governance expertise, but it usually involves only one person and covers

ne part of the governance function. Some councils do not believe external representation is
cessary and in those cases the council officers had made arrangements for incorporating external

expertise in the council’s internal governance arrangements.

Only one council mentioned governance training, but that was not in relation to water asset
management specifically. We understand that most councils do provide governance training, but we
did not get a sense of whether any training opportunities had been taken up with respect to three
waters governance.
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There is a large variation in the extent to which those in the governance role consider the council’s

capability requirements. There was no real discernible pattern as to which councils took more interest (l/
or less interest in this aspect of governance. Size and financial constraints did not seem to be factors

here to the extent that they were in the other areas we looked at. q

Most councils reported making recent efforts to improve asset management and/or asset manag@:}nt
capability. In a number of cases, asset management was reported to have been relatively WeaCDt e

previous three years. ?\

Characteristics of good governance %

The following table sets out our findings on the extent to which councils using tK d member
governance model met the characteristics of good governance in discharging%«i nctions discussed

above.
N\
o

Table 2:  Quality of governance under council elected membg rnance model

Aspect of governance Comment

Based on an overall strategy with Strategy appears to be m developed in the context of formal
clear priorities Long Term Plans and Jnfrasttucture Strategies. Some councils were

taking a strategic a| to asset replacement and some were
not. This is most e@n’(’ in the varying approaches to treatment of

depreciation ar@'a§ t renewal budgeting.

Uses high-quality information Councils X‘c’onfident in the information received, but the
inform were shown by councils varied in quality and depth.
Only, were able to support the articulated levels of confidence
Mth ples.

g-term planning. Options and issues are presented by council
& staff. The process of taking elected members through this appears to
work well. There may be opportunities for greater consideration of
/ Q

Identifies and resolves trade-offs EWrade-offs are mostly made in the context of councils’ formal

the trade-offs.

Takes a long-term vie \O Generally a long-term view is taken of asset management through
whole-of-life approa the asset management plans, and budgets are dictated by the formal
requirements for Long Term Plans. These are 10 year plans,
\\ significantly shorter than the life of relevant assets.
Uses appr te\&)nsultation No issues of consultation arose in our interviews. However, there is
@ a lot of variance between councils on what information is shared with
the public. Some councils have quite detailed information available
% on their websites and some have no information outside their
y; v planning documents.
%ﬂgan appropriate governance The primary concern of the elected officials we spoke to was on

issues per se. While there have been improvements in governance
in recent years, it is not clear that there is an embedded focus on
how to do governance better. As a result there is a risk that any
recent gains may not be sustained.

@\Aulture substantive asset management matters, rather than governance

Makes provision for assurance We encountered a number of examples where an independent
review of asset management arrangements was undertaken.
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Aspect of governance Comment

However, these were usually on specific details only, rather than end

to end, and were often instigated by officers not governance.

The elected member governance model relies on elected community representatives hayin sk|IIs
réhay to

General observations

required for governing a complex set of assets and engineering systems, and there is
provide assurance of that if no external expertise is sought to complement elected
governance.

Most councils noted that that they had made a number of improvements to o?mance arrangements
in recent times. Further details are provided on page 16 below. é

However, we are concerned that, without systemic change, this atteptigl could wane as recent water
issues become more historical. %
We also noted instances where arrangements are clearly not g well.

limited understanding of the network, and almost ility of issues, commenting that they

¢ Inone instance the elected members were not givin acmuate consideration to risk, had only a
‘don’t get involved in details’. é

e In another instance, there was a complet ence of views between elected members and
officers on the extent to which drinking assets were fit for purpose in providing safe drinking
water.

In general, we found that elected m%rs did not have a consistently clear and comprehensive view
of what is involved in ‘good’ Wateﬁi management and ‘good’ governance of water assets. That
conclusion is supported by the%V 2 Local Government New Zealand meeting where the feedback
on what could assist with b ernance included requests for clearer standards, better guidelines,
professional developm %{ equirements around best practice.

t

There was one exa in our view had aspects of best practice governance. Here, elected
members were ab% ow us information on the status of the network, and also to talk to us about
how it compared revious years and detail the plans to improve it in upcoming years. In this specific
case they 0 able to talk confidently in more detail and about different aspects of the asset and
%ISK mitigation plans. This was at a larger council that had better economies of scale

risk, incl
than the others we interviewed.

(OV“

&

\‘(s noted on page 5, there are two exceptions to the use of the council elected member governance

model, both of which involve council-controlled organisations (CCOs). Those two alternative
arrangements are described, in turn, in the following two sections.

This section provides a brief overview of council-controlled organisations and the mechanisms for that
control.

9
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Council-controlled organisations are regulated under the Local Government Act 2002. Ultimate control

rests with council(s). This is normally discharged by a council committee. Where multiple councils ('1/
have a controlling interest, there is typically a committee with elected member representatives from (b
each of the participating councils. '\g

The parent council exercises control through a number of mechanisms, notably: &
e the organisation’s constitution C)
e the appointment of directors

e annual Statements of Intent that include statements of service performance an@ ciated

measures ,Q

e monitoring and reporting arrangements.

This is effectively a two-tier system. It allows elected members to focus o ice performance and
community requirements, with the council-controlled organisation’s bo vering capability, holding
the its executive to account, and providing the more general char ct s of good governance.

N

Management of Auckland’s three waters services i Nibetween direct council management for
Auckland’s stormwater services and a council—co@bd organisation, Watercare, which provides
Auckland’s drinking waterz and wastewater s Qe and owns the associated assets.

We interviewed the Mayor and Deputy M f Auckland Council, the CEO of Auckland Council, and
a number of senior leaders in Watercare.

Our overall observation of this mod at it works well. We observed in particular a high level of
awareness and expertise across t imensions of the governance framework.

Setting outcomes é*
Watercare’s outcom@| g is well aligned with Auckland Council’s Long Term Plan. Through our
interviews and th entation provided to us, we observed, across a range of dimensions,
particular compe e in future planning, a high level of understanding, and strong capability also in
communic@ ectations to management.

Monj performance

re’s board has a good level of governance oversight over the performance of the organisation,
elays that to the council. Watercare makes its Statements of Intent and Annual Reports?
lically available on its website, along with a quarterly public newsletter, water quality compliance

2@ reports, and management plans.

2 With the exception of reticulation in the Papakura area, which is managed by Veolia.
 The most recent is available at https://www.watercare.co.nz/SiteCollectionDocuments/AlIPDFs/Annual-report-2017.pdf
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Greater comfort about performance is one factor that has improved the relationship between Auckland
Council and Watercare in recent years. This seems to be related to an improvement in managing the
reporting and budgeting information flow. (b

Setting budgets &

Watercare’s financial operations are largely dictated by Part 5 of the Local Government (Auck@
Council) Act 2009. The Act requires Watercare to ‘manage its operations efficiently with a vzg
keeping the overall costs of water supply and waste-water services to its customers (collectively) at
the minimum levels consistent with the effective conduct of its undertakings and the maigt€nance of
the long-term integrity of its assets’. The Act states that Watercare ‘must not pay &
distribute any surplus in any way, directly or indirectly, to any owner or sharehol(e

Our observations from the interviews was that the appointed board of profe %I directors applied a
high level of scrutiny to the budgets in an effort to ensure efficiency. 2

Ensuring capability

Our observation from our interviews and the documentation ighted was that Watercare is an
efficient provider with high levels of capability in governanceN management, and high levels of
professional and technical expertise. Watercare’s govern oard is aware of the levels of expertise
within the organisation and is comfortable that these ar propriate. The board, which is appointed
by the council, appears to have a high level of colle} experience as professional directors and a
broad range of skills, including commercial, fi il tax, regulatory, sustainability, research, public
policy, engineering, project management, i cture, lwi interests and resource development.

Characteristics of good gove n@e

While we did touch on stormwate gement in our interview with Auckland Council, there was
insufficient detail to enable an isy so the following table focuses on the drinking and wastewater
systems owned and mana@fy Watercare.

o

Table 3: rnance under asset-owning CCO model

Quality o

Comment

Aspect of good gcverinance

Based on a ov strategy with Drinking water asset strategy* and wastewater asset strategy® are
clear pricy' es publically available.

hd

Uses. %ﬂality information Auckland Council has confidence in the information received, and it
commented on the increase in Watercare’s reporting to the council in

<<,;‘

4

recent times.
5 https://www.watercare.co.nz/CMSPages/GetAzureFile.aspx?path=~%5Cwatercarepublicweb%5Cmedia%5Cwatercare-media-

library%5Creports-and-
publications%5Cwastewater_asset_strategy.pdf&hash=7cd5b77add4695aa96bb9c4853177417d47f5eb5ca4057b170c9ebb8a33369cc
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https://www.watercare.co.nz/CMSPages/GetAzureFile.aspx?path=~%5Cwatercarepublicweb%5Cmedia%5Cwatercare-media-library%5Creports-and-publications%5Cwater_asset_strategy.pdf&hash=549e8c60f98b6b074719d48883523b3016312d8c1c6912bb68bb35558c55dc7a
https://www.watercare.co.nz/CMSPages/GetAzureFile.aspx?path=~%5Cwatercarepublicweb%5Cmedia%5Cwatercare-media-library%5Creports-and-publications%5Cwater_asset_strategy.pdf&hash=549e8c60f98b6b074719d48883523b3016312d8c1c6912bb68bb35558c55dc7a

Aspect of good governance Comment
Identifies and resolves trade-offs Key trade-offs are mostly made in the context of council’s formal (1/
long-term planning. Watercare seems to work well with council (b
officers through the planning process. '\g
. . N
Takes a long-term view / Asset management plans are for a 20-year period. &
whole-of-life approach P
Uses appropriate consultation Council acknowledged a preference for better public-facing \J
information and our observation is that there could be improvements
in this area. However, the levels of consultation and pu% Sfacing
information were better than for most other intervie ncils’
water services. 1\;®
Has an appropriate governance The council elected member governance an 'p\inted director
culture governance appear to work well together a ide
complementary aspects. There appeare mutual respect

between the two governance layers. O~

Makes provision for assurance The size of the water assets and t&lting size of the entity
needed to manage it, alongsid% eXpectations of the governance,
mean that there is, in our vigwN@asonable provision for assurance.

General observations \O

The board of Watercare and the elected members had a good understanding of risk, including forward
projection of risk associated with things li @ limate change and city growth.

This asset-owning council-controll nisation model is both scalable and replicable. However, in
many cases, we encountered n rt from elected members for its adoption. The primary concern
was a public perception that as/s%(transfers potentially lead to privatisation. While there is a
recognition from elected rs and officials that this is unlikely to happen under the current
government, they reiter t it is a strong public perception based on previous asset privatisation
experiences in New @ d.

We did not expl existing governance arrangements for stormwater (currently under the elected
member gover e model). However, following a recent value for money review, Auckland Council
has annou it is considering transferring management of stormwater to Watercare under a

angement.

All of Wellington’s three waters services are managed by a council-controlled organisation, Wellington
Water, which is a shared service organisation owned by Wellington City Council, Hutt City Council,
Upper Hutt Council, Porirua Council and Greater Wellington Regional Council. Wellington Water is
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therefore both a model for governance and management arrangements and a model for shared
services.

The governance consists of an appointed board of directors and the ‘Water Committee’, which (b(b
consists of elected representatives of each of the shareholding councils (usually the Mayor or the ?\
Water portfolio holder). The Water Committee appoints and monitors Wellington Water’s board. &

We interviewed the Deputy Chair of the Water Committee, Wellington Water’s Chair and CEO@
Wellington City Council Mayor and WCC's three waters portfolio owner, and Wellington Cit&wncil’s
CEO and senior officers.

The overall feedback from those interviewed was that this model has brought abouyt p change in
all areas of performance, and that they are now working on improvements that gbout ‘degrees of
excellence’. As with the asset-owning council-controlled organisation model are high levels of
governance, management, and professional and technical expertise acro&g;ivernance

framework. Q~

Setting outcomes

The council-controlled organisation’s board sets the require %or the performance of the
organisation as an entity by recommending and agreein ou%mes with shareholders through the
Water Committee (elected members of councils). The %d/also works closely with the Water
Committee to ensure that outcomes reflect each ct’)ml{w?equirements and are integrated with the
councils’ Long Term Plans.

<<\
Monitoring performance <<

The monitoring of each council’s netw; erailored to the particular council’s requirements and
reported back through the Water C @ee and through Wellington Water’s attendance at council

meetings from time to time. An f-yearly and three-monthly reports are made publically
available on the Wellington Wateswebsite.s It is useful to note here the clarity of reporting against
community outcomes and paration of community and organisational outcomes.

Setting budgets

Each council set n budget for water services. The budgets are set through the Long Term Plan
process, with e@council purchasing levels of service in consultation with its community, with advice

from Wellj Water on what realistic options are available and the consequences associated with
eacho ellington Water and the councils attested to a close working relationship around
budg

%ing capability

@\Ks with Watercare in Auckland, we observed a high standard of expertise at governance level, with
Q. that governance expertise also ensuring good capability at management level.

5 For example see: https://wellingtonwater.co.nz/dmsdocument/179
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The directors appointed by the Wellington Water Committee had significant experience in governance,
as well as skills in law, finance, corporate governance, people and performance management,
government and corporate relations, communication, community programmes, corporate affairs,

infrastructure, risk management, business consultancy, local and central government, and economic

growth.

The governors, both appointed and elected, attested to the high levels of competence and ca
within the organisation and communicated high levels of trust. There is a good level of self-

of capability, and this is also reported on publically in the half-yearly report referred to @3 see

footnote 6).

Characteristics of good governance t&\

Aspect of good governance

Based on an overall strategy with
clear priorities

Table 4.  Quality of governance under asset-managing council—cd organisation model

Comment

Wellington Water strategy is inéits’formal accountability documents.
Water asset strategy, at leagtdiyfinancial terms, is with the individual
council, with Wellington advising and implementing on their
behalf. \ .

N

tion

Uses high-quality information

The councils we i (%v\v'ed expressed a view that they had better-
quality informati than they did prior to Wellington Water being

established,\

Identifies and resolves trade-offs

A d
Welling \(ater seems to work closely with councils to identify
risks ewards associated with trade-offs, with high involvement
inc ’s long-term planning.

Takes a long-term view /
whole-of-life approach

@t management plans are undertaken by the councils, who own
a

& elo-year asset plan.
-

ssets, with advice from Wellington Water. Wellington City do a

Uses appropriate consultaticQ~

Consultation appears to be high although Wellington Water
expressed a desire to do more with engaging the public. It publishes
clear, concise and frequently updated public information on its
website.

N\
Has an appropri@ overnance

culture
Vi

The council elected member governance and appointed director
governance appear to work well together and provide
complementary aspects. There is mutual respect between the two
governance layers and a recognition that the structure has led to
significant improvements in water supply and management.

legovision for assurance

Wellington’s multiple-council approach provides, in our view,
reasonable assurance, as in Auckland. This is due to the size of the
water assets and the resulting size of the entity needed to manage it,
and the high expectations for governance.

&
N/
Qg’
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General observations

with mechanisms in place to identify and manage risk. Mitigation options are well defined and were

Risk in relation to existing assets, future challenges, and resilience in crisis events is well understood, le/
cited at all levels of people interviewed. b

Wellington Water observed that it has taken time for its relationship with councils to mature: le fsg;f
trust have increased over time as the competence of the organisation and the value of the o@ave
been proven. They also observed that the benefits of shared service have increased with the/nMTaturity
of the relationship. In their view, while there could be more benefits realised with asset%ership
those would not be as substantial as the benefits realised to date through shared s@
increasing levels of trust. In addition, Wellington councils noted that the advice Wellington
Water has a level of independence, as the organisation has no vested intere e an asset-owning
council-controlled organisation model). 5%

We did have specific feedback from a council in the Wellington area t had realised significant
cost savings from the shared council-controlled organisation, as we@ ains in effectiveness from
aggregating and applying consistent service delivery models.

We also observed that Wellington Water’s reporting was mo sparent and more frequent
compared to both Watercare and the council elected member governance examples. While that
cannot be attributed entirely to this governance model,&@fyservaﬁon is that the level and clarity of

reporting by Wellington Water is close to best pr@
|

Our view is that this model is replicable and sc%
model for other councils, who see the conti

- It was also more palatable than the Watercare
irect council ownership of assets as allowing

continued connection with communities. ver, the asset-managing model would not easily allow
for cross-subsidisation across regions. C -subsidisation can be desirable in some circumstances,
but concerns about it are a factor behiid/the delays in progressing proposals to move the three waters

functions of Hamilton City, Wa& trict and Waipa District Councils into a jointly owned council-
controlled organisation.

Our overall asses Is that:

e thereis al ortunity for significant improvement in water asset management through
aggre g and applying more consistent models of service delivery

o is’a lack of assurance that governance will be robust, and
e are a number of indications that governance is not consistently at the appropriate level.

%ﬁe are a range of options that would deliver varying levels of improvement, depending on the level

@\oﬂ appetite for intervention. These include:

providing stronger governance guidelines and more peer support for asset governance

e incentivising shared service arrangements and the development of external governance groups,
and
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establishing council-controlled organisations (either along the lines of Watercare, where the council-
controlled organisation owns the assets, or Wellington Water, where the council-controlled ('1/
organisation manages council-owned assets). (b

The above arrangements could be regulated or incentivised, or a mix of both. Given the advantages @
we have witnessed through the approach in Wellington, our view is that ‘coalition of the willing’ &
arrangements are most likely to be effective. The councils we interviewed stated a preference@

financial incentives. ?\

Recent improvements \O%

Councils have been improving governance of three waters, especially for drin '&/ater. Driven in part
by the Havelock North water supply contamination incident in August 20186, councils we
interviewed had made significant steps to improve governance and as agement. The

improvements were also occasioned by the election of new councilsQ te 2016. These steps include:
e

e Appointing external chairs to council Audit and Risk co@ es (where these were not in
place already). In a couple of cases, councils did not be@ is was necessary, and the council
officers had made arrangements to incorporate external ertise in the council’s internal
governance arrangements.

e A greater focus on water management in CC}QE business. Typically this falls into three
streams:

- afocus on risk through the Audit %sk committee (this has been wider than just water,
but water appears to have bee us)

- monitoring of drinking watepquality and the implementation of investment decisions, typically
through routine or periodi itoring

- afocus on major inve&wa t decisions and their timing — typically done in the context of the
Long Term Plan Infrastructure Strategy. CEOs confirmed that significant effort was put
into engaging ouncillors on asset management and that councillors responded well,
although th e mixed reports on the extent to which councillors appreciated the
importanc Qe decisions being made.

e Strengtheningtinternal governance/management arrangements at the staff level. In many
cases jhese are coordination mechanisms of the kind you would expect to find in any large
org Qm. At best these can be effective enhancements to governance. Two features help this:
representation (typically the chair), and the council being large enough to create a
ration between the internal governance group and those responsible for delivering services
@%ﬁd advice. This separation ensures accountability and helps the governance group stay out of
operational issues.

@ e External review of asset management to provide assurance and identify opportunities for
Q‘ improvement. In the best cases this introduced a structured framework for thinking about at least
some of the dimensions of capability and the appropriate standard to aim for. However, more
typically there remain opportunities for further assurance and a more comprehensive view of
capability requirements.
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The larger councils had greater opportunity to invest in the last two areas.

While we note this raft of recent improvements, we should also note their genesis at least in part in the le/

Havelock North events. This raises concern about what happens to governance levels when
memories of specific incidents fade. & '\
Separation of governance and management ?9

Ideally, robust governance of the three waters would see the governors leading acr %oroad
range of aspects covered in the governance framework that we developed for thi @t (see Figure 1
on page 3). '{

This requires the right mix and extent of skills, experience and focus. While possible that some
elected members on a council will have some of the skills and experie uired, it is unlikely in

practice that a council will have them to the full range and extent ap Iate. They may also not have
the right focus given the varied interests and priorities among mei

That assessment is supported by our observation that while t ted members we spoke to were
well informed about water service issues, upcoming key decisions, and water quality monitoring
arrangements, they tended to focus on these specific i s&gs/at the expense of the more general
concepts of governance. As a result, some aspects O\%rnance were not given the full attention

appropriate. O

As a result, the governance agenda is driven he CEOs. In general we noted that CEOs and senior
staff had a clearer view of what it takes to deliver good governance. The differences were of degree
and we note that what is appropriate for rnance is in part dependent on the underlying issues. We
also note that the understanding of s@ific issues shown by elected members supports effective
governance.

The burden placed on Ieaderslﬁ&eams of driving comprehensive governance compromises the
separation of policy settin ervice delivery, because CEOs and their leadership teams assume
overarching responsibili oth. This matters, because it weakens accountability. It weakens
accountability becau e conflict of interest that arises when the same body is responsible for
setting standards livering them. While CEOs are not setting, for example, water quality
standards, they,are having a much stronger influence on capability and technical performance
standards.

In additiQp/ inquiry by the Auditor-General into the Mangawhai community wastewater scheme

note ed for members of a governing body to have the courage to keep asking questions until

the erstand what they are deciding, and the benefits of formal processes and records to support
jSion making’. The questioning is not coming from members of governing bodies as strongly as it

\wight be.

Q& While we have noted some arrangements that enhance internal governance and management and

provide additional assurance to the CEO and his or her senior management team, these fall short of
compensating for that lack of separation. This is not to suggest that those internal arrangements are
inappropriate, or that they are unreasonable responses in the circumstances. Rather, they are not a
complete or optimal solution.
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Observed variance in governance

Using the governance framework as a basis for assessment, we found varying standards of (b(ll
governance across the interviewed councils, especially with respect to understanding and y\q
accountability around strategic outcomes, and understanding of technical issues beyond drinkinK

water. Governance was strongest for the councils with water council-controlled organisations
(Auckland and the Wellington region), and we did not identify significant opportunities for i ga)‘nent
in these cases. We believe this is at least partially because having an appointed board as a fesult of
the council-controlled organisation arrangement provides a range of skills and a dept perience,
and ensures that robust governance practice is implemented. \

However, scale plays a role too: both directly, as attracting suitably experienc d skilled directors
is easier with greater scale, and indirectly, as scale makes it easier to justif %?stablishment of a
council-controlled organisation given transition and overhead costs.

The other metro councils have reasonably robust governance arran
improvement. This is borne out by the experience with Wellingto
has shown that the shift to a council-controlled organisation afr ment can further strengthen
governance, management and technical capability. Wellingt ity Council commented that
Wellington Water has produced a step change and sho@fyt ellington City previously did not have

nts, but with opportunities for
r in improving governance — it

the clearest possible view of good three waters govern .

The remaining councils were below the standard (ﬁ.h) council-controlled organisations and metro
councils. In our view, size aids better governal cause economics of scale mean that:

e itis more tenable to establish robust zz al governance arrangements
e itis easier to establish the robustinforaation systems needed to support asset management
e itis more feasible to get inde t assurance and advice

e there is greater opportuni rovide elected members with clear advice on key governance

decisions. Q~
While it is possible to %e these attributes with small groupings or single small councils, it is much
more difficult, and@c ieved those attributes are less likely to endure.

Ongoi@\}ssurance of robust governance

While ength of governance varies across the councils as discussed above, and some councils
wit S%)uncil—controlled organisations currently do have reasonably strong governance, the current
gements for councils without a water council-controlled organisation does not provide assurance
ﬁduring, strong, healthy governance. A number of factors, alongside the assessment against the
overnance framework above, support this finding:

Q‘ e our observation that there are common areas for improvement in governance, as noted above

e the problems with the Mangawhai community wastewater scheme between 1996 and 2012 were
found by the Auditor-General to be, in part, governance failures, and little has changed
systemically to ensure that such failures do not occur again
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e the present system does not provide for a deliberate approach to getting the right mix, level and
focus of governance skills and experience. Councillors are not primarily elected on their ('1/
governance skills but rather to represent the community’s interests. This means that while elected
governance provides good community representation, and may provide some of the approprlate
skills, it does not provide assurance that the governing body is set up to deliver best practice
governance of these complex, critical assets. &

e our observation that the governance agenda is often driven by council officers, and thej erns
that councillors are often not well placed to challenge their recommendations, despite robust
efforts to engage by all parties

e the operation of a variety of bespoke models of service delivery across cou Qten historical,

which suggests that there are unrealised opportunities for efficiency ga| t Ievel of variation
also makes it difficult for councils to work together and share experi % knowledge.
ri

e the professionalisation of three waters governance is below that f nfrastructure assets

(such as electricity and gas), despite equal or greater challeng

Without ongoing assurance of robust governance, the standard overnance will vary over time and
across councils. This may not matter much in a stable conte imited upcoming new investment
or other critical decisions. However, as explained below, th not usually the case.

Risk Qv

The most apparent risk of poor governance % three waters is the occurrence of another event with
immediate adverse impacts on the com itys This could be like Havelock North — though the current
risk of this is probably low given recent fo on the management of drinking water quality. It could
also be damage to property by a fl eyent, environmental damage from wastewater contamination,
or one of a range of other servi;((?bre and resilience issues, which may or may not have happened
before.

More generally, there is i
and the risk of failure
unnecessary cost,

ub-optimal decisions on the timing and nature of major investments,
ct maximum value from the present assets. This could result in
r value for money.

There is now sess how extensive or likely the risks are. This would require more extensive
work, |nvoI re councils and the assessment of areas beyond governance.

C é&’nges

ticular area of concern for three waters governance is that many councils face a range of
allenges in this area, including:

Q_@ ¢ financial challenges, particularly where depreciation has been underfunded or unfunded in the
past or where new investments are required

e demands from communities for better environmental care
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e the likelihood that drinking water quality standards will become more stringent over time and
require new investment

e increased sophistication in the technical capability that underpins asset management planning ng(ll
e climate change and the accompanying increased risks of flooding. '\

In addition, smaller councils can have trouble attracting and retaining suitable water engineerin &
expertise, and they also acknowledge difficulties with succession planning. This restricts the C
availability of robust advice and information to support governance decisions.

Scale &\

The two council-controlled organisation models we looked at enable better o?mance practices,
more stability at governance level, and more transparency around decisi ing, reporting and
investment. Transparency is increased by the need to communicate al ort between two distinct

organisations. O

An asset-owning council-controlled organisation that is join wned by several councils would
have the advantage of enabling cross-subsidisation, which llow for investment in the most
needed areas. This is an issue given the disparate state f\\:vgér assets across the various council
areas — though the ‘wealthier’ councils will likely have %(mvious concerns. (Note: this is
hypothetical given that the only current New Zeala N mple of an asset-owning water council-
controlled organisation is Watercare in Aucklan N@éh is single-council owned.)

An important benefit of the asset-managin ncil-controlled organisation model of Wellington
Water is that it allows for more free and f dvice to council and the public, as the company has no
vested interest in taking a particular pgsition” It allows for most of the benefits of the asset-owning
model and, subject to good comm @on between the company and the councils, can increase the
level of trust in the advice recei ich has a degree of independence. The downside of this model
is that there is no ability to cross-Subsidise; so while there were reports of significant cost savings with
this model, it does not ad Q:-the issue of affordability.

Both models combin ixture of institutional arrangements (the council-controlled organisation
structure) and large , Which in Wellington is achieved by ownership by multiple councils. A
council-controlle nisation for a smaller council acting alone is unlikely to provide substantial

benefits.
While th | of council-controlled organisations of scale has clear benefits and is supported by
some, d members, we encountered more members who do not support it. However, there are

gro% o believe that political support may be possible.

%Those councils that have them have found the arrangement to be beneficial, and Hamilton City,
Waikato District and Waipa District Councils are working to establish a joint council-controlled
organisation.

2 e  When the question was posed to them, councillors of a large council were open to the idea of a
council-controlled organisation if asset ownership were retained by the individual councils (that is,
the Wellington Water model).
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e A common objection to council-controlled organisations is that they dilute the influence of elected
members. This is a particular concern for such council services as parks or infrastructure such as ('1/
roading, which have place-shaping implications, with wide-ranging community interest. However,
water is a utility service comparable to electricity supply with less community interest in its '\Q
delivery. (There is interest in water standards, fluoridation, and stormwater protection, but
councillors would still be making the key decisions.) &

e  Much of the concerns expressed by councils relate to the establishment of an asset-o
council-controlled organisation, which elected members believe their constituents wauldisee as
preparation for asset divestment — however, many of the benefits can be achiey, an asset-
managing council-controlled organisation.

Council-controlled organisations could conceivably be mandated (by legislatiqn), But softer
approaches are also possible. Our view is that the willing coalition provides tter path forward.
Government may also wish to provide financial incentives — this could @o service performance
objectives and also help redress the variation in water asset conditiq Cfoss New Zealand.

hieve scale. We have focused
ion of independent governance at
benefits of scale.

The council-controlled organisation model is also not the only wi
on that model because of the benefits we observed of the co
scale, but a shared service model could also achieve some 0

N
Central levers that help driv od governance

A number of central levers and expectations \oted as helping drive good governance:

e Infrastructure strategy and Long Plan — The 10-year long-term planning requirements
and the requirement to prepare a30-year infrastructure strategy were frequently noted as driving
engagement by councils in as nagement strategy, in the major investment trade-offs, and in

the overall service standar)i cted.

It was noted that councgits are’going into their second iteration of their infrastructure strategy and

there are opportuni'@ improve it.

We were not ab scuss the extent to which these instruments are best aligned with the

needs of ass agement governance (though it was observed that their timeframe falls well

short of thﬁ 100-year asset life of many water assets) and this presents an opportunity for
n

further sideration.
e G Qctice on audit and risk — Guidance from the Office of the Auditor-General on good
e for councils emphasises the importance of an effective Audit and Risk committee, ideally
a suitably experienced external chair. Where this had been newly instituted, councils felt it
@ id provide additional assurance around the management of risk and resilience. Conversely,
\/ where this arrangement was not established, some felt there were opportunities to strengthen
Q& oversight in these areas, while others defended the choice not to have this arrangement.

e Monitoring requirements — Formal monitoring by Regional Councils and District Health Boards
places an obligation on councils to establish a monitoring regime.
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e Audit NZ review — Subject to limitations, Audit New Zealand reviews can provide insight into the
effectiveness of asset management and asset management governance. (1/

Other observations

Q&

Few, if any, elected members campaign on water asset management. Yet it was clear cX:ncils do
proactively engage around key issues relating to water management and that it wa attention
commensurate with its importance on councils’ agendas. Water asset manage% key focus in
the development of Long Term Plans. As we commented above, CEOs confirmed\that significant effort
was put into engaging with councillors on asset management and that cou '%s“responded well,
though not always appreciating the importance of the relevant decisio@

O

Councils vary in their willingness to spend on water assets. ountered examples where
significant rates rises had been put through to fund future inv ent requirements, which affirmed the
importance those councils attached to this area. In oth Mes, however, councils clearly feel financial
constraints; those constraints are shaping decision&\)&i a risk of compromising longer-run value for

2
@OQ
&
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CONCLUSIONS 0,
Ne)
N

Three waters has specific features that inform appropriate governance arrangements C&’

Three waters are among many services for which councils are responsible. However, there?e'a
number of features of three waters that mean it should receive particular attention.

e Itis an essential utility and critical infrastructure and is distinctive as such in tncil portfolio.
Roads come closest, but have a central agency (NZTA) driving some aspe&i council actions.

e |tis particularly long term in nature — with assets having a working life § a century.

e  Most of the infrastructure is underground, and therefore often not mind and not subject to
public comment and feedback in the way that, for example, ro other council assets are.

e Failure can be catastrophic and in extreme cases has the :Qn | to cause loss of life.

We believe that these factors mean that a particularly high sh\ ard of governance is required.

Robust governance is difficult to achieve %‘\O

as many facets, and driving the governance agenda

Governance of three waters asset manager@
ight mix of skills and experience.

effectively requires professional input wit

nisation that drive comes from council CEOs and senior staff.
However, this compromises the ion of policy setting from service delivery, and so reduces
accountability. Although CEO d'senior officers have instituted a variety of arrangements to
enhance governance, thosQEasures fall short of compensating for this lack of separation.

Where there is no council-controlled

Councils have been j ing governance, especially for drinking water risk...

We found that, ov.
observation the p

derstanding of risks associated with the water assets was high. From our
ical risk associated with service failure on something as fundamental as water is a
increasing governance oversight.

strong motié)
Driven i ular by the Havelock North incident, councils have been improving governance. The
have typically included: more reporting; more effort by elected members to understand the
d trade-offs; and in some cases the inclusion of external expertise on Audit and Risk
W:nitoring.

ittees. Most of the improvements focus on drinking water and are specifically in the area of
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...but where there is no appointed board and a lack of scale, there is inadequate

assurance of ongoing robust governance ('1/
The level of governance apparent across the councils we interviewed varied. There are limited (b(b
mechanisms for assurance of ongoing robust governance, and where there is no appointed board anb\

only small scale, there are clear opportunities to improve the standard of governance. &

Though some improvements have been made, they are not systemic (with the exception of in@ming
external expertise in Audit and Risk in some cases).

Most of the elected members we interviewed recognised that improvements have be sponse to
the events in Havelock North, and this raises concerns about how durable the cur atively high,
level of awareness may prove to be. The risk is that levels of oversight may wa I'&en memories
fade and a different issue demands attention, or if enough time passes WHI’]&VLH er incident.

A risk of long-term consequences

There is therefore a risk that incidents of similar moment to Havelo th may recur (but possibly
quite different in nature), or that councils will obtain inadequate om the investment in water
infrastructure.

\/\
O\?‘

'\rofessional expertise...

Strengthening governance through bringi

Water services are a critical infrastructur
and responsible treatment of the envirpn
organisation models with scale (whi
opportunity for a step change in

the public has high expectations for safe drinking water
t. We believe that moving to council-controlled

uld mean ownership by multiple councils) would provide an
ance in governance in this key area.

This overall finding is bas

eggn
. the fact that the delj f three waters services has much in common with other utilities such as
electricity and g

e the experie ;uckland’s Watercare and Wellington Water and the assessment of the three
models adainst the governance framework

e 0ourg .@ ations on possibilities for improvement in governance and at the governance-
dgement interface.

ovement would arise from instituting professional board members and management, and
pooling analytical (eg, modelling) and technical (engineering) capability. A CCO model will also
prévide efficiencies through the application of consistent models of service delivery. Council-controlled
organisations can provide these gains whether set up as asset-owning or asset-managing.

&
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...but council-controlled organisations can defer appropriate decisions to elected
members

While appointed boards can strengthen governance, certain critical decisions are appropriately made ng
by elected members. With the two CCO models, there appears to be a reasonable consensus across?\
the stakeholders that the allocation of decision-making between councils and appointed boards &

appears to be right. C)

Of those decisions that should be made by elected members, some are more appropriately?ade
locally while some are more appropriate for the national level. The allocation between ahd
national will inevitably be controversial, but there is a clear split in practice. For exa inimum
water standards are set nationally, while decisions on appropriate water treatme dctively a
decision regarding the trade-off between levels of risk and taste) are made lo ﬁ

Council-controlled organisations can be either asset-owning or ass aging
Both CCO models enable better governance practices and more stability at governance level.
Because there is the need to report across organisations, they c provide more transparency

around decision-making, reporting and investment (although w ted a significant difference between
Watercare and Wellington Water in levels of public reportingx ansparency).

Although the Auckland example of an asset-owned coyncil-centrolled organisation involves only a
single council, that model would, if applied to multiplexc il ownership, have the advantage of
enabling cross-subsidisation across discrete wate aZXI systems, and this would allow for investment
in the most needed areas. This is an issue gin disparate state of water assets across the various
council areas.

The asset-managing model presented b@ll|ngton Water allows for more free and frank advice to
council and the public, as the compa@as no vested interest in taking any particular position. This
allows a more natural migration a@& e maturity curve. So long as there is good communication
between the company and the£qunils, this can increase the level of trust in the advice received, as it
has a degree of independe

The downside of the as naging CCO model is that there is no ability to cross-subsidise beyond
what is available no (Q ividual council areas. So while there were reports of significant cost
savings with this r% beyond that this model does not address the issues of affordability stemming
from previous ance decisions around asset sweating, low rates take, and more complex,
expensive cy systems.

A so:%ach to supporting the adoption of council-controlled organisations would

be priate

ilz council-controlled organisations have significant benefits, many elected members do not
sihfport them on the basis that asset-owning CCOs may be seen by their constituents as a step
owards asset divestment and privatisation. One council also thought their internal model would
always be cheaper. However, the cost burden is reduced where a CCO is owned by multiple councils.

But while council-controlled organisations could conceivably be mandated, softer approaches are also
possible. Our view is that the willing coalition provides a better path forward. Government may wish to
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provide financial incentives: this could be tied to service performance objectives and would also help
redress the variance of asset conditions across New Zealand.

2
N

The two main factors behind our recommendation for multi-council council-controlled organisati re
that they would involve both a large scale and also a deliberate approach to appointing the right nix of
skills and experience. These two key attributes could also be achieved outside a CCO arra ent

through a formal shared service arrangement, with additional expertise brought in at g%a ce level.
Such expertise could be provided by having externals either on a council committe an advisory
board that reports to the CEO. This could also be supplemented with clear, stro nce from
central government on three waters governance. ?Dik

There is a range of other opportunities to improve governance

We looked at a number of top-down causes of effectiveness, considg S eir current status, and on
this basis detailed a range of determinants and related opportunitjes mprove governance. This
analysis is set out in Table 5 below.

The determinants are not the same as the characteristics of governance set out in Figure 1. This
is best explained by way of example. One of the governa functions is ensuring capability for sound
asset management. This requires having some gove %}r directors who have a clear understanding
of the capability required. A determinant of whetheq% appens is whether the mechanism in place to
appoint governors/directors takes this requirer?\ 0 consideration.

them here as suggestions for possible ¢ eration rather than as recommendations to be

implemented. @

We recognise that some of those opportugiQ ay be relatively difficult to exploit; we have included
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Table 5: Governance: Determinants and opportunities to drive improvement §

Note: In thinking about future interventions, it is important to take into account the fact that councils vary ,&\
significantly in their circumstances in relation to water management. Interventions therefore need to be
designed with sufficient flexibility to allow for this. s Q '

Current status Opportunities

Determinants Explanation

Good governance depends on having In most cases, the governors

Appointment of a% guncillors. Make or require greater use of independents in

governors the right mix of people (expertise and The selection process is ba: council committees.
experience) with the right incentives accountability to the commLi%y, ratherthan  pelegate some governance decision-making,
and accountabilities in place. This is specific experience a Wrtise, and does  particularly with regard to more technical
largely driven by the appointment not have regard to i:%ﬁe exceptions aspects (as happens with a council-controlled
process, including the opportunity for (council-controlle@e isations) still include organisation).
appointment associated with scale. this but involv itional layer of
governanc;é
Institutional Institutional arrangements affect the For mostCé ngils, councillors are Establish a management or asset-owning
arrangements (eg, appointment of governors, but they can  respo @l or all aspects of governance council-controlled organisation.
whether there is a also affect how decision making is decigion making. Establish a national body that removes
council-controlied allocated to those best placed to make there is a council-controlled responsibility for some aspects of decision-
organisation, the relevant decisions. rganisation, a more stratified approachis ~ making from councils.
commlttee structures & Establish robust internal governance
and internal

arrangements) o arrangement_s, possibly using suitably
, experienced independents.
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Determinants

Explanation

Budgeting Good governance is not cost-free, and
the benefits can be intangible. In
financially constrained settings there
can be temptation to under-invest in
governance or to under-invest in the

underlying assets for short-term gains.

Current status

In many cases, councils are working to

improve governance, which suggests there

has been under-investment in the past.

Councils vary considerably in their ability
and inclination to invest in robust asset

management — extending to dimension@

support good governance.

Most councils appear to be taking
term view in their investment d

a number are clearly facing s erm
pressures.

jons, but

Opportunities
Amalg@ ion or shared services that share

cos \
al*'government contribution to water asset
agement

hanced regulatory frameworks (including
enforcement) that drive governance.

Regulatory frameworks
and guidance

Regulatory frameworks can relate to
process (eg, requirement to develop an
LTP) or to standards (eg, water service
quality).

Guidance (eg, expectations of good
practice) can be considered a softer
approach to achieving the same ends.

Some regulatory leve
noted as helpful, pagti

rerfrequently

y regarding

longer-term plangifig ugh there may be

opportunitiei@ vement.
t

The regulatiog/of potable water quality is
complex re may be opportunities to
ration

R

Review current levers to consider alignment
and fitness for purpose.

Extend scope of regulation. There are trade-
offs between national consistency and local
flexibility.

Enhance capability to monitor and enforce
regulation.

Extend scope and mechanisms of guidance.

Scale
and attract the necessary governors.
This includes, eg, independent

members/chairs of Audit and F@Q‘

committees.

It also makes it difficult to
secure assurance of rol
systems that inform go

decisions.

dlish and

G

Small scale makes it difficult to afford&

Xear that scale is a barrier to effective

vernance for many councils, though the
size of the water asset is a factor as well —
eg, a small council with a compact and
simple water system will face less of a
challenge.

Introduce or extend shared service
arrangements. Council-controlled
organisations are one vehicle for this but there
are others. Shared service arrangements may
be restricted to back office functions (eg, asset
information systems) or extend to service
delivery.

28 (/\/

Commercial In Com‘idenQ,V



Determinants Explanation Current status

Stakeholders and Some stakeholders will drive some A particular example will be the issue of Improyepuklic information that informs
accountabilities decisions that may be seen by others chlorination, which is effectively a decision decjsiog_ptaking.
as questionable governance. around the trade-off between water quality }e certain decisions from the
risk and taste. onsibility of councils (this is equivalent to
Some councillors see this as a reasonable eater regulation in those areas).
exercise of community preference, othe
see it as unnecessary risk. ,\Q~
Quality of information Critical governance decisions depend In many cases the information is ut Through guidance or regulation create
and advice on having good information about the this is not universal. Staff consi Qly expectations about the capabilities needed for
state and performance of the assets, reported working closely wit %ﬂls to asset management. (This would be less
and having good advice on options and  secure their engagement in&c ion making. important where independent professional
related trade-offs. Ultimately this is a magteNofthe underlying directors are suitably involved.)
capability (in the bo%se). Some
councils had tak iew on capability
requirements generally this was not

means al btained independent

as broad a ight be. Some, but by no
assur %

Q;v Commercial In Confidence



APPENDIX 1: BACKGROUND AND q,
CONTEXT ,\o§b

Q&

The three waters are an essential part of New Zealand’s critical national infrastructure. at&s‘érvices
differ from most other critical infrastructure systems in that the responsibility for asset ement
and service provision mostly lies with local councils (water provision to public can S@I es sit with
private organisations, eg, motor camp owners, ski fields and marae) with little o r§g or funding
support, at asset level, from central government. While responsibility for road r'example, also sits
with local authorities, there is more involvement from central government th h the NZ Transport

Agency. g‘

A large number of New Zealand drinking water supplies are from s@ and reticulation systems that
were initially intended to provide stock water. These are often s plies that were initially installed
and governed by local committees. The feasibility of upgradi e systems to comply with drinking

water standards can be expensive, and smaller councils are ggling to afford this.

needed to serve the rapid increase in population. re close to their debt limit and are looking to

Equally, areas with large population growth are struggl eep up with the infrastructure investment
central government for funding assistance. %\C%

According to the Three Waters Review Cabi aper, the value of water assets across New Zealand
at June 2016 was $54.7 billion. Water Nﬁ land, in its 2016 snapshot report, notes that ‘the
highest proportion of income spent onpthr ater services occurs amongst regions with the lowest
incomes’. Water New Zealand also %ﬁed that capex spend by its 2016 survey participants as a
proportion of budget had a medi %9%.

services with whi cils are required to comply, as well as oversight reports and databases.

There are a numk@ory and regulatory obligations as well as standards regarding water

rinking Water) Amendment Act 2007 amended the Health Act 1956 to specify that all
ter suppliers must ensure their water is safe to drink. It introduced a statutory requirement

t a?n ing water suppliers must develop and implement a water safety plan to guide the safe
gement of supply.

@\Kwater safety plan requires a review of the water supply from water source through the treatment
Q, processes to the pipe network that carries the water out to the consumer. It includes risk assessment
for contamination, mitigation options, and a documented response commitment to water standard
breaches.

New Zealand drinking water standards specify the maximum acceptable concentrations of pathogenic
micro-organisms and toxic chemicals in drinking water. District Health Boards monitor the water
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suppliers (usually councils) in each area to ensure they meet water quality standards. In the case of a
serious health risk, the district's Medical Officer of Health can order a water supply to close.

Wastewater and stormwater

2
N

There are a range of regulatory requirements applying to waste and storm water: &
e  Building Act 2004 (managed by local authorities) Q

e Resource Management Act 1991 (managed by regional councils) ?\

e Health Act 1956 %

e Standard NZ wastewater standards set out by AS/NZS 1547:2012 On—site@ﬁestic wastewater

management v
e Consenting processes, as required by the Resource Management A@gl

e Reporting that identifies the assets and outlines council plans f@t will assess and deal with
any future changes to service provision, for example throug il Long Term Plans, Strategic
Asset Management Plans and Infrastructure Plans, as reg by the Local Government Act

2002. \

e  Annual auditor’s report in accordance with the Lo I‘@vernment Act 2002

e  For council controlled organisations, parts of panies Act 1993.
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APPENDIX 2: GOVERNANCE q,
FRAMEWORK ,\q‘b

The framework below draws on our experience of governance in a variety of contexts and on @e
of sources, notably:

e |IMM International Infrastructure Management Manual, Institute of Public Works E@eering,
Australasia, International Edition, 2015 O

e Towards a Framework for the Governance of Infrastructure, OECD, Septevfﬁgr 015

e Realising a World Class Infrastructure, ICE’s Guiding Principles of Ass anagement, Institution
of Civil Engineers (UK), 2013

e The Four Pillars of Governance Best Practice for New Zealan tors, Institute of Directors,
2017

e  The Inquiry into the Mangawhai Wastewater Scheme, G@iger and Auditor-General, 2013
e Asset management and long-term planning: Learnier audit findings 2015 to 2017. Audit

New Zealand, 2017. \?~

G Set outcomes Monitor Set budgets and agree Ensure capability
overnance :
i across a range performanci funding sources for sound asset management
functions N .
of dimensions and hold to & and governance

Dimensions of perfi nce Financial objectives Key capabilities

Service Cost efficient over the life Asset management plan
standard of prowiSi Cel Asset management leadership and
N Affordable teams
bility

resilience and r .
Matched to appropriate Management systems

coverablllty ERdinglselices Asset management information

p s for future needs systems and tools
Service delivery models
Audit and improvement
Capability model

05 :rsaTlds?rgtaen Uses high Identifies and Takes a long Uses a Hra: arli';te o .
Characteristics of : 24 quality resolves term view/whole  appropriate pprop R oysion
Wil el governance  for assurance

good governance N information trade-offs of life approach consultation
priorities culture

Q‘ We have identified four high-level governance functions:

1  Setting outcomes across a range of dimensions including strategic direction.

2  Monitoring performance against those dimensions and holding those responsible for asset
management delivery to account.
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3 Setting budgets and agreeing funding sources. This is not independent of outcome setting as
there are clear financial trade-offs.

4  Ensuring that capability for sound asset management and good governance is in place. This is (bQ)
primarily an assurance role, but it does also have an impact on resource requirements. ?\

Outcome dimensions O&

These relate to functions 1 and 2 above. ?‘

e  Service %
Governance should ensure that the levels of service delivered by the asset ecified.
Desirable features include:

- Afocus on the end user experience §~
- Additional technical performance measures (management m introduce operational

- Performance measures are SMART

measures) QO

- Review of appropriateness from time to time \é
- Consideration of different customer and user groups

- Linking to costs
- Integration with decision-making and pIa@
- Anoverall integrated performance- ment framework

- Consideration of quality, reliabili sponsiveness, sustainability, timeliness,
accessibility/coverage, and co

In considering accessibility an verage, attention should be given to future demand (both rising
and falling).

Resilience is importan :)%h it does not fit well into conventional performance frameworks.
Resilience may app, atély be linked to other systems (eg, roads and stormwater).

e Transparency

Transparen ires being clear to the public about service standards and achievement.
e Compliancewith statutory/regulatory obligations and other standards

Re Q requirements should be identified and mechanisms in place to ensure compliance.
@lderation should be given to compliance with other standards such as 1SO 55000.

%@ustainability

\/ Consideration should be given to sustainability, which may apply across different dimensions of
Q‘ the water networks, eg:

- Water sources
-  Discharge of waste and stormwater.

In some circumstances, consideration should be given to whether demand management
measures are needed (eg, hosepipe bans).
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Financial objectives

Budgets need to support cost efficiency over the lifecycle of the assets. This is part of taking a long- le/
term view. '\Q

Service levels need to be affordable. This can include consideration of financing mechanisms thK

match to the long-term nature of the assets. C)
Key capabilities ?‘
Key capabilities needed for good governance include: %

e A strategic asset management plan that is fit for purpose, has a clear futuredosus; has an end-to-
end view of the asset and service, and informs capability planning. Govegnorssshould be informed
on the extent to which the plan is implemented in practice. %Q

u

ding appropriate

e  Appropriate arrangements for the leadership of asset managemegf,
ernance and management

accountabilities. This includes ensuring appropriate separation
roles and having senior staff with the right skills and experi .

e Management systems should be formalised with well-d business processes. Good
management systems should have:

- astrong integration with asset managemen@ées
- afocus on continuous process improven@

e Asset management information system \SJpport effective asset management through
awareness, management and reductj f risk, and support infrastructure investment. It should
identify critical assets.

professional services, mai e, construction, and general operations. Models include

e  Consideration should be give?%ppropriate service delivery models. Services include
internal, partnerships/alliances, or external under different contractual arrangements.

. Consideration shou
maturity, and an j

given to the overall asset management system, the appropriate level of
ted approach to improvement.

o Asset creatio% ves some of the most critical decision-making. It is important that there is
appropria!@ s and strategic context for decision-making.

e Anap ¢®~ riate mix of skills, experience and expertise across governors.

At the goerhance level consideration should be given to the appropriate mechanism for delivering the
reqkir:%apabilities. This might include appropriate institutional arrangements and eg shared
€s.

&
2 Effective decision-making required for good governance has the following features:

e Based on an overall strategy, with clear priorities, for achieving the required standard of asset
management. The strategy should have clear scope, policy and objectives and should provide a
basis for prioritising investment decisions.
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e Uses high-quality information to support evidence-based decision-making. This includes
information on:

- asset condition and any maintenance backlog (b(b

- performance

- future demand. «
e Identifies and resolves trade-offs, including in: ?\O

- setting performance standards %

- formulating strategies and policies O

- specific investment decisions ,Q

- budgeting. v

e  Takes a long-term view / whole-of-life approach, including: O
- understanding the true costs of ownership and the implicdeferred interventions
- addressing asset life extension.

e Uses appropriate consultation with the public, consu %nd other stakeholders in setting
standards and around major investment decisions (there are minimum statutory requirements in
Part 6 of the Local Government Act 2002). ?\

In addition, good governance: C)

e Has an appropriate governance culture

- clear governance roles and res

- periodic review of the effectiwen of governance arrangements — this can be self-review

- planning the governanc oad
- ensuring effective m«é’@ of governance committees or boards.

e Provides for assur =icluding drawing on third-party advice from time to time, and ensuring
adequate audit ar ents.

B\

Risk mana@e is not explicit in the framework, but it underpins a number of elements listed:
e Tis “offs are at the heart of resilience and reliability service specification

nformation would be part of the high-quality information and should be taken into account in

. f0
@?&olving trade-offs
@\-/ risk management and mitigation would be one of the management systems required.
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APPENDIX 3: CURRENT a2,
GOVERNANCE ARRANGEMENTS ,\q(b

O&

Table 6 summarises the different governance models in place across New Zealand E ;

Table 6: Councils by governance model type

1 | All except as below Elected members Elected members “\ Elected members
2 | WaterCare Asset-owning council-controlled organisatio@ Elected members
(Auckland Council)
P

ntrolled organisation

3 | Wellington Water Asset-managing cou
(Hutt, Porirua, Upper Hutt, \é

Wellington city councils)

Councils in the Waikato areas are investigating optj Br establishing a council-controlled
organisation to manage three waters services. ve not reached agreement as to whether it
should be an asset-owning or asset-managi odel.

Further details of the current three Water® rnance arrangements are set out below.

Model 1: Council ow%a d operated
[

Outside of Auckland an ngton, other councils directly manage their three waters services.
Council members ar sible for decision-making and council staff are responsible for delivering

on policy set by t% cil.
There are a va@ f arrangements for how councils oversee their water services. Governance is

fded by one or more council committee with responsibility for providing advice and
ns to councils or as delegated. These can be a ‘council of the whole’, although in some
case ay be smaller committees with a selection of council representatives that provide advice
mendations to council for decision-making.

e are typically three points of interaction with councils:
0( infrastructure planning — typically done under the ambit of the LTP and Infrastructure Strategy
Q‘ e implementation of infrastructure projects and monitoring of service delivery
e risk management.

These may be done through separate committees. Most councils have appointed an independent
Chair to their Audit and Risk Committees.
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Support for the council comes from the CEO and his or her senior leadership team.

provide assurance over their advice to councils. These range from strong internal governance with
external representation that can be used to hold council staff to account, through to lower-level
management coordination arrangements. &

O

Model 2: Asset owning council-controlled organisation — Auckland. ?\

Watercare O

Management for Auckland’s three waters services is split between direct counc& agement for
Auckland’s stormwater services and a council controlled organisation, Wate& which oversees

In addition, most CEOs from the councils we interviewed have put in place internal arrangements to (g)l/

Auckland’s drinking water and wastewater services.’

Established in 2010 by legislation, Watercare has full asset owners company is wholly owned
by Auckland Council and is responsible for over $8.8 billion in tot r assets. The company is self-
funding and receives no funding from local or central govern &)peraﬂonal responsibility sits with
Watercare’s Chief Executive, and the Board of Directors has@ate responsibility for all company
decision making.

Auckland Council appoints Watercare’s seven indeps@ﬂ non-executive directors who are
responsible for governance policies and procedur Board has three subcommittees that support
its work: Audit and Risk; Capital Projects Worki up; Remuneration and Appointments.

Figure 2: Interface between Aucklan uncil and Watercare

%
0 ‘2..\ 'R ¢

Elect Appoints m‘u Appoints ‘l. Employs ‘-. Serve
¥ _— —_— _—
People of Auckland land Council Watercare Watercare Watercare
Board of chief executive staff
directors

ra

O
Source: Water&@.nz
Wat %

orks with Auckland Council to ensure plans are aligned with Auckland Council’s
de ent and growth plans, its Long Term Plan and Annual Plans, including infrastructure and
ial plans.

Vnere are a series of processes in place for ensuring accountability. Auckland Council expresses its
@ requirements through a letter of expectations and Watercare sets out its objectives through its
Q‘ Statement of Intent. The Board reports to the Council quarterly, through its Council-Controlled
Organisation Governance and Monitoring Committee, on the performance of the company against

7 Veolia manage reticulation in the Papakura area with Watercare providing the bulk supply services
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both financial and non-financial performance measures. The Council reviews the Board’s performance
annually.

While Watercare’s current scope is only two waters, we understand consideration is being given to ng
contracting it to manage stormwater on a fee-for-service basis. ?\

Accountability to key stakeholders is managed through a dedicated Watercare executive whos it
is to maintain regular and timely communication and access to information throughout the yea
Advisory groups also provide specific advice — the Environmental Advisory Group advises t

company on how its activities affect the environment and the Mana Whenua Kaitiaki F% e Maori
advisory group, provides guidance on how Watercare’s plans and operations affect @ + and their
relationship with the natural environment. \

The Board is required to hold at least two meetings a year in public. Curren Iy?,g%oard meets
monthly and each meeting includes a session that is open to the public.

There are statutory limitations in that Watercare is obliged to provide Qlee at the lowest reasonable
cost and cannot return a dividend, as legislated in Part 5 of the L&@)vernment (Auckland Council)

Act 2009.
Model 3: Asset-managing council-controlle@aiisation — Wellington

Water v

All of Wellington’s three waters services are mana(i? a council controlled organisation, Wellington
Water. Wellington Water is a shared service o }?e ion owned by Wellington City Council, Hutt City
Council, Upper Hutt Council, Porirua Counc@ Greater Wellington Regional Council. It provides
three waters network management serviﬁ stablished in 2014, it manages annual expenditure of
approximately $154 million to maintaip a evelop water assets with a replacement value of
approximately $5.3 billion.

Unlike Auckland, Wellington W, \rg?hareholders (the councils) have retained ownership of their
respective assets. Also, thigss a ‘coalition of the willing’ rather than the legislated approach taken in
Auckland. In this model, Qﬁ"gton Water acts as a ‘trusted advisor’, providing investment advice
about the operation e development of three waters assets and services as well as managing

them on behalf of% ncils.
Each council d% the level of service it will purchase from Wellington Water, the policies it will
adopt, and an stments it will make in consultation with their respective communities and after

consider'@ ice from Wellington Water.
Welli@

n Water Committee

ellington Water Committee provides shareholder governance and regional oversight for
lington Water and its management of the network infrastructure. The Committee is made up of
lected representatives from each of the five shareholder councils, appointed by the Mayor of each
council. As a shareholder, each Council holds 20% of the voting shares of Wellington Water.

The Wellington Water company reports on corporate goals and performance to the Wellington Water
Board and the Wellington Water Committee on a quarterly and annual basis. The Committee meets
quarterly and is responsible for considering Wellington Water’s half-yearly and annual reports,
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monitoring performance of the company, appointing directors to the Board, and providing
recommendations to shareholders on proposals for the company.

The Committee also issues the letter of expectations and approves the company’s Statement of Intent.cib

Board of directors &'\

Wellington Water is currently governed by a board of five (maximum of eight) independent dirgctors
appointed by the Wellington Water Committee. Directors can serve a maximum of two term IX
years, unless a longer period is agreed by the Wellington Water Committee. The Board roves the
company’s strategy, ensures legal compliance, ensures the company has necessar ility, and
monitors the company’s performance, risk and viability. Directors carry out an an
evaluation of the Board’s process, efficiency and effectiveness. The results arepresénted to the Board
and the Wellington Water Committee. Figure 3 outlines the governance s@dor Wellington Water.

Figure 3: Wellington Water governance structure Q

Letter of WellingtonWa <. =~ mittee

Expectations Statement ‘Committee repres ~m.ng all councils
of Intent
-
Wellington Water Board
greater wELLINGTON
Approve Statement of Intent oL cosnel PORIRL'A
o Puse M Palie EITY &7 JNE)
Approve strategy
(Oversee finance .
Look to a regional appreach
Review performance
pe Agree long run level of services
Setinvestment levels
Wellington Water
Network strategy and planning &
Network development and e build strong relationships with our client councils at
delivery tiple levels to increase their trust in us and our advice.
Netwaork operations and reater levels of trust mean we can take bigger steps
customer service towards achieving agreed outcames.
Finance < > Y
» . .
Business sewice\ 13
N

Welli@;r provides a We are connected to Councils set their priorities and Councilwork programmes are funded
a

[ cross all councils, all councils, and a joint expectations of us through separately, and all expenditure is tied
m igg their three waters committee of councillors, the letter of expectation and to their assets and servica levels -
iture. the Water Committee. statement of intent. set in their long term plans.

@Vﬁurce: Wellington Water
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APPENDIX 4: SUGGESTIONS ),
ARISING FROM INTERVIEWS ,\O)(b

In our interviews, we asked whether there were suggestions as to what actions might be taker@)
improve the governance of water management, including those that might be driven by cen

government.
The range of suggestions received is recorded here with some comment on the im |§ns and

issues that they would raise. ,Q

not intervene further.
of their communities and
ntervention included increased

1 Keep delegation to local councils

Most of the councils we interviewed suggested that central government
The basis for this is that councils have the best understanding of the
are accountable to them. This view was softened if central gover

central government financial contribution.
2  Council-controlled organisation establishment \s

Many councils discussed council-controlled organisati \suﬁblishment. From a political perspective
there was a strong aversion to moving assets into cil-controlled organisation as this could be
perceived by communities as preparation for sal hg asset-managing council-controlled organisation
model was much more palatable, although s eXOunciIs still had mixed views. Some see benefits
and other would prefer to keep three watersN@-house.

3 Amalgamation

We received a couple of suggestio amalgamating councils — ideally on a large scale leading to

significantly fewer councils thap%?zésent. This is to ensure greater capability, and potentially greater
economies of scale, than exist at present. This is obviously a matter with ramifications that extend well
beyond water asset man t.

Most of the councils
considering three
for water asset.m

change: for exal
organisati é

ised model

rviewed did not suggest amalgamation and we would observe that, in

, there are options for providing economies of scale and enhance capability
gement across groups of councils that do not require such significant structural
e shared service arrangements and/or a jointly owned council-controlled

4
gn&buncil proposed that responsibility for the three waters be removed from councils and placed in

&

tral government agency that would have responsibility in the same way that NZTA has

Vésponsibility for the highways network. The analogy was also made to electricity as another

commodity infrastructure that is not the responsibility of councils.

As with amalgamation, it would provide greater capability, professional governance arrangements, and
economies of scale in service delivery.

It would have significant implications for funding arrangements, transferring responsibility from
ratepayers to central government — although there are a number of options as to how this would work
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in practice, including: funding from general taxation; and the establishment of user charges (at least
for drinking water).

While the model does not preclude local consultation mechanisms, it is inherently associated with a (b(b

greater degree of standardisation of service specification than allowed for under current ?\
arrangements. &
5 NZTA funding model C)

This was suggested by one council and involves central government contributing to the fyndifig of the
three waters in a manner similar to NZTA'’s funding of local roads through the national f@fettransport
fund (FARSs). The case for this was largely financial, from a council facing signific @ ts associated
with having to renew wastewater consents in 2026, but it was also noted that a fglanhing process
analogous to that of the regional land transport plans would help drive asse gement discipline.

As with the previous suggestion, this would transfer some responsibility
government — abated by the extent to which there would be co-fundi
models that have central-government funding, there would be equit
with underinvestment by some councils in previous years. <
a&

ding to central
ouncils. As with any
ues in transition associated

Compared with the previous suggestion, there would be gre
service standards. \/

atitude for councils to specify local

6 Centrally provided standards analogous to uilding Code

Another suggestion is that there be central sta or asset performance somewhat analogous to
the Building Code (the discussion didn’t get j he extent to which the cost would be based on
performance rather than alternative appr s such as under earlier Building Act frameworks).

This would take responsibility for suchr stafidard-setting away from councils and give it to a central
body. Arguably for some technical rds, there is little rationale for regional variation and this
would avoid duplication of stan séetting. The suggestion was made alongside the suggestion for
independent monitoring (Stét}elo ), but is separable in principle.

7 Independent mon

itOrl
Another council su %rengthening monitoring by regional council and ensure independence.

The scope could to the monitoring of technical standards. We are not clear how this would
enhance the present regime. Drinking water is regulated by the Health Act 1956 and monitored by the
District He oards on behalf of the Ministry of Health as detailed on page 30.

&

%3
N/
Qg’
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APPENDIX 5: PREVIOUS REPORTS ),
AND INDUSTRY FINDINGS ,\O)(b

Inquiry findings C)«
v

Havelock North experienced one of the worst cases of water contamination in Ne %d s recent
history. In August 2016 more than 5000 people, or 40% of the population, fell ill vgwmg the
confirmation of the presence of E.coli in the local water supply. It was later re\?,L that the likely
source of contamination was sheep faeces, which had entered the reticulat rinking water system
following heavy rain.

Ministry of Health officials reported that the outbreak cost approxi :21 million, most of which
was borne by residents. &

A stage 1 formal inquiry conducted in 2017 found that severa@es with responsibility for the water
supply regime for Havelock North failed to adhere to the %I vels of care and diligence necessary to
protect public health and avoid outbreaks of serious |II

The specifically states (on page 7@ the ‘District Council’s management and
governance fell well short of the standards re r a public drinking water supplier’. In particular it
states that ‘The District Council’s Audit and?j ommittee did not include drinking water safety on its
agenda and the councillors did not have equate visibility of drinking water risks. Nor did they
address those risks with the commu%
e

While none of the faults, omissio aches of standards directly caused the outbreak, it is
generally accepted that greaterdjlidence and cooperation is needed to ensure a higher standard of
care. Relevant observationQ&m he report includes:

e Significant gaps 0% iness — The Hastings District Council’ lacked a ready Emergency
Response Pla t'Water boil notices, and up-to-date contact lists for vulnerable individuals,
schools and @ re centres.
Falling st?&rds — The Hawke’s Bay Regional Council’s knowledge and awareness of aquifer
and ent contamination risks near the contamination location had fallen below required
st S. The Regional Council failed to take the necessary steps to assess risks, through
ce consent processes, in the management of uncapped and disused bores nearby, in its
@%ﬁte of the Environment and resource consent monitoring work, and in its liaison with the District
ouncil.

\( Lack of ongoing monitoring — The District Council did not properly manage maintenance of
plant equipment or keep records of that work, and carried out little or no supervision of necessary
follow up work; it was slow to obtain a report on bore head security, and did not promptly carry
out recommended improvements.

e Poor working relationships — there was a critical lack of collaboration and liaison between the
Regional and District Councils which resulted in number of missed opportunities that may have
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https://www.dia.govt.nz/Government-Inquiry-into-Havelock-North-Drinking-Water

prevented the outbreak. The Ministry of Health Guidelines for Drinking Water Quality

Management for New Zealand requires ‘maximum interaction and mutual support between the ('1/
various stakeholders’. The inquiry found the relationship between the District Council and the (b
Regional Council before August 2016 to be ‘dysfunctional’. Q)

e Unenforced standards — Drinking Water Assessors who work with District Council to monij&
compliance with drinking water safety standards were too hands off and should have bee icter
(eg ensuring District Council had an Emergency Response Plan and meeting responsilyii of

its Water Safety Plans). s
e Lack of accountability — Drinking Water Assessors failed to press District Coufcil ®n the lack of

risk assessment, analysis of key aquifer catchment risks, and the working retationship between it
and Regional Council, and failed to require deeper investigation into the gnuswally high rate of
transgressions (positive E.coli tests) in the reticulation system. $

e High transgression history — Lessons were not learned from th outbreak, despite an
independent report (1998 Clark Report) that found the same logation for the contamination
source. District Council did not take the outbreak seriously and failed to implement

enduring systemic changes.

While a number of these issues are operational, it does p(ﬁlt the risks could have been
mitigated with more diligent and capable oversight. So aeokf;ur interviewees noted that they believed
Hastings District Council to be generally good, cap \ overnors and expressed concern about the
risk levels and capability to respond in less resou@d}areas.

Mangawhai is a small, remote comm 'ty; the east cost of Kaipara district with a small permanently
resident population (1086 in 2013), rows significantly during summer (to around 4000). The
Kaipara District Council recognj€edchas early as 1996 the need for a community wastewater scheme.

Following a review of existing, water quality issues, likely causes and how to deal with them, the
council decided it needega'nralised reticulated wastewater scheme.

What happene%

Initially the counc gotiated a public private partnership arrangement in order to avoid having to
borrow to f the’capital costs of construction up front. The agreement would see the private partner
build the at its own cost, and then own and operate it for 25 years. The council would pay toll
paym thhe partner once the scheme was operating. At the end of the 25 years, ownership would

tra the council.
%actment of Local Government Act 2002 shortly after a preferred provider was selected,
ever, had significant impacts on the planned arrangements. The Act stipulated that councils could
@ only enter into wastewater service contracts with private-sector entities for up to 15 years and that
Q‘ councils had to own the infrastructure. Ultimately this meant the PPP approach was no long possible.

A quick decision was made to change the contract delivery method but maintain the same patrties.

This change also had implications for the financing arrangements and subsequently the overall capital

cost of the project.
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Additional issues included:

e last minute change to the contractor le/
e  problems associated with the identified disposal site q

e increased scope of the wastewater project & '\

e piecemeal approach to extending the project manager’s role C)

e additional financing costs incurred due to Council approved project start delay:

e changes to asset ownership transfer to the Council Q
SOE

e overly complex financing agreements ,Q
e changes made to what was to be built, but no evidence of Council kr@e of change

e inadequate communication and consultation with the community. 2

Auditor-General’s Inquiry O

A 2012 inquiry into the Mangawhai community wastewater s conducted by the Auditor-General
found that over the 16 year period from 1996, the council maﬁq number of decisions that resulted in
a failed council, councillors being replaced with commi s?sg;rs, the departure of a chief executive, a
severely damaged relationship between the council a\%munity and an organisation that has
needed to be rebuilt. O

The inquiry ultimately concluded that the decj to develop a reticulated sewerage system was
sound and the system in place is functioningwell and has appropriate capacity. However, it found
overall issues of poor governance, poor ion making and inadequate management of both the
organisation and project, in particulag

e Poor record keeping — T’&@out the life of the project the Council failed to maintain adequate
records for many important 8ecisions that would enable it to explain what it had done, and why.
This lack of informati affected the ability of the auditors to effectively do their work.

e Lack of role claui he project governance roles were never clearly defined. With no single
person or grou n responsibility for maintaining full oversight of project, this responsibility
defaulted ;:ﬁnief Executive. As a result, risks were not identified early in the project which
led to significant issues later on. There was no governing body in place to challenge information
orto :<@o strategic advice to the council. Overall, the inquiry found the council was too focused
on €otviiYg problems of the day rather than taking a long term view.

o mal decision making — All project decisions were made through a process of informal
Workshops and council meetings. While elected members did receive regular briefings, it was
largely based on advice directly from project managers and commercial advisers and as such

@\/ was not independent.
&

Lack of governance capability over time — Over the 16-year period, the community saw a
number of mayors and councillors come and go as part of the electoral cycle. Additionally, the
inquiry highlighted that elected councils in small areas often run the risk of not including the skills
needed for effective governance of an entity with such significant legal and financial
responsibilities.
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Past sector findings

In its call for a review of three waters services, Government has recognised that there are a number of (b
indicators of system-wide performance challenges and vulnerabilities. The National Infrastructure Pla'\%
identified that water sector infrastructure will require the most attention of all infrastructure sector

Sector wide issues include minimal central oversight to provide transparency, address challengesyand
actively encourage service improvements, in contrast to other infrastructure sectors. Additio?ﬂy,
current compliance and monitoring settings make it difficult for both communities and g%n entto
know whether the services are delivering the expected outcomes until there is a seryi ilure.

ighlig

Reports from the Productivity Commission and the Office of the Auditor—Genera}% hted a need for
system-wide improvements including regulatory and institutional frameworks, erformance
monitoring, as well as local authority level improvements such as better use ata to support
decision making, investment in asset renewal and planning for future dQ~

At the local level, councils face issues of a lack of consistent and re information on the state of
performance of water assets and service delivery, political imperétives to keep rates low while being
seen to fund higher profile amenities, and the potential lack city or capability required to deliver
modern water services and address issues as they emerge.\

In some cases this has seen multi-million dollar blow o the costs for planned infrastructure, while
in other cases it has seen particular councils fail to e to the high levels of care and diligence
necessary to protect public health. Some of th& ildres are outlined below.

Although there are no specific studies of gon%z
of past sector reports have identified key

are summarised as follows: @

The NZ Institute of Econo search analysed the results of a survey of councils conducted by

LGNZ on specific charaétetistics of council three waters services. The results provided an overview of

the governance mo @w lace across councils. They also revealed some indicators, both good and
i ns for governance, and some of which may also indicate financial constraints.

nce practices used in water infrastructure, a number
that have significant governance implications. These

bad, that have i
Note this repor{\'rbated 2014 and many Councils have reported that they have made significant

improveg@ince then.

. uncils have different rates of depreciation for potable and wastewater assets. Variation in
e of revenue model across and within councils to fund water services indicates a need for
@ urther review of how councils make these decisions.
N

Variable rates of council compliance with standards. Metro councils reported higher level of
2@ compliance with potable and waste water standards than other council types.
[ ]

Most councils have KPIs set for service quality and reliability and generally meet these KPIs

- Service KPIs agreed by 60%-80% of councils in most groups
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- Reliability KPIs set with community agreement and achieved for 60-100% of councils in most

groups. ('1/
>

e  Most (76%) of rural council don’t have up to date hydraulic models of whole potable water q
scheme. Two metro and 16% of rural councils have asset renewal plans but don’t match fund ?\

them. &

e All metro councils have a water management plan and consider future consent needs in @ﬂng.
Less so for provincial (59-81%) and much lower for rural (48-76%).

e  Most (88%) of rural council and 70% of provincial councils don’t have up to date s of whole
waste water scheme.

e  The proportion of councils that have a wastewater management plan is 70% af metro groups, and
about 40% of provincial and rural groups.

e  Metro councils had higher level of compliance with storm water m ent standards.
In 2014 the Office of the Auditor-General published a report funding and management
challenges local government faces regarding their netwokked assets, including three waters. The

report identified a number of issues with governance j ions.

The report highlighted the critical role that informa@ays in making high-quality, well-informed
decisions. It found that while local authorities ave access to a lot of data, it is not always used
well or is not always the best information to% rt decision making. The report noted that operational
staff (eg engineers, operations manager t managers) generally receive information on the
condition of assets, it is not always reporteéd’to managers or governing bodies. It is critical that
decision makers not only have acc this information, but that they have a clear understanding of
how assets perform throughou ifé cycle, or are willing to ask the right questions, in order to
ensure the decision makin@w ence based.

Decisions must also fac@6 lanning and risk management. The report found that for a number of
reasons local authoriti pted ‘just in time’ financial strategies regarding their capital expenditure.
This meant in some s reducing forecast levels of renewals and a ‘run to failure’ approach,
essentially delay enewal until unavoidable.

A 20 %ort by Local Government NZ surveyed 70 councils and found overall there is no consistent
?nsparent reporting on performance across the sector. Improved information on water asset
%p gement is critical to ensuring better overall management and decision making.

@ particular the report found that approaches to managing water assets varies from council to council.
Q. It found that provincial rural councils tended to have higher levels of non-compliance, and tended to
have more issues with accessing expertise.
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The report recommended a ‘sector-led approach’, including a sector agency that would manage an

overarching and common data and information framework, include representatives that would reflect
the broad range of interests across rural, provincial and metropolitan areas and, importantly, act as a
sector thought leader by conducting reviews and develop recommendations on key industry issues. '\q
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APPENDIX 6: FEEDBACK FROM q,
ZONE 2 LGNZ MEETING P

We attended the Zone 2 LGNZ meeting in Kawerau on 3 November. Some of the mayors attefiding
had contributed to the initial interview process so our questions in this workshop were at th evel.

The main insights were as follows: %

e  Central government could contribute more by having clear expectations aro B@/ernance best
practice standards and by requiring local government to meet those stand&, hile assisting

with training and procurement and a focus on outcomes.

e  The barriers to providing best practice service are varied, but ther number of issues
related to affordability. Different councils cited different facets wj ordability was the barrier.
Understanding best practice is also an issue.

e An equitable funding subsidy should be provided, with S(%gear prioritisation and standards.
The Scotland model’s central-local mix should be looke

v
The raw feedback is as follows: C)\

Aside from money, what is the be %ng central government could do

to help you with governance of waters?

e Be more directive and explicit abéuyt stfuctures and standards. Provide guidance but also require
councils to adopt best practice ods — ie, council-controlled organisations if they are most
efficient

Make planning syster?@sier — agility is important
Work to provide E@ ding models

of scale that deliver best outcomes

Require econofs
Be consisc@w tionally — ie, fluoridation is a national issue that costs each council a lot

Assi k@w clarity over governance vs management
. guidelines on options for governance and best practice — one size doesn't fit all
° ar standards for delivery of water supply and discharge
%Technology knowledge
@\o/ Sharing ideas around best practice
Q~ e Professional development
e  Structures required

e Transparency
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e  Big picture is often a barrier

. Consultants’ fees

e  Staff resourcing and training q
e  Strategic approach to think regionally but act locally « '\

e Implement strategic risk management standards C)

e  Financial discipline ?\

e  The department should speak through one person O%

e Engage with the sector in any new regulations or change to three waters &\
e Mandate chlorination v

e  Benchmarking — setting standards @

e Consideration of risk, especially from a governance perspectiv Q~

e Be practical, one size doesn'’t fit all — ie, small councils angQall towns

e Understand that the costs of meeting the standard coul better managed by trading off in
another way — eg, riparian planting and the considele; cost of hitting 100% from being 95%
compliant

e  Best bang for buck vs outcomes \C)\

e  Technological advances and opportunitj

e  Centre of excellence for engineerin@/ e

e  Procurement efficiencies

¢ National standards enshri& gislation

e  Explain the brief DIA given MartinJenkins regarding DIA’s intentions for this project
e Best quality and in ion on local assets, requirements and standards

e National guidels @hat can also be modified for local needs
e  Setthe stan S — consistency

o Puti pliance measures that are arm’s length
o T count of individual risk and where each council is at in its asset replacement programme
. s on the purpose and outcome, not the structure — form follows function

ocus regional councils on the problem rather than economic development.

Qg/What are the barriers to providing best-practice three waters services?

e Local politics
e Lack of clear community understanding

e  Competing drivers — economic, environmental, community
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Affordability, funding, cost x 4
Uncertainty around growth projections
Aging infrastructure

Changing government policy settings

Ability of local ratepayers to fund ( )

Relationship with owners — ie, iwi

Technology barriers O%
Resources &\
Sharing best practice v

Planning and financial (critical mass) Q~®

Affordability — replacement of aged infrastructure O
New standards/compliance Q
Community expectations/tolerance \s

Lack of broad expertise in smaller rural TLAs and W collaboration across the sector
Cost of compliance \

Encouraging a greater degree of collaborQ)\

Sharing the costs of consultants

Consistent training framework O

Split/lack of coordination be gencies

No national standard for traihing

Cost vs compliance eré are high, unrealistic compliance requirements in some aspects — eg,

loss of quality d mins makes us non-compliant
Engineering ity
Lack of clakity)around best practice and standards
Co ies that are resolute in their opposition to chlorination
across catchments

ck of standards that must be complied with
Shifting the level of service, quality levels, quantity allocation too frequently
Set in place an EPA
Regional Council approach to rules, regulation, enforcement approach

Let local government sort out on a catchment-wide natural capital basis.
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What arrangements do you think would be appropriate if government
were able/willing to assist financially with three waters?

. Infrastructure loans (b(b

e Mixed shareholding/joint ownership of assets or government ownership and local governanc
boards - ie, Scotland model C’}

e  Driving economies of scale — NZ is small ?\
e  Allow flexible LOS %

¢  Allow communities some control but set firm baselines — ie, Scotland model O

e Clear policies and prioritisation criteria for funding assistance &\

¢ Indemnification against infrastructure overinvestment if growth projez%@%?en’t realised
e Range of funding options — grants, interest-free loans, infrastructt@ba k

e Consultation

e Accountability \%Q

e  One size doesn’t fit all

e  Best practice for local government ?y
e Reinstate the government subsidies previOU\(g’ailable
e Look at Scotland Water example Q

e  Bring back financial assistance rateO

e  Bigger models of collaboration \@ appropriate
e Facilitate and improve gov ?@u}e and management

e Investmentin trainingq~
e Incentives to meet@ escribed standards

e  Cost sharing i
. Centralise@ r services

. Cons ts’ fees
. n NZTA for water

d a structure that takes in criteria such as depreciation, affordability. An equitable system for
z

[ ]
@\/ An equitable approach to all providers in the provision of funding
Q‘ [ ]

Reintroduce subsidies for drinking and wastewater system capital development — ie, Swiss
scheme
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e Funding should be available for any regulatory impost

e  Any funding policy should include consideration of the national significance of a water body (eg,
for tourism).

2
N
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