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Foreword  

Kia Orana, 

High quality and efficient economic utility 
service infrastructure plays a vital role in 
supporting a competitive and growing 
economy by providing services on which 
all businesses and citizens depend.  

The Government is also keen to ensure 
the sustainability of the significant levels of 
investment being made and planned in 
renewable electricity, water network and 
sewerage utility infrastructure. 

Electricity and water utility services in the 
Cook Islands are provided by 
Government-owned monopoly service 
providers. As monopolies, these service 
providers are not subject to normal 
competitive forces, nor are they subject at 
present to formal independent economic 
regulation.  

Having recently established an 
independent economic regulator for the 
telecommunications industry – the 
Competition and Regulatory Authority, we 
are now in a favourable position to bring 
regulation of the electricity and water & 
sewerage sectors under one roof, together 
with regulation of telecommunications 
services. 

The primary objective of this Utilities 
Policy is to ensure that electricity and 
water & sewerage public utility services 
are provided efficiently, safely and reliably 
for the long-term benefit of end users by 
establishing a regulatory framework that: 

• is transparent, accountable, 
predictable and coherent; 

• promotes consumer welfare; 

• creates incentives and opportunities 
for efficient investment in these 
industries; and   

• ensures the delivery of high quality, 
safe, sustainable and reliable 
infrastructure. 

I invite all stakeholders to engage in the 
public consultation on this draft policy in 
the interests of achieving our common 
goals.  

Kia Manuia, 

 

Hon. Mark Brown 
Prime Minister and Minister of Finance  
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Document structure 

This document is organised in five parts: 

 Part I: Policy Objectives and Rationale describes the current framework for regulation 
of electricity and water & sewerage infrastructure-based utilities in the Cook Islands; 
presents the Government’s reasons – the policy need – for reforming regulation; and 
sets out the Government’s objectives in this regard that underpin this Utilities Policy. 

 Part II: Competition and Regulatory Authority outlines the form and role of the 
Competition and Regulatory Authority, which was established in 2019 under Stage 1 of 
the Government’s multi-sector regulator plan. The Authority has commenced operating, 
initially with sole responsibility for regulating the telecommunications industry. 

 Part III: Utilities Regulation Framework summarises the Government’s proposed 
legislative arrangements for the future regulation by the Competition and Regulatory 
Authority of electricity and water & sewerage utility provision in the Cook Islands. 

 Part IV: Transitional Arrangements sets out the measures the Government proposes 
in order to ensure an orderly transition from the current regulatory arrangements to the 
new framework described in Part III. 

 Part V: Consultation Process summarises the steps proposed by Government for 
consultation on this Draft Policy and for development of legislation to give effect to it. 
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Executive summary 

Introduction  

This Cook Islands Utilities Regulation Policy 2023: Electricity, Water & Sewerage Services 
(Utilities Policy) sets out the Government’s approach to extending the responsibility of the 
Competition and Regulatory Authority to licensing and regulating the retail charges, technical 
standards, and customer terms offered by the providers of electricity and water & sewerage 
utility infrastructure services in the Cook Islands. 

This Utilities Policy has been developed with the benefit of comment on earlier drafts, 
provided by the utilities and members of the public in 2021 and 2022. The Government will 
proceed to consult stakeholders on the content of a proposed Utilities Regulation Bill.  

Background 

This Utilities Policy has been developed as part of a staged process:  

 Stage 1 establishes a telecommunications regulator.  

 Stage 2 transforms the telecommunications regulator into a multi-sector utilities 
regulator, expanding the regulator’s remit to electricity and water & sewerage utilities.  

 Stage 3 introduces a broader economic regulatory remit for the utilities regulator, 
beyond the three utility sectors, to fuel supply and quality and potentially undertaking 
a Commerce Commission-type role in respect of competition and consumer 
protection across the economy. Under such a model, in addition to its utility-related 
functions, the regulator would take on economy-wide responsibility for competition, 
pricing and trade practices, as well as a range of other economic regulatory and 
licensing functions currently carried out by other agencies/boards across 
Government. 

Stage 1 has been completed. Following extensive consultation, the Cook Islands 
Telecommunications Market Competition Policy 20191 was approved by Cabinet, and the 
legislation that gives effect to the Policy — the Competition and Regulatory Authority Act 
2019 and the Telecommunications Act 2019 — came into force in December 2019. The 
Competition Regulatory Authority was established in March 2021. 

This Utilities Policy deals with Stage 2 of the multi-sector establishment process: modifying 
the Competition and Regulatory Authority – currently solely a telecommunications regulator 
– into a multi-sector utilities regulator, by extending its responsibilities to the electricity and 
water & sewerage utility sectors. 

Policy rationale for regulation 

Electricity and water utility services in Rarotonga and Aitutaki are provided by Government-
owned monopoly service providers: 

 Electricity ─ Te Aponga Uira (Rarotonga) and Te Mana Uira O Araura (Aitutaki);  

 Water ─ To Tatou Vai Authority (Rarotonga).   
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Electricity and water services in the Pa Enua are not set up as distinct state-owned 
enterprises. There, electricity and water services are one of many services provided by 
Island Governments, using government and donor funds alongside tariffs charged to 
customers.  

Regulation helps to solve the problems that tend to occur when a supplier is in a position of 
market power, as happens when a supplier is the only one in the market (economists call 
this a ‘monopoly’). Economic regulation of utility services with monopoly characteristics is 
warranted to prevent excessive prices and inefficiencies. Economic regulation seeks 
outcomes consistent with those in competitive markets, by promoting efficient allocation of 
costs and setting prices at a level that limits excessive profits but encourages efficiency 
improvements and appropriate investment.  

The current regulatory settings in the Cook Islands suffer from a number of limitations, 
including:  

 lack of independent regulatory oversight of service standards, pricing and consumer 
protection; 

 lack of an independently administered licencing and technical qualifications regime;  

 lack of formal consumer protection regulation; and  

 limited transparency in relation to cross-subsidies embodied in current pricing 
arrangements. 

Policy response 

This Utilities Policy sets out how the Government will go about extending the remit of the 
Competition and Regulatory Authority to include regulatory oversight of the monopoly 
providers of electricity and water & sewerage services and responsibility for energy licensing 
and electricity technical regulation. 

The following utilities will initially be subject to this Utilities Policy and legislative framework: 

 Electricity ─ Te Aponga Uira (Rarotonga) and Te Mana Uira O Araura (Aitutaki); 

 Water ─ To Tatou Vai Authority (Rarotonga). 

Electricity and water services in the Pa Enua by Island Governments will have technical and 
safety regulation applied to them by the Competition and Regulatory Authority. It is intended 
that providers of electricity and water services in the Pa Enua would be exempt from utilities 
service provider obligations, such as licencing, price reviews, consumer protection, codes of 
conduct or emergency response requirements. 

This Utilities Policy is concerned primarily with who will perform necessary regulatory work. 
It aims to streamline regulatory functions currently performed by scattered offices (e.g. the 
Electrical Workers Registration Board, the Electrical Inspectorate, and the Office of the 
Energy Commissioner) so they are all performed by the Competition and Regulatory 
Authority. It is concerned, secondly, with promoting efficient investment and rate-setting by 
utilities service providers.  

This Utilities Policy does not require any change in the existing ownership arrangements in 
respect of utilities. Nor does this Utilities Policy set out the Government’s policy in respect of 
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regulation of independent power producers or their access to infrastructure or markets, or 
the Cooks Islands transition to renewable sources of energy. Those must be the subjects of 
separate policy projects and separate consultations. This Utilities Policy does not change the 
existing allocation of responsibilities in relation to: 

 Access to infrastructure – the Infrastructure Act 2019 will continue to apply, so far as it 
affects utilities’ infrastructure;   

 Health standards – the Ministry of Health will retain responsibility for setting and 
enforcing public health standards;  

 Emergency response – the Competition and Regulatory Authority will not have a 
statutory role in respect of disasters or emergencies (though it will have the power to 
require a utility to develop an emergency response plan). 

The proposed Utilities Regulation Act will establish the new framework for regulating the 
utilities service providers. Specifically, the new Act shall provide for: 

 licensing of utilities service providers; 

 consumer protection, including the establishment of codes of conduct; 

 services price reviews and price directions; 

 technical standards for networks, equipment, and work; 

 qualification of technical personnel; 

 Community Service Directions to utilities;  

 continuity of service, in case of public emergency; and 

 access to land, and other matters. 

The framework provides for additional utility service providers to be regulated in the future as 
required, or for existing utilities to be licensed to provide other services (e.g. To Tatou Vai 
Authority adding sewerage services to its water portfolio, the establishment of water and/ or 
sewerage utilities in the Pa Enua). 

The proposed utilities regulation framework has been developed with the objectives of: 

 ensuring efficient pricing and use of utility services; 

 ensuring sustainable investment in utilities networks; 

 delivering high quality, safe, sustainable and reliable essential infrastructure; 

 promoting fair and transparent dealing between licensed utilities and end users;  

 through licensing and standards and other means supporting policies that encourage 
the deployment of renewable sources of utility services; and 

 facilitating the emergence of competition in utilities provision, where economically 
and technically feasible. 

The proposed legislation (the Utilities Regulation Bill) will give the Competition and 
Regulatory Authority powers to set and enforce licence conditions and maximum rates for 
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utilities such as electricity and water providers, but the Authority will not be obliged to do so. 
A utility service provider must not charge rates that are higher than published rates (which 
can be zero, for free-of-charge services).  

The Competition and Regulatory Authority can be requested by the Minister to determine 
maximum rates for services but mostly rates will be set by the utility. Even in some services 
where the service has traditionally been free of charge (like water), the utility can propose 
introducing a tariff or increasing a tariff.  Sometimes, a new or increased tariff could be 
introduced to fund new capital expenditure.  

The key policy elements to be given effect to in the proposed new Utilities Regulation Act 
are overarching regulatory objectives, licensing of utilities service providers, consumer 
protections, the ability to conduct price reviews and set price directions, technical standards, 
qualifications of technical personnel, the ability to set community service directions, and 
requirements in relation to land access and emergencies.  
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PART I: Policy Need and Objectives 

Part I describes the current framework for regulation of electricity and water & 
sewerage infrastructure-based utilities in the Cook Islands; presents the Government’s 
reasons – the policy need – for reforming regulation; and sets out the Government’s 
objectives in this regard that underpin this Utilities Policy. 

 Background  

 A multi-sector regulator for the Cook Islands 

In August 2018, the Cook Islands Government Cabinet approved: 

 in principle the establishment of a multi-sector utilities regulator for the 
telecommunications, electricity and water & sewerage utility sectors; and  

 the preparation by the Ministry of Finance and Economic Management (MFEM) of a 
comprehensive proposal to establish a utilities regulator.    

The Cabinet Submission set out a 3-stage process:  

 Stage 1 establishes a telecommunications regulator.  

 Stage 2 transforms the telecommunications regulator into a multi-sector utilities 
regulator, expanding the regulator’s remit to electricity and water & sewerage utilities.   

 Stage 3 introduces a broader economic regulatory remit for the utilities regulator, 
beyond the three utility sectors, to fuel supply and quality and potentially undertaking 
a Commerce Commission-type role. Under such a model, in addition to its utility-
related functions, the regulator would take on economy-wide responsibility for 
competition, pricing and trade practices, as well as a range of other economic 
regulatory and licensing functions currently carried out by other agencies/boards 
across Government. 

Stage 1 has been completed. Following extensive consultation, the Cook Islands 
Telecommunications Market Competition Policy 2019 was approved by Cabinet, and the 
legislation that gives effect to the Policy — the Competition and Regulatory Authority Act 
2019 and the Telecommunications Act 2019 — came into force in December 2019.  

The first Act provides for an independent regulator. The Competition and Regulatory 
Authority was established on 31 March 2020 following the appointment of the inaugural 
Chair, Mr. Bernard Hill, with funding allocated in the 2020/21 Budget to establish the office. 
The Competition and Regulatory Act 2019 was designed to accommodate the extension of 
the Authority’s role to additional industry sectors through the promulgation of further 
industry-specific legislation. More detail on the Competition and Regulatory Authority and its 
functions is provided below, in PART II: Competition and Regulatory Authority. 

The Telecommunications Act 2019 contains the new competitive framework under which the 
Competition and Regulatory Authority licences and regulates the provision of 
telecommunications services by Cook Islands providers. 



 

Utilities Regulation Policy 2023 Page 7 

 

This Utilities Policy deals with Stage 2 of the multi-sector establishment process: 
transforming the Competition and Regulatory Authority – currently solely a 
telecommunications regulator – into a multi-sector utilities regulator by extending its remit to 
the electricity and water & sewerage utility service sectors. 

 What is a public utility?  

A public utility is a business that provides the public with essential services such as water, 
electricity, natural gas, and telephone and internet connectivity services. Public utilities may 
be wholly or partially publicly owned (i.e. state-owned enterprises), or privately owned, or 
public-private joint ventures. Public utilities often operate as monopolies in the markets they 
supply. Public utilities usually aim to earn a return on investment, but can be non-profit, or 
even subsidised by central government where full cost recovery is not feasible. 

For the purposes of this Utilities Policy, utility services will include the supply of an electricity, 
water or sewerage service to the premises of another person.  

 

 Utilities regulatory objective  

High quality, safe, reliable and efficient utility services infrastructure play a vital role in 
supporting a competitive and growing economy, by providing services on which all 
businesses and citizens depend. The Government is also keen to ensure the sustainability 
of the significant levels of investment being made and planned in the electricity (renewable 
energy) and water (Te Mato Vai) and sewerage (Mei Te Vai Ki Te Vai) sectors. 

The primary objective of this Utilities Policy is to ensure that electricity and water & 
sewerage public utility services are provided efficiently, safely and reliably for the long-term 
benefit of end users by establishing a regulatory framework that: 

 is transparent, accountable, predictable and coherent; 

 promotes consumer welfare through access to better quality services and/or lower 
service prices;  

 creates incentives and opportunities for efficient investment in the electricity and 
water & sewerage industries by ensuring the operation of well-functioning and 
contestable markets where appropriate or by providing a system of incentives and 
penalties that replicate as far as possible the outcomes of competitive markets; and  

 ensures the delivery of high quality, safe, sustainable and reliable infrastructure. 

 Purpose of this Utilities Regulation Policy  

A Draft Utilities Regulation Policy was prepared and circulated for consultation among with 
key stakeholders (including utilities service providers, relevant Government agencies and 
with members of the public as end-users of utilities services) on the proposals for transfer to 
the Competition and Regulatory Authority of responsibility for regulating electricity, water & 
sewerage infrastructure-based utilities providers in the Cook Islands. 
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This Utilities Policy describes the changes in more detail and sets out an indicative 
implementation timeline. 

 The Cook Islands electricity, water & sewerage utilities sector 

 Electricity utility services 

Energy regulatory framework 

The Minister for Energy currently is responsible for granting energy supply licences under 
section 6 of the Energy Act 1998.   

The Energy Amendment Act 2012 replaced the Energy Division (under the old Ministry of 
Works, Energy and Physical Planning, now Infrastructure Cook Islands), with the Office of 
the Energy Commissioner, headed by an Energy Commissioner appointed by the Minister 
for Energy. 

Functions of the Office of the Energy Commissioner2 

The principal functions of the Office of the Energy Commissioner are:   

a) Promote, plan, develop and implement policy and projects for the generation of energy 
from different sources, including but not limited to, diesel, gas, coal, photovoltaic, ocean, 
thermal, wind and biomass generation;  

b) Facilitate the co-ordination of energy policies and projects to ensure stakeholders in 
government, private business and community sectors assist in the development and 
implementation of such policies and projects;  

c) Facilitate communication between government, private business and community sectors in 
the development and implementation of energy policies and projects;  

d) To review any legislation that may affect the energy sector;  

e) Promote and encourage the safe and efficient use of energy;  

f) Promote and encourage measures for conservation of all forms of energy;  

g) Encourage and oversee research in the Cook Islands regarding exploitation of different 
sources consistent with local requirements, and resources;  

h) Ensure various government agencies comply with energy polices set down by the Minister;  

i) Ensure standards of safety, efficiency, and economy of operation in respect of generation, 
transmission, and distribution of energy; 

j) Monitor electricity tariffs. 

The Office of the Energy Commissioner currently has a number of policy functions, and a 
price oversight role that is limited to monitoring electricity tariffs under s. 4(j). The Office is 
not independent of Government, being subject to policy directions from the Minister of 
Energy. The Energy Commissioner sits on the TAU Board (as an ex-officio member under 
the Te Aponga Uira O Tumu-Te-Varovaro Amendment (No. 2) Act 2012). The position of 
Energy Commissioner is currently vacant. 

Duties and powers of the Energy Commissioner3 

The principal duties and powers of the Energy Commissioner are:  

a) Develop and implement the energy policies of government as conveyed by the Minister;  

b) Plan for the development of energy and the supply of power in the Cook islands for such 
period and in such detail as the Minister may from time to time require;  

c) Regularly advise the Minister of energy developments in the Cook Islands;  
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d) Issue directions and 
instructions to government 
agencies as may be 
required to give full effect 
to this Act, or any 
regulations made under, 
or to implement the energy 
policies of the 
government.  

e) Exercise those powers 
invested in him or her or 
delegated by this Act or 
the regulations;   

f) Ensure the functions of the 
Office of the Energy 
Commissioner are 
effectively carried out;  

g) Administer the provisions 
of this Act and regulations. 

The Energy Act 1998 provides for 
the establishment of an Electrical 
Inspectorate, which is responsible 
for ensuring that the electrical 
sector is compliant with the Act 
and other legal mandates in the 
industry. The Electrical 
Inspectorate, under the 
management of the Chief Electrical Inspector, is a core service delivery unit within the 
Regulatory Division of Infrastructure Cook Islands.4  

The Energy Act 1998 also provides for the establishment of an Electrical Workers 
Registration Board, responsible for certification matters, registration of electricians and 
issuing of practising licences. 

The Cook Islands Energy Regulations 2006 (the principal regulations), as amended by the 
Energy (Amendment) Regulations 2010, made under section 25 of the Energy Act 1998, set 
out detailed provisions for energy suppliers to apply, and the Minister to grant energy 
licences; for the appointment of Electrical Inspectors by the Secretary; and provisions 
around the supply of energy to consumers as well as a range of technical and safety 
requirements. It also prescribes arrangements for the registration and licencing of registered 
electricians and other electrical workers by the Electrical Workers Registration Board. 

There are several bodies involved in policy-setting for electricity in the Cook Islands. In 
addition to investment policies set by Infrastructure Cook Islands and working groups for 
projects implemented by the Ministry of Finance and donor partners, the Renewable Energy 
Development Division of the Office of the Prime Minister is the key policy body responsible 
for the management and monitoring of the Government’s Northern and Southern Group 
Renewable Energy Projects. It is also responsible for the energy efficiency policy for 
electrical appliances and the transport sector, and facilitating renewable energy donor 
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funding projects under Green Climate Fund and Global Environment Fund to support 
renewable energy for Rarotonga. 

Rarotonga 

Te Aponga Uira (TAU) is a vertically-integrated state-owned enterprise responsible for the 
generation, distribution and retailing of electricity on Rarotonga.  

The operations of TAU are governed by the Te Aponga Uira O Tumu-Te-Varovaro Act 1991 
Act (TAU Act) and amendments, the Cook Islands Investment Corporation Act 1998 and 
amendments which establishes TAU as a commercially-operated Government Business 
Enterprise to provide electricity reliably and economically to the Rarotonga community. 

As TAU is a state-owned enterprise, the Cook Islands Investment Corporation (CIIC) has 
overall responsibility for its control and governance under the Cook Islands Investment 
Corporation Act 1998. 

Section 20 of the TAU Act provides that it is deemed to be TAU’s energy licence under the 
Energy Act 1998.5 Section 17(c) of the TAU Act provides for TAU to:  

[D]evelop and publish tariffs and schedules of rates, charges, and services and other rules 

for providing energy; tariffs and schedules shall be developed subject to guidelines 

determined by the Minister and conveyed to the [TAU] in writing.  

In practice, in the absence of Ministerial pricing guidelines, the TAU Board determines 
electricity tariff structures and prices. Appendix 1 provides more information on the 
relationship between tariff structures and prices.  

Aitutaki 

Te Mana Uira O Araura (TMUA), formerly known as Aitutaki Power Supply, is a vertically-
integrated state-owned enterprise responsible for the generation, distribution and retailing of 
electricity on Aitutaki. Electricity tariff structures and prices are determined by the TMUA 
Board. 

TMUA does not have its 
own legislation, but as a 
state-owned enterprise 
falls under CIIC’s 
governance framework. 

Rest of Pa Enua 

The responsibility for 
managing and 
maintaining electricity 
generation, distribution 
and retailing in the other 
Pa Enua, including the 
setting of tariffs and 
collection of revenues, 
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lies with individual Island Governments, with the central Cook Islands Government (and its 
donor partners) assisting with capital costs. TAU also supports Pa Enua electricity service 
delivery through the provision of technical advice and support to Island Governments. 

Unlike in Rarotonga and Aitutaki, electricity services in the Pa Enua are not set up as distinct 
state-owned enterprises, with clearly defined and separate management, operational and 
asset ownership arrangements. Essentially the provision of electricity services is one of 
many services provided by Island Governments, utilising a central management and funding 
pool.6 

 Water utility services 

Water regulatory framework 

The principal legislation directly relevant to the provision of water utility services is the 
Rarotonga Waterworks Ordinance 1960 (as amended by the Rarotonga Waterworks 
Ordinance Amendment Act 1972 and the Rarotonga Waterworks Ordinance Amendment Act 
2015. This legislation deals with the construction and maintenance of infrastructure on 
Rarotonga for the public supply of water. 

The Public Health Act 2004 and Ministry of Health Act 2013 provide for the monitoring of 
water quality to minimise public health risks.7 In relation to public utility water networks, Te 
Marae Ora has oversight in a surveillance and test capacity, with a focus on compliance and 
overall quality assurance for the public.  

There are currently no water quality standards issued under the public health legislation. The 
Cook Islands Drinking Water Standards (CIDWS) are in development, along with the 
Drinking Water Safety Plan: Aitutaki Water Supply. 

Drinking water standards8 

The Cook Islands Drinking Water Standards (CIDWS) are still in development. The CIDWS 
draws upon a broad range of public health and scientific research from other countries and 
jurisdictions, enabling Te Marae Ora to draft and tailor standards to suit our needs and 
expectations. The CIDWS will require water suppliers to develop and implement a drinking 
water safety plan to guide the safe management of water supplies, and prescribe maximum 
allowable concentrations of potentially harmful contaminants. Standards of bottled/packaged 
water are covered in the Food Act 1993. 

The jurisdiction of the Competition and Regulatory Authority will not extend to drinking water 
standards (this will remain with Ministry of Health Te Marae Ora). 

The Cook Islands Building Code 2019, made under the Building Controls and Standards Act 
1991, includes water supply plumbing and sanitary plumbing and drainage standards with 
which all Cook Islands buildings need to be compliant. The Code is administered by 
Regulatory Services, Infrastructure Cook Islands. 

There is no legislative provision (akin to that for sanitary professionals under the Public 
Health Act 2004) for the registration and or certification of water professionals. 
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Rarotonga 

Under the the Te Mato Vai Project (TMV), 
the Cook Islands Government, in a tripartite 
agreement with the governments of New 
Zealand and the People’s Republic of China 
upgraded Rarotonga’s reticulated water 
supply network. The management of the 
network was been handed over to the 
Crown, with To Tatou Vai Limited (TTV 
Limited) set up by CIIC to take on this role.    

TTV Limited was transformed into a not-for-
profit statutory Government-owned authority, 
the TTV Authority, under the To Tatou Vai 
Authority Act 2021 (TTV Act). The TTV Act 
dissolved TTV Limited and made 
amendments to the Rarotonga Waterworks 
Ordinance 1960 and the Public Health Act 
2004.  

The TTV Authority is responsible for the 
collection, treatment and transport of potable 
water to the Rarotonga community. It is an essential monopoly service and critical to the 
public health and economic development of the Cook Islands. 

Water charges are not currently levied by the TTV Authority. Clause 26 of the TTV Act 
provides for the TTV Authority Board to impose tariffs. In the TTV Authority’s Statement of 
Corporate Intent 2022, TTV notes that whilst the Authority does not currently charge for 
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water services, it intends to move towards developing recommendations for fair free 
allocation of water, and scoping associated cost recovery requirements.  

The Explanatory Note to the TTV Bill signalled a future role for the Competition and 
Regulatory Authority: 

Prior to the introduction of tariffs it is anticipated there will be an amendment to the 

legislation so To Tatou Vai falls within the mandate of the Competition and Regulatory 

Authority appointed under the Competition and Regulatory Authority Act 2019.9 

Pa Enua 

The Island Governments, with the support of Infrastructure Cook Islands, are responsible for 
the provision of non-potable water services in Aitutaki and the remaining Pa Enua, and no 
charges are levied on customers. The are no current plans to establish separate water utility 
governance arrangements. The TTV Bill does provide for the TTV Authority to be 
responsible for managing the water supply on Aitutaki and reticulated sewerage system on 
both Rarotonga and Aitutaki, should that be considered at some future time. 

 Sewerage utility services 

Sewerage regulatory framework 

The principal legislation directly relevant to the utility provision of sewerage services is the 
Public Health Act 2004. The purpose of Part 6 is to ensure that waste is safely stored, 
collected, treated, removed, transported, disposed of, and otherwise dealt with, including 
emptying and disposal of septic tank waste.  

The Public Health (Sewage and Wastewater Treatment and Disposal) Regulations 2014 
made under section 41 and 142, among other things: 

 provide for a Sewage and Sanitation Board that is responsible for enforcing the 
regulations; 

 require proprietors of septic tanks, other sewage treatment facilities, water treatment 
plants, or sewage treatment plants to operate, maintain, and monitor the devices in a 
prescribed manner and follow prescribed construction and disposal standards; and 

 provide for the Board to keep a register of sanitary professionals and technicians and 
sewage treatment designs. 

The Public Health Act 2004 and sewage regulations are administered by the Community 
Health Services Directorate, Te Marae Ora (Ministry of Health). The Competition and 
Regulatory Authority will not have a role in relation to matters of public health. 

Rarotonga 

At present, no public reticulated sewerage utility service is provided on Rarotonga. There are 
an estimated 3,500 domestic and 80 commercial stand-alone sanitation systems that rely on 
on-site effluent treatment and disposal.10  

The Mei Te Vai Ki Te Vai (MTVKTV) project arose from ongoing concerns about the 
environmental state of Muri Lagoon in the Ngatangiia District of Rarotonga, with periodic 



 

Utilities Regulation Policy 2023 Page 14 

 

outbreaks of seaweed growth and blue green algae outbreaks. Following a number of 
interventions, including an upgrade to on-site residential septic systems, the Cook Islands 
Government (with New Zealand Government support) launched the project in 2017. The aim 
of the MTVKTV project is to improve the water quality of the lagoons in Rarotonga and 
Aitutaki. The project has a number of specific objectives, including drafting a Sanitation 
Master Plan for Rarotonga and the design development and environmental assessment of 
wastewater solutions to improve the water quality of Muri Lagoon.  

Following receipt of technical advice from GHD on its three preferred wastewater solutions 
for the Muri Lagoon, following several years of research and investigation, the Government 
will proceed to the construction phase when the fiscal situation permits. This is likely to 
involve the construction of 
a centralised sewerage 
network for the Muri 
catchment that reticulates 
and treats sewage and 
disposes of sewage 
effluent. 

Following the construction 
of a sewerage system for 
Muri, there is a strong 
likelihood of the TTV 
Authority adding the Muri 
sewerage system to its 
water service role.   

Pa Enua 

There are no current plans for the centralised provision of sewerage utility services for 
Aitutaki or the rest of the Pa Enua.  

 Relationship with other key relevant Strategies 

 National Sustainable Development Plan 2016–20 (NSDP) 

The NSDP articulates the national vision and development outcomes desired by Cook 
Islanders, which are to be realised through a three-phase medium term (5 yearly) planning 
approach. 

Through this Utilities Policy, the extension of the Competition and Regulatory Authority’s role 
to electricity and water & sewerage will support Cook Islands national development goals in 
relation to the provision of resilient infrastructure and information communication technology 
(NSDP Goal 5) and improving access to affordable, reliable, sustainable and modern energy 
(NSDP Goal 6). It will also contribute promoting a peaceful and just society and practice 
good governance with transparency and accountability (NSDP Goal 16). 
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 Economic Development Strategy 2030 

The Cook Islands Economic Development Strategy 2030 (EDS) identifies five objectives for 
the future economic development of the Cook Islands, with corresponding key focus areas 
and measures of progress. Many of these are engaged by the utilities services and reflected 
in this Utilities Policy. 

In relation to EDS Objective 1: Improving equity and access for all, this Utilities Policy 
proposes a new mechanism – the Community Service Directive – to help ensure equitable 
access to utilities services for Cook Islanders in the Pa Enua. (See Section 3.8 below, for 
more information regarding the proposed Community Service Directive). 

In relation to EDS Objective 2: Transforming our economy, the stated actions include 
‘Extend remit of Competition and Regulatory Authority” to the electricity, water and sewerage 
utility sectors’.11 This Utilities Policy will give effect to that action. The EDS states: 

The Competition and Regulatory Authority will initially have a sole focus on the 

telecommunications industry. The Government will then extend its remit to the monopoly 
provision of electricity and water and sewerage services, which have natural monopoly 

characteristics (Action No 2.2). 

Independent regulatory oversight will ensure that these monopoly utility services are 

provided efficiently – that is at least cost and allocated efficiently between consumers.12  

In relation to EDS Objective 4: Investing in our islands, investment in essential 
infrastructure is a key priority. Investment has risen in recent years, however:  

Despite this substantial investment program, and in line with other emerging 
economies, critical infrastructure constraints remain. The challenge is to identify and 
resolve these infrastructure constraints to ensure that the Cook Islands economy 
remains on track and business and industry opportunities are not lost.13 

Regarding electricity, the EDS notes that affordable and reliable energy is a critical business 
input: 

While the Government has made substantial progress towards its 100 per cent renewable 

energy target, domestic and commercial electricity costs remain relatively high in 

Rarotonga and there are concerns about the sustainability of the investments made in the 

Pa Enua.14 

Electricity is expensive in the Cook Islands in comparison with other South Pacific countries. 
The annual electricity bill for a typical business customer was estimated at about $8,861 
which is relatively high compared to the South Pacific average of about $6,524.15 The 
Government’s target under the 2030 Economic Development strategy, is to reduce the 
annual electricity bill for a typical business customer towards the South Pacific average.16  

The affordability of electricity across the Cook Islands also varies. An indicator under the 
National Sustainable Development Plan,17 is targeting the percentage of median income 
spent of electricity to be lower than 5%. While in Rarotonga, the cost of providing domestic 
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electricity as a proportion of household income is approximately 5%, in the Pa Enua it is 
assumed to be in excess of 10%.18 The tariff and tariff review procedures proposed in this 
Utilities Policy are intended to help achieve the target of lower priced electricity for business 
and domestic customers. 

The quality of an electricity system can be measured by how reliable electricity supply is. 
The electricity service provided in the Cook Islands is reliable. All islands have electricity 
systems that are designed to operate 24 hours a day, 365 days a year. Additionally, 
Rarotonga has one of the lowest levels of disruption in the Pacific, with low frequency and 
duration of interruptions.19 The Utilities policy will enable the Competition and Regulatory 
Authority’s to continue to monitor the reliability of electricity supply. 

A safe and reliable water supply to households and businesses is essential for public health 
and economic development.20 While Rarotonga still does not have a reliable potable 
reticulated water supply, the Government and its donor partners have invested substantially 
in upgrading the network (through the Te Mato Vai Project) and the Government has 
established the TTV Authority to run that network. The EDS reaffirms the Government’s 
objective of ‘extension of the Competition and Regulatory Authority’s remit to regulate the 
water and sanitation sector’,21 to which this Utilities Policy will give effect.  

In relation to EDS Objective 5: Greening our economy, the Government notes that 
progress has been achieved towards its 100 percent renewable energy target. Balanced 
investment in manufactured, human, and natural capital is required to achieve quality 
growth.  

The transition to a greener economy requires making investment trade-offs between short-

term high growth policies that may not be sustainable over the long term, and more 
environmentally sustainable policies that might involve a lower rate of growth in the short 

term. 

Investing in our natural capital—so that we use fewer resources, generate fewer emissions 

in meeting our demands for food production, transport, construction and housing, and 
energy and minimising negative environmental impacts and risks—is necessary for the 
quality economic growth the Strategy is seeking to promote.22 

Achieving the correct investment trade-offs will involve having due regard to the effects of 
investment decisions on pricing for end-users, as the EDS observes: 

An affordable and reliable energy supply is a critical business input. As such, the review will 

consider the financial impacts on Government and pricing impacts on customers of future 

renewable energy investment decisions.23 

In Rarotonga, where Te Aponga Uira sets its own prices to fully recover costs, business 

and industry concerns expressed in 2012 about relatively high electricity prices remain. 
Following the extension of the Competition and Regulatory Authority’s remit to the 
electricity industry (see Action 2.2), the Authority will assume responsibility for determining 

Te Aponga Uira’s tariff structures and maximum prices. This will ensure efficient prices and 
least cost renewable investments in the long-term interests of consumers.24 



 

Utilities Regulation Policy 2023 Page 17 

 

Similarly, in relation to water services:  

With the current level of water demand and the reliance of the Rarotonga water supply 

system on stream flows, short periods of low rainfall put pressure on supply. This implies 

that any growth in demand is likely to require an expensive supply augmentation. 

As part of the final stage of the Te Mato Vai project, water meters will be installed for all 
customer connections. As noted in Objective 4: Investing in our Islands, following the 

extension of the Competition and Regulatory Authority’s remit to the water and sanitation 

sector, the Authority will undertake a water tariff review.25 

This Utilities Policy outlines the Government’s intended approach to empowering the 
Competition and Regulatory Authority to review utilities’ tariffs and make price 
determinations. (See Section 3.5 below, for more information regarding tariffs and pricing). 

 Sanitation Master Plan 

The Draft Sanitation Master Plan Cook Islands prepared under the auspices of the MTVKTV 
Project proposes a planning process and implementation plan for a sanitation upgrade 
programme for Rarotonga, and outlines a programme of infrastructure upgrades and 
institutional strengthening interventions, to provide a long-term sanitation planning tool for 
the Cook Islands. The Draft Sanitation Master Plan proposes introducing new public 
sanitation systems, noting that:   

The Government will need to make key policy decisions about future ownership and 

management responsibility for on-site assets.26   

The Draft Master Plan also highlights the role of cost recovery strategies to ensure service 
sustainability and the need for consumer protection through affordability consideration and 
service standards: 

Both water supply tariffs and cost recovery strategies are necessary to ensure services 

provided are sustainable. Affordability will be a key consideration, as will the level of any 
necessary subsidies. A logical approach would be to consider a combined tariff for both 

water supply and sanitation services. This could be partially or wholly based on water 
consumption and the size or number of sanitation facilities, alongside a fixed charge for 
sanitation services. Charges would need to reflect the levels of private and public 

ownership, and the Government would need to establish appropriate service levels for 

consumers.27 

This Utilities Policy, and in particular its focus on efficient pricing, will help ensure that future 
sewerage utility services are provided in a financially sustainable manner that protects 
consumers’ long term interests. 

 Identifying the need for change 

While some aspects of electricity and water & sewerage utilities’ operations might already be 
contestable, or might become so in the near future, most operations are likely to remain a 
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monopoly activity in the Cook Islands, due to their natural monopoly characteristics (“see 
appendix 2”).  

A monopoly is not subject to the pressures that force businesses to be efficient in order to 
survive in a competitive market. Consequently, the public must be protected against the risk 
that utilities might abuse their monopoly power, either deliberately (e.g. by charging high 
rates for services) or by neglect (e.g. failing to innovate and improve). This applies 
regardless of ownership arrangements – the risk of harm from monopoly arises irrespective 
of whether the service provider is a private company, a state-owned utility, or a public-
private partnership. 

Effective utilities regulation will require mandating “efficient” outcomes that approximate 
those that a competitive market would generate. “Efficiency” in this context means three 
things: 

 First, consumers get to buy the products and services they value, and successful 
businesses get the opportunity to make a profit by satisfying consumers’ demand 
(what economists call ‘allocative’ efficiency). In a workably competitive market, 
consumers will gravitate towards the best value offerings, and businesses will be 
incentivised to be the company best placed to deliver them.  

 Secondly, goods and services are produced at lowest cost (what economists call 
‘productive’ efficiency). In a competitive market businesses are continually incentivised 
to minimise cost, which enables them to compete more effectively against higher-cost 
competitors and to deliver better consumer value.  

 Thirdly, businesses are incentivised to invest and to innovate over time (‘dynamic’ 
efficiency). Businesses will maintain resources invested in their production facilities so 
as to be able to continue competing in the future, and will work to benefit from 
innovations that appeal to consumers (and which their competitors might not be able 
readily to imitate). In many industries, such as pharmaceuticals or software, 
competition through investment in innovation is the key basis for commercial success, 
and businesses will have a strong motivation to come up with the ‘next big thing’ in the 
consumer marketplace. 

These pressures do not operate, or operate only weakly, when suppliers (such as monopoly 
utilities) possess market power. Inefficiencies and associated poor outcomes for consumers 
are highly likely in monopolised markets. An independent regulator helps to ensure that an 
efficient level of investment is made, for the long-term benefit of consumers. 

In the case of utility monopolies in small economies, competition is unlikely to be feasible. 
The purpose of efficiency-focused regulation therefore is to mimic the impacts of competition 
by prompting utilities towards the offering that an efficient provider would have to offer under 
competitive conditions.  

 

While the Government does not rule out the emergence of competition within these 
industries, and will encourage it where possible, the Government considers that it is in the 
public interest to provide for regulatory oversight of utilities, including by providing for the 
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monitoring of their charges for retail services and possible intervention to set charges, where 
that is found to be justified.  

There are also a number of other limitations of the current regulatory arrangements in the 
electricity and water & sewerage utility service industries, including: 

 limited independent regulatory oversight of service standards, pricing and consumer 
protection; 

 lack of an independently administered licencing or technical qualifications regime;  

 absence of any formal consumer protection regulation; and 

 limited transparency around cross-subsidies that may be embodied in current pricing 
arrangements. 

Consistent with these observations, a stocktake of Cook Islands Energy by Elemental Group 
observed in reference to the 2021 draft of the Utilities Policy that: 

At present, regulatory functions of the sector are generally weak due to an absence of regulations, 
old regulations, or a lack of full implementation of the regulatory roles (including compliance 
activities). In particular, there is limited oversight of pricing on the main islands and none in the Pa 
Enua, and limited transparency around cross-subsidies. There is a lack of development and 
enforcement of technical standards, and of licensing of electrical workers.28 

The objective of safeguarding consumers against the abuse of monopoly powers means that 
utilities must be encouraged to conduct their businesses as efficiently as possible. This applies 
irrespective of ownership or governance arrangements and regardless of whether the service 
provider is a private company, a state-owned utility or a public-private partnership. 

 Rationale for independent regulation of utilities 

Regardless of whether utility monopolies are state-owned or privately-owned, an 
independent regulator is highly desirable where competition is not effective because: 

 Governments are concerned to ensure that monopoly utilities do not impose 
unnecessarily high charges on customers. (This can happen for a range of reasons, 
including because the utility over-invests in its network: so-call “gold-plating”.) 

 Governments are concerned to ensure that monopoly utilities do not under-invest in 
their networks, to the detriment of services (This can happen for a range of reasons, 
including because of political pressure to keep prices low for consumers in the short-
run.) 

Where competition is not feasible (for example where economies of scale create natural 
monopolies)29 economic regulation aims to provide a proxy for competition, with protection of 
consumers’ interests at its core.30 Independent regulatory oversight is a common way of 
ensuring that monopoly utility services are provided efficiently (that is, at least cost) and are 
allocated efficiently between consumers.  

Independent multi-sectoral economic utility regulators are commonplace around the world, 
including in other island jurisdictions. For example: 
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 In Hawaii, the State of Hawaii Public Utilities Commission regulates public utility 
companies that provide electricity, gas, telecommunications, private water and 
sewage, and motor and water carrier transportation services in that State. The Public 
Utilities Commission (or “PUC”) is typical of the PUCs which exist (with various 
names) in every State of the USA.  

 In the Cayman Islands, the Utility Regulation and Competition Office regulates the 
telecommunications, electricity and water sectors.  

 In Samoa, The Office of the Regulator is a multi-sector regulator with responsibilities 
in respect of telecommunications, broadcasting, electricity, and postal service 
providers. 

 In Papua New Guinea, the Independent Consumer and Competition Commission 
regulates the electricity, ports, and postal sectors and applies price control in relation 
to water & sewerage, taxi fares, petroleum products, and stevedoring services. 

 In Vanuatu, the Utilities Regulatory Authority has responsibility for electricity and 
water sector regulation (but not telecommunications, which is regulated separately 
with broadcasting). 

 In Fiji, the Fiji Competition and Consumer Commission regulates the electricity, 
postal, maritime, airport, and telecommunications industries. 

Multi-sector regulators are not ubiquitous: many industry-specific regulatory agencies still 
exist (e.g. the Solomon Islands Telecommunications Commission, the National ICT Authority 
in PNG). The Government does not consider it would be cost-effective to establish multiple 
sector-specific regulators in the Cook Islands. A single agency with multiple roles (i.e. the 
Competition and Regulatory Authority) is expected to be more cost-effective as it will avoid 
the need for multiple agency overheads as well as efficiency in undertaking similar types of 
regulation across multiple utilities.  

A second reason for the independent economic regulation of monopoly utilities is to provide 
a safeguard against the possibility of political intervention in pricing decisions. Such political 
intervention can involve a government setting prices well below the cost recovery level, 
thereby encouraging inefficiently high levels of consumption and jeopardising necessary 
maintenance or capital investment. As well, in the absence of independence, governments 
may view utilities as an easy source of revenue and encourage them to set prices above 
efficient levels in the hope of increasing the government’s dividend but to the cost of 
customers. The existence of an independent regulator with price-setting powers, operating 
at arm’s length from government, offers some protection against both of these undesirable 
outcomes. 

While independent regulation does not preclude the provision of subsidies (e.g. to minimise 
price impacts on consumers when introducing prices for the first time), it will ensure that any 
subsidy is applied in an economically rational and explicit manner. This leads to a third 
reason for independent regulatory oversight, which is transparency. Shining a light on the 
price-setting processes of monopoly utilities, and the provision of reasonable opportunities 
for public consultation and public input into the price determination process, is critical to 
ensuring public – and government – confidence in the efficiency of the service provider. 
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When establishing an independent telecommunications regulator to administer the 
Telecommunications Act 2019, the Government took the opportunity to anticipate a broader, 
multi-sector role for that agency. The Competition and Regulatory Authority was therefore 
designed in such a way that it would be competent to regulate multiple industries, not solely 
telecommunications. This has the benefits of ensuring that regulation is applied consistently 
across utility industries (with advantages for operators and investors) and cost effectively 
(with savings for end users and the Government budget). 

The Cook Islands is therefore in a favourable position now to bring regulation of the 
electricity and water & sewerage sectors under one roof, together with regulation of 
telecommunications services. 

Compliance costs for regulated entities a relevant factor for considering whether the 
introduction of an independent regulator is justified. However, compliance costs are not 
readily quantified. Actual magnitude of compliance costs and information burden will depend 
on the information requirements the Competition and Regulatory Authority prescribe, and 
Competition and Regulatory Authority will be required to have due regard to costs and not 
impose unnecessarily burdensome requirements. 

We regard the social benefits that will come from the Utilities Policy as being likely to 
outweigh compliance costs to regulated entities (which ultimately are passed on to users). 
There will be social benefits that come from locating the regulatory functions relating to 
electricity alongside the regulatory functions relating to telecommunications. For example, 
improved reliability of broadband connectivity and an easier transition towards adopting 
internet-of-things technology.  

 Identification of regulatory options 

A range of policy options have been considered in relation to the Government’s objectives 
for the future regulation of electricity, water & sewerage infrastructure-based utilities. 

 Option 1: Status quo: oversight by the Ministry and office holders 

The first option, maintaining the status quo, entails no change to the current regulatory 
framework, with a continuation of the current local monopolies under the supervision and 
oversight of the Ministry for Energy and multiple Government officers. The status quo is 
characterised by monopoly service providers and multiple government officers, which are 
subject to neither competitive forces nor independent economic regulation. The Government 
considers that this does not meet the Government’s objectives identified in Section Error! 
Reference source not found. due to: 

 A lack of public transparency around utility expenditure decisions and price setting 
arrangements;  

 The duplication of effort across multiple agencies, and the potential for weak 
oversight that this creates; and 

 The risk of inefficient expenditure contributing to higher prices. 

The Government considers that the regulatory status quo does not promote optimal 
outcomes in the utility industries: 
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 The fragmentation of regulatory responsibilities (among the Ministry of Energy, Office 
of the Energy Commissioner, Electricity Workers Registration Board, and 
Competition and Regulatory Authority) does not ensure consistency of decision 
making;  

 The fragmentation of regulatory responsibilities is unlikely to minimise the costs of 
administration and enforcement;  

 As currently resourced, the Ministry and relevant officers do not have the expertise to 
administer utility rate review and rate setting procedures, to ensure efficient levels of 
investment and customer charges. 

For these reasons, the status quo no longer meets the Government’s objectives. The 
Government considers that an expert regulator, independent of the Government in its 
operational matters but constrained to act in accordance with its legislative mandate and 
subject to Parliamentary oversight, offers the best means of achieving the outcomes desired 
by the Government on behalf of the people of the Cook Islands. 

 Option 2: Monopoly under independent industry-specific regulator 

The second option is to subject the current monopoly utility providers to the scrutiny of an 
independent economic regulator that has responsibility for a single industry (i.e. an 
‘Electricity Authority’ and a ‘Water Authority’). The regulators each would aim to promote 
efficiency by ensuring the service provider’s costs were prudent and efficient and guarding 
against any abuse of market power, for example by reviewing services prices and 
intervening if necessary. 

This approach is common in utility industries such as water and sewerage, and electricity 
and gas distribution, which are characterised by natural monopolies.31 The Australian 
Energy Authority regulates monopoly electricity and gas distribution service providers under 
this model.32 Australian state-based regulators, such as the Independent Pricing and 
Regulatory Tribunal in New South Wales, typically regulate monopoly water utilities. 
Although a more ‘heavy-handed’ approach than relying on competition in the market, this 
approach is common where competition cannot realistically be expected to develop.  

Independent economic regulation of a monopoly provider can never be a perfect substitute 
for competitive forces because of information asymmetries. In principle, a fully-informed 
regulator with complete authority could, by micro-managing the firm, simply order the firm to 
choose the competitive – or first best – outcome. However, regulators are never fully 
informed and have finite powers. To be effective, independent regulation of a monopoly 
must maximise the transparency of the regulated monopolies’ terms and conditions, costs, 
and prices. Service providers must be subject to regular price reviews that entail detailed 
scrutiny of operating and capital costs to ensure prudence and efficiency. 

The Government considers that establishing and maintaining several independent industry-
specific regulators would be unnecessarily costly. It is also prone to result in duplication of 
resources and possible inconsistency of approach. The Government has therefore 
determined (when establishing the telecommunications industry’s regulator) that the 
Competition and Regulatory Authority should operate as a multi-sector regulator.  
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 Option 3: Monopoly under independent multi-sector regulator 

A third option would be to subject the current monopoly utility providers to the scrutiny of an 
independent economic regulator that has responsibility for multiple industries (i.e. the 
Competition and Regulatory Authority). This option has the advantages identified above in 
respect of independence and is substantially less costly to implement than option 2. 

The Government has again had regard to the attributes of good regulatory governance in 
determining to give effect to the next phase of its plan for multi-sectoral regulation by 
expanding the Competition and Regulatory Authority’s role to electricity and water and 
sewerage regulation. 

 Option 4: Information disclosure  

A regime for mandated disclosure of specified information disclosure is sometimes applied 
to make transparent the financial, operational and consumer performance of regulated 
entities. In New Zealand, for example, it is used to monitor the performance of the three 
major airports and the electricity lines and gas pipelines businesses. Lines businesses 
owned by local consumer trusts are subject to information disclosure alone, as their 
ownership by consumers is relied on to curb any temptation to charge monopoly prices; 
commercially owned lines businesses on the other hand are subject both to information 
disclosure and to a regime of regulated price and quality control. 

One advantage of the regime is that it can provide for effective diagnosis of any underlying 
issues and can provide a basis to inform further regulatory action, if required. It can also be 
combined with other regulatory options to help assess their effectiveness. Disclosure may 
also prompt a unilateral pro-consumer response from the regulated entity, if it anticipates 
further regulation being imposed unless it improves outcomes for consumers. The ability to 
impose disclosure requirements should be one of the tools available to a regulator. As a 
standalone option, however, the Government does not consider that mandated disclosure 
has the ability to drive effective pro-consumer outcomes within the Cook Islands’ highly 
concentrated markets, at least at this point in time.  Rules for information disclosure may, 
however, feature in the regulatory practices employed by the Competition Regulatory 
Authority. 

 Option 5: Price control by the Pricing Tribunal 

A fifth option would involve the application of price control to utilities services, under the 
Control of Prices Act 1966.  

The Price Tribunal currently utilises civil servants without expertise in modern regulatory 
practices, and has a focus on imported fuel and bread. In light of the large-scale 
infrastructure investment required for the provision of utilities services; the strategic and 
national importance of utilities; the imperative for efficient levels of investment in utilities 
networks; and the specialist expertise required to set rates for utilities services, the 
Government does not consider it appropriate to task the Price Control Tribunal with 
responsibility for regulating utility services rates.  

The Government intends that the Utilities Regulation Bill will provide the Competition and 
Regulatory Authority with guidance regarding matters to which the Authority must have 
regard in setting rates, enabling it to determine efficient rates in a nuanced manner.  
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 Option 6: Comprehensive market liberalisation and ‘light-handed’ regulation 

The Government has not given deep consideration to the possibility of comprehensively de-
regulating the markets for utilities services and applying to them merely a ‘light touch’ 
regulatory framework.  Light touch regulation is unlikely to be a practical option for the Cook 
Islands until technical standards are so embedded into practice and culture that they have 
become second nature for utilities and technicians. The Government does not envisage 
competitive entry occurring to such an extent that the public could have confidence in 
competitive rivalry among service providers giving assurance of service quality, efficient 
investment, and prices reflective of reasonable costs.  

 Option 7: Full or partial privatisation of utilities  

The possibility of full or partial privatisation of utilities in which the Government is currently a 
shareholder was not considered in the context of the present policy, as the Government 
considers that regulation should be designed and implemented independently of ownership 
of the regulated entities. That is, the utilities should be regulated so as to ensure they 
provide safe services, to a high standard of quality, at reasonable cost to end-users, in an 
economically efficient manner, regardless of whether the Government owns all or part of the 
entity concerned.  

The Government is not currently considering full or partial privatisation of electricity or water 
utilities. 

 Option 8: Active shareholder control of utilities’ costs and charges 

The Government’s existing ownership of shares in the utility services providers might be 
leveraged to enable greater control of the utilities to ensure efficient pricing and investment 
decisions by them. An “activist” shareholder can, through its control of (or participation on) 
the boards of utilities companies, influence decisions in respect of investment, service, and 
rate-setting.  

While the Government has had ownership interests in Cook Islands utilities for many years, 
the Government does not consider this model has historically performed well to achieve 
consistently good outcomes for utilities consumers.  

Where the shareholder in question is the Government, it is likely to be difficult for the 
shareholder to exert its influence so as to achieve consistently and predictably outcomes 
that favour efficient investment and consumer welfare. A significant factor affecting the 
efficacy of the Government as a shareholder is that the Government is not single-focussed 
but has many different values to respond to and maximise. These are likely to include an 
expectation to minimize charges to existing customers; an expectation to maximise 
investment in services to the Pa Enua; an expectation to accelerate investment in new 
technologies; an expectation to expand employment of local staff; and an expectation to 
maximise revenues and profits distributed to shareholders. Even if it could reconcile the 
various competing expectations on it as shareholder, the Government would still require the 
services of expert advisers to support its relationship with regulated entities. Therefore the 
Government does not consider this option would save significant cost, relative to 
independent regulation and is likely to lead to less efficient service provision with potentially 
lower quality of service.  



 

Utilities Regulation Policy 2023 Page 25 

 

 Conclusion – Option 3 preferred 

The Government’s preferred option is Option 3, involving the existing monopolies being 
overseen by the Competition and Regulatory Authority as an independent multi-sector 
regulator.  

As noted under Option 2, a significant risk with a sector-specific regulator is inconsistency 
across sectors and over time. A single agency with a consistent view over time across all 
regulated sectors helps ensure even treatment and predictable decision-making. This is 
particularly important in areas such as regulated infrastructure, where operators need to be 
comfortable with certainty of regulatory treatment before they can commit to large and long-
lived investment programmes.   

The cost-effectiveness of Option 3 arises because it is significantly less costly to have one 
repository of necessary (and often expensive) skills rather than duplicate skills across 
several bodies, and because the same skills can be deployed across different regulatory 
projects (e.g. in New Zealand the work performed on electricity lines regulation could be re-
applied by it, in the context of regulation of gas pipelines). Much the same body of expertise 
is needed to support the functions of the regulator in different industry settings. 

The Government also intends that implementing Option 3 by means of the Competition and 
Regulation Authority will help to support necessary investment in long-lived electricity, water 
and sanitation infrastructure. Expert and independent review of investments and rates gives 
certainty about investment returns and valuations to utility service providers, helping make 
better investment decisions.  

 Monitoring and evaluation 

It is prudent to monitor any new regulatory arrangements to ensure that they have the 
desired effect on the behaviour of market participants and do not have any unintended 
consequences. 

The Government intends to require the Competition and Regulatory Authority to undertake 
regular monitoring of the performance of the market and market participants. This may 
include key indicators such as network coverage and service quality, reliability and pricing. 
The monitoring report will be made publicly available to ensure transparency. 

The Competition and Regulatory Authority Act 2019 requires the Competition and 
Regulatory Authority to report annually to Parliament on its activities during the year, 
including summaries of complaints received, investigations carried out, proceedings in which 
the Authority is involved, outcomes achieved by the Authority, and information required 
under other Acts. 

As the Government intends that the role of the Competition and Regulatory Authority will be 
expanded incrementally, rather than all at once, the Government will keep the process under 
review as each step proceeds, and will consider amending this Utilities Policy or the 
legislation implementing it, if necessary. 
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 Lead agency 

This Utilities Policy was compiled and developed by the Government in collaboration with its 
development partner the Pacific Private Sector Development Initiative (a technical 
assistance project of the Asian Development Bank), and key stakeholders.  

The Economic Planning Division, Ministry of Finance and Economic Management (MFEM) 
will lead the implementation of the proposed Policy and the development of appropriate 
legislation to give effect to it with support from the Office of Prime Minister, Infrastructure 
Cook Islands, the Cook Islands Investment Corporation and Crown Law. 

 Effect  

The Policy is intended to come into effect in 2023, following its endorsement by Cabinet.  

The Government will give effect to the new framework for utilities regulation that is proposed 
in this Utilities Policy through a proposed new Utilities Regulation (Electricity, Water and 
Sewerage Services) Act 2023 (Utilities Regulation Act), which is intended to be introduced 
to Parliament during 2023.  

The Bill for the Utilities Regulation Act will be circulated for public consultation early in 2023. 
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PART II: Competition and Regulatory Authority 

Part II outlines the form and role of the Competition and Regulatory Authority, which 
was established in 2019 under Stage 1 of the Government’s multi-sector regulator 
plan, initially with sole responsibility for regulating the telecommunications industry. 

 Introduction 

The Government considered various possible forms of regulator when opening the Cook 
Islands telecommunications industry to competitive entry. Following extensive public 
consultation,33 the Government determined that the telecommunications industry should be 
regulated by an independent statutory body, with appropriate powers and expertise to 
undertake regulation of the telecommunications industry. At the same time, the Government 
determined that the independent body (the Competition and Regulatory Authority) should 
have the expertise and powers to regulate other industries, as required under Stage 2 and 
Stage 3 of the Government’s multi-sector regulator plan.34 

 Utilities Regulation Policy 

 Stage 1 telecommunications regulator 
In 2019, the Government determined to establish the Competition and Regulatory 
Authority as a multi-sector regulator with responsibility for telecommunications 
regulation initially, with responsibility for other regulated industries to be 
transferred to the Authority after it had become operational.  

In deciding that a multi-sector regulator would be best for the Cook Islands, the 
Government had regard to ten principles of regulatory governance identified in a 
World Bank report:  

 independence; 

 accountability;  

 transparency and public participation;  

 predictability;  

 clarity of roles;  

 completeness and clarity in rules;  

 proportionality;  

 requisite powers;  

 appropriate institutional characteristics; and 

 integrity.  

The Government has had regard to the above attributes of good regulatory governance, as 
well as to the immediate operational needs of the telecommunications regulator. Some of 
these attributes are in tension. For example, regulatory accountability to Government is in 
tension with regulatory independence from Government. Transparency may be in tension 
with integrity to the extent that the latter requires confidential treatment of information. The 
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Government considered the necessity of balancing such tensions in a regulatory authority 
that will be suitable for Cook Islands circumstances. 

During 2019 the Government consulted publicly regarding the proposal to establish a multi-
sector regulator, with responsibilities for the telecommunications industry initially. The final 
Cook Islands Telecommunications Market Competition Policy 2019 explained the 
Government’s policy, in summary: 

 The Government will establish a new regulatory authority in the Cook 
Islands, to be known as the Competition and Regulatory Authority 
(Authority).  

 The Authority will have responsibility solely for the telecommunications 
industry, at first, but the Government will confer additional responsibilities 
in respect of other sectors on the Authority later.  

 The Government has determined that it will be more cost-effective to 
establish a multi-sector regulator rather than a regulator specific to the 
telecommunications industry.35 

 The Minister retains policy responsibility, but an independent statutory 
authority should bear administrative and enforcement responsibility.  

The Government recognised that an independent statutory authority is likely to entail higher 
establishment and operational costs than alternatives. The Government expects those costs 
to be justified by the value to the economy of independent and expert administration and 
enforcement of the new framework.  

This policy was been given effect by the Competition and Regulatory Authority Act 2019, 
which commenced on 13 December 2109. That Act set out the establishment arrangements, 
structure, functions and responsibilities of the Competition and Regulatory Authority. 

The Authority has now been established, its first member and inaugural Chair has been 
appointed, and it has commenced performing its functions for the telecommunications 
industry. 

Table 1 summarises the key features of the Competition and Regulatory Authority, already 
established but which will take on additional responsibilities under the proposed new Utilities 
Regulation (Electricity, Water and Sewerage Services) Act 2023 (Utilities Regulation Act).  

Table 1:  Summary of Competition and Regulatory Authority Act 2019 

Key element Summary 

Competition and Regulatory 
Authority 

Established by Act of Parliament in December 2019: 

 Membership – minimum of 1 and maximum of 3 members.1  

                                                     
1 The Authority comprises up to three members, being suitably qualified individuals, appointed by the Minister in 
charge, on the recommendation of a special purpose Evaluation Committee. The Committee is made up of the 
Financial Secretary, the Public Service Commissioner, and the Solicitor-General. Currently, the Authority has one 
member, the Chair, Mr. Bernard Hill. 
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Key element Summary 

An independent statutory body 
charged with responsibility for 
regulation of (initially) the 
telecommunications industry and 
equipped with powers appropriate 
for regulation of other industries as 
well. 

 Powers – to investigate and prosecute (it must apply to court 
for imposition of penalties). 

 Review – decisions are subject to judicial review by the 
courts; ‘reviewable decisions’ may be reviewed by an expert 
Review Panel. 

 Scrutiny – required to consult the public on particular 
decisions, publish its decisions and report to Parliament. 

 Funding – by industry fees, levies and Government 
appropriation. 

 

 Stage 2 multi-sector utilities regulator 

The Government, consistent with its policy that the Competition and Regulatory Authority 
should operate as a multi-sector regulator under Stage 2 of its plan, now intends that the 
Authority should be made responsible for regulation of the electricity and water & sewerage 
industries, under the regulatory framework described in Part III. 

As the Competition and Regulatory Authority Act 2019 was drafted to allow for extension of 
the Authority’s responsibilities to additional industries via separate legislative instrument, the 
Government is not contemplating any changes to the Competition and Regulatory Authority 
Act 2019 under this Utilities Policy. 

The Competition and Regulatory Authority will be likely to require additional staff.  For 
example, the role of the Chief Electrical Inspector will likely be transferred across from 
Infrastructure Cook Islands. Other staff or consultants may be required to enable the 
Authority to carry out the extra responsibilities that would be conferred on it under this 
Utilities Policy and the legislation giving effect to it.  

The Ministry of Finance and Economic Management will continue to be the Ministry with 
responsibility for the Competition and Regulatory Authority.  

There is only one Member of the Competition and Regulatory Authority at present. The 
Government does not anticipate that it will be necessary to appoint additional Members to 
the Competition and Regulatory Authority in the short term. In the medium to longer term, 
additional members may be added with specific skills as required. 

   

 Accountability of the Authority. 

The Telecommunications Market Competition Policy 2019 requires that the Competition and 
Regulatory Authority should be substantially independent of the Government but 
accountable to Parliament and the Courts: 

Any decision of the Authority will be subject to judicial review by the High Court, in 

accordance with Cook Islands common law and Part 1A of the Judicature Act 2008. Certain 
decisions of the Authority will also be reviewable by a panel of independent experts. A party 
to such a decision of the Authority will have a right to have the decision reviewed and 
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reconsidered by an expert panel, the members of which will be appointed from time-to-time 

from a list of persons recognised as having relevant expertise in telecommunications and 

regulation. The review panel will determine its own procedures but will undertake the review 
based on the evidence that was before the Authority. The review panel will then issue a 
reasoned opinion which either confirms the Authority’s decision or substitutes, in whole or 

in part, its decision in place of the Authority’s. 

The Competition and Regulatory Authority Act 2019 gives effect to this approach, providing 
that the Authority is not subject to Ministerial direction or control (see, s 7); must have regard 
to published economic policies of the Government (see, s 8); and must provide an Annual 
Plan and Annual Report, to be tabled in Parliament (see, ss 19 and 20). Decisions of the 
Authority are subject to judicial review on normal principles (see, s 74) and reviewable 
decisions may be challenged before an expert Review Panel (see, Part 8). 

 

 Transparency of Authority decision-making 

The Competition and Regulatory Authority Act 2019 requires the Authority to give notice to, 
and consult with, persons likely to be affected by decisions made by it (see, s 36). The 
Authority must provide an Annual Plan and Annual Report, to be tabled in Parliament (see, 
ss 19 and 20). The Authority’s annual report can be found at https://cra.org.ck/about-us. The 
Authority is obliged to maintain a range of public registers, open to inspection by the public 
free of charge (see, Telecommunications Act 2019). 
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PART III: Utilities Regulation Framework 

Part III summarises the Government’s proposed legislative arrangements for the future 
regulation by the Competition and Regulatory Authority of electricity and water & sewerage 
utility provision in the Cook Islands. 

 Introduction 

The proposed regulatory framework for electricity and water & sewerage utility service 
providers includes the following functions and powers: 

 licensing of utilities service providers; 

 consumer protection, including codes of conduct; 

 services price reviews and price directions; 

 technical standards for networks, equipment, and work; 

 qualification of technical personnel; 

 Community Service Directions to utilities;  

 continuity of service, in case of public emergency; and 

 access to land, and other matters. 

It is anticipated that the following utilities will be initially be subject to this Utilities Policy and 
the proposed legislative framework: 

 Electricity ─ Te Aponga Uira (Rarotonga) and Te Mana Uira O Araura (Aitutaki); 

 Water ─ To Tatou Vai Authority (Rarotonga). 

The provision of electricity services in the Pa Enua by Islands Governments will also be 
within the scope of the Competition and Regulatory Authority, with a focus on licensing, 
technical and safety aspects of the regulation, but not rate reviews or rate determinations at 
this stage. 

The framework provides for additional utility service providers to be regulated in the future as 
required, or for existing utilities to be licensed to provide other services (e.g. TTV Authority 
adding sewerage services to its water portfolio, the licensing of independent power 
producers in the electricity industry, the establishment of water and/ or sewerage utilities in 
the Pa Enua). The framework will not extend to public health standards, and does not 
provide for regulation of independent power producers at this time. Safety will be assured 
under the framework by provision for technical standards for networks, equipment, and work 
(but not health standards, such as water quality) and by regulatory oversight of the 
qualification of technical personnel (in particular, electrical workers). 

Provision will also be made to exempt certain classes of utility services or providers from 
certain aspects of the legislative framework (e.g. to allow for exclusion of services provided 
by Pa Enua Island Governments from price reviews and determinations). The framework will 
also authorise the making of necessary regulations, under the Act. 
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The key policy elements to be given effect to in the proposed new Utilities Regulation Act 
are summarised in Table 2 below. 

Table 1:  Utilities Regulatory Policy Summary 

Key element Policy position summary 

Licensing of utilities service 
providers 

The opportunity to offer utilities 
services for sale to the public is a 
privilege which should be subject to 
a basic level of control, to ensure 
public safety, fair treatment of 
customers, and reasonable pricing 
of services 

 

Licensing provides the means by which the Competition and 
Regulatory Authority can exercise control, in the public interest, 
over the opportunity to offer utility services to the public.  

The Authority will have powers to: 

 determine licence terms and conditions and issue licences; 

 enforce utilities’ compliance with licence conditions; 

 issue licences to additional utilities service providers, on terms 
to be determined by Authority; and 

 vary, suspend, cancel and renew licences.   

Current providers of utility services (e.g. TAU, TMUA, TTV and Pa 
Enua Government electricity services) will be deemed to hold 
licences, until they are issued with licences by the Authority. 

Consumer protection 

Utility services are an important and 
regular consumer purchase, for 
very many Cook Islanders. The 
Government considers that 
consumers’ rights require protection 
in relation to utility services. 

Licensees will be obliged to: 

 not engage in misleading or deceptive conduct; 

 establish consumer complaints-handling procedures, with the 
Competition and Regulatory Authority investigating unresolved 
complaints; 

 provide services that meet minimum quality/reliability 
standards (that may be prescribed by the Authority) and pay 
compensation if in breach; 

 protect the privacy of users’ communications, subject to lawful 
interception with warrant; 

 protect the confidentiality of users’ personal information. 

The Authority will have the power to approve, or issue, a 
Consumer Code that is binding on service providers. 

Price review and directions  

Price reviews and directions 
provide transparency of providers’ 
charges for services and ensure 
utilities offer services their 
customers want at reasonable 
prices. 

Competition and Regulatory Authority will have the powers to: 

 conduct a rate review to assess the prudence and efficiency of 
the utility’s proposed expenditure, its proposed levels of 
customer service, and its structure and levels of proposed 
tariffs; and 

 make a rate direction determining maximum prices a utility can 
charge having regard to the long-term benefit of end users 
and having regard to a range of sub-objectives including the 
financial viability of the utility.  

Licensed utilities shall be: 

 required to submit a rate submission to the Competition and 
Regulatory Authority setting out details of the services they 
plan to offer, the forecast operating and capital costs of 
providing the services, expected service demand and 
proposed service tariff structure and charges; and 
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Key element Policy position summary 

 required to comply with the rate direction, including refraining 
from charging rates in excess of the approved maximum.  

Technical standards 

The electricity and water industries 
are technically complex, with the 
quality, reliability and security of 
services, and the safety and 
security of end users, dependent on 
operators’ and customers’ use of 
equipment that meets appropriate 
standards. 

 

Competition and Regulatory Authority will have the powers to: 

 determine or adopt technical standards for utilities networks 
and utilities equipment used by service providers (i.e. 
technical standards in respect of physical equipment and 
connections; not health standards in respect of water quality); 

 determine technical standards for work performed on 
networks, equipment, or customer connections; 

 determine technical standards to protect against damage to 
networks/ facilities, degradation of service quality, public 
nuisance, environmental harm or danger to persons; 

 recognise and apply technical standards and rules of other 
countries; and 

 prohibit the use or supply of equipment that does not comply 
with technical standards. 

 

The Competition and Regulatory Authority will perform the 
regulatory functions currently performed by the Chief Electrical 
Inspector. Because the Chief Electrical Inspector is the Cook 
Islands’ sole electrical inspector at this time, the Competition 
and Regulatory Authority will be the inspector’s employer.  
Electrical inspectors are not required to be employed by the 
Competition and Regulatory Authority (the Policy is silent on 
the employment of electrical inspectors). 

Qualification of technical 
personnel 

Personnel employed or engaged by 
utilities to perform work on networks 
or network equipment, or who offer 
electrical or network services to the 
public, must meet minimum 
standards of competence in their 
trade. 

Competition and Regulatory Authority will have the powers to: 

 examine candidates for registration as electrical workers; 

 administer registration and maintain register of electrical 
workers; and 

 handle complaints against, and investigation and discipline of, 
registered electrical workers. 

Community service obligations 

The Government considers that all 
Cook Islanders should have access 
to a certain basic level of utilities 
services, within a utility service 
network. 

The Minister may determine that a licensed utility is required to 
provide a specified service within a specified area, or to a 
specified group of customers.  

A licensed utility must provide a service in accordance with a 
Community Service Direction, and must record its costs of doing 
so, in accordance with guidelines issued by the Competition and 
Regulatory Authority. (A Community Service Direction could 
require a service to be provided to a location that has not 
previously been served. Ministry of Health standards would apply 
in respect of water quality.) 

A licensed utility providing a service in accordance with a 
Community Service Direction shall be entitled to recover from the 
Government its audited costs of service provision. 
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Key element Policy position summary 

Public emergencies 

The Government considers it 
desirable to confirm access to utility 
services in circumstances of a 
‘disaster’ or ‘emergency’ in terms of 
the Disaster Risk Management Act 
2007. 

Licensed utilities shall be required to cooperate with Emergency 
Management Cook Islands in making service continuation or 
restoration plans after a disaster or emergency. 

The Response Executive, after a state of disaster or emergency 
has been declared, may direct a licensed utility to provide, or 
refrain from providing, a service of a specified kind.  

The Government shall be liable to pay compensation to any 
licensed utility for the costs it incurs in complying with a direction 
of this kind. 

Land access 

A licensed utility might require 
access to third parties’ land 
(including public land) for the 
purposes of constructing or 
maintaining its network. 

Licensed utilities to have standing as infrastructure managers 
under the Infrastructure Act 2019 to gain access to land for repair, 
maintenance, installation, etc. of facilities.  

Transition arrangements 

Arrangements for an orderly 
transition from the current to the 
proposed new regulatory 
framework.  

The key arrangements for transition to the new framework for 
utilities regulation are: 

 Existing utilities and Pa Enua electricity service providers will 
be deemed to be licensed until issued with their licences by 
the Competition and Regulatory Authority. 

 Existing utility service tariffs and rate levels will be permitted to 
continue until a rates decision is made by the Authority;   

 Provisions that require the Authority to perform functions 
currently performed by the Office of the Energy 
Commissioner, Regulatory Services Division of Infrastructure 
Cook Islands, and the Cook Islands Electrical Workers 
Registration Board will commence on a date notified by the 
Minister.  

 Regulations, standards, codes, qualifications, etc. currently in 
force under the Energy Act 1998 will continue in effect under 
the new framework. 
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 Changes to Government agencies 

Table 2 Anticipated changes to Government Agencies under the Utilities Regulatory Policy 2023 

The number of entities with responsibility for regulatory functions have been rationalised as indicated below: 

FUNCTION CURRENT ROLES PROPOSED ROLES 
Regulatory (including 
enforcement and 
monitoring) 

Minister of Energy, Utilities Will no longer have powers to conduct price reviews under the Energy Act. 

Price Tribunal Will no longer have jurisdiction over utility pricing under the Control of Prices Act 1966 
and amendments.  

Office of the Energy Commissioner 
(OPM) 

The office (currently vacant) will be formally disestablished. Membership in OPERA will 
be transferred to the Competition Regulatory Authority. 

Electrical Workers Registration Board The functions of the Board will be transferred to the Competition and Regulatory 
Authority and the Board will be disestablished. 

Infrastructure Cook Islands and the Chief 
Electrical Inspector 

The Energy Division of ICI will no longer grant energy licences, administer the 
Electrical Workers Registration Board, appoint the Chief Electrical Inspector, set 
technical or safety requirements, or appoint an Energy Commissioner. 
 
The Building Inspection Division will continue to carry out building inspections under 
the Cook Islands Building Code 2019.   
 
Infrastructure Cook Islands (through the Building Inspection Division) could potentially 
conduct electrical inspections in the Pa Enua. 
 
The functions of the Chief Electrical Inspector will be transferred to the Competition 
and Regulatory Authority, including electrical workers registration, setting Codes and 
Standards (in cooperation with international trade negotiators), licenses and 
certifications, enforcement.  

Ministry of Internal Affairs (INTAFF) INTAFF will retain responsibility for occupational health and safety, welfare and 
consumer protection legislation.  Consumer complaints regarding electricity and water 
received by INTAFF will be directed to the Competition Regulatory Authority (who will 
refer to Consumer Codes). 

Te Marae Ora Ministry of Health (TMO) TMO will retain responsibility for setting and enforcing the Cook Islands Drinking Water 
Standards. 
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Policy and strategy The Renewable Energy Development 
Division of the Office of the Prime Minister 

The role of the Division will not be changed by this Utilities Policy (because the focus 
of this Policy is regulation, not policy). It is widely recognised that policy and strategy 
functions in relation to electricity need review.  
  

Infrastructure Cook Islands ICI will not set policy for electricity generation but will likely to continue to set policy 
affecting how network infrastructure is built and maintained.  

Pa Enua Pa Enua Governments The role of Pa Enua Governments will not be changed by this Policy. 
  

Owners and operators Cook Islands Investment Corporation 
(CIIC) 

The role of CIIC will not be changed by this Policy.  

Emergency and 
resilience 

Emergency Management Cook Islands The role of EMCI will not be changed by this Policy (but the Utilities Policy will simplify 
the responsibilities in relation to service continuation or restoration plans). 

Administrative Ombudsman and Public Sector 
Commissioner 

The role of Ombudsman and OPSC will not be changed by this Policy but may no 
longer have jurisdiction to hear complaints in relation to the administration of electricity 
regulation. 
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 Licensing 

The business opportunity to offer utilities services to the public is a privilege over which the 
Government will continue to exercise control, in the public interest. The Government’s aim, 
however, is not to limit entry but rather to encourage entry by new utility service providers, 
where competition is economically and technically feasible.  

 Introduction 

The Government notes that various types of utility licences are possible, including: 

 ‘Individual licences’, which set out the rights and obligations of the operator to whom 
they are issued.  

 ‘Unified licences’, which impose a uniform set of rights and obligations on operators 
that provide differing kinds of services. 

 ‘Class licences’, which provide for standard rights and obligations for all operators 
within the bounds of a defined class.  

 Free market entry, without a licence but imposing certain statutory responsibilities on 
operators who elect to enter the market. 

For the purposes of electricity and water & sewerage infrastructure-based utility services 
provision, the Government considers it unlikely there will be more than a handful of 
licensees in the foreseeable future. The energy supply licensing framework will be broader, 
and is expected, for example, to cover energy suppliers that are not established as formal 
utilities.  

 Licensing policy 

Having regard to market circumstances, the Government intends that individual licences 
should be issued by the Competition and Regulatory Authority to each utility service 
provider. With respect to the energy industry, the responsibility for issuing energy licences 
by the Minister under the Energy Act 1998 will be transferred to the Competition and 
Regulatory Authority by the new Utilities Regulation (Electricity, Water and Sewerage 
Services) Act 2023 (Utilities Regulation Act). 

The Competition and Regulatory Authority will be empowered to issue utility service provider 
licences, for a fixed period, on terms and conditions appropriate to the intended services. 

The Competition and Regulatory Authority may determine the terms and conditions of each 
licence. To the extent possible, licences will be technology neutral, so that licensees are free 
to choose the technology they wish to use to provide the services for which they are 
licensed. 

The Government considers that licence terms should include requirements for the licensee 
to: 

 publish its tariffs of charges for services offered by the licensee; 
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 publish terms and conditions of supply of services to retail customers, which comply 
with any applicable code of conduct or direction of the Competition and Regulatory 
Authority;  

 publish, and report regularly against, service quality indicators;  

 pay to the Competition and Regulatory Authority the licence fee or levy, if applicable; 

 keep records and documents necessary to substantiate its reports; 

 implement a customer complaint handling system, which complies with any 
applicable code of conduct or direction of the Competition and Regulatory Authority; 

 establish and maintain information systems that are adequate to support customer 
billing and directory inquiry services; 

 comply with technical standards or requirements, including service performance 
standards; 

 provide services to unprofitable areas of the Cook Islands or to disadvantaged 
persons, if required to do so in accordance with a Community Service Direction; 

 connect the licensee’s network with another licensee’s network; and 

 connect the licensee’s network equipment with customer equipment that meets 
relevant standards.  

Breach of a term or condition of a utility service provider licence would be a serious matter, 
in respect of which the Competition and Regulatory Authority would be empowered to apply 
to a court for remedies or penalties. The Competition and Regulatory Authority would be 
empowered to publish any breaches of terms or conditions. 

The Competition and Regulatory Authority will have powers to suspend, vary, or revoke a 
licence, in specified circumstances, and the power to issue a new licence to an operator on 
expiry of their existing licence. Because license suspension or revocation may be impractical 
where continuity of supply is essential, the Competition and Regulatory Authority will also 
have the power to apply to the Court for sanctions against individual officers or directors who 
have personally been knowingly concerned in breaches of the law or relevant licence.  

 Consumer protection 

Electricity services are an important, regular and essential consumer purchase, for 
businesses and individual Cook Islanders, as will be water & sewerage services in the 
future. The Government considers that consumers’ rights in relation to essential utility 
services require particular protection. 

 Introduction 

Consumer rights that are relevant in relation to the provision of utilities services such as 
electricity and water & sewerage include the rights to: 

 complete and accurate disclosure of prices and charges for services in advance of 
the services being provided;  
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 accuracy in billing, including the ability for consumers to check their usage over a 
period); and 

 confidentiality of customers’ personal data. 

 Consumer policy 

The Government intends that the new Utilities Regulation Act will provide for: 

 licensees to be obliged to establish consumer complaints-handling procedures;  

 the Competition and Regulatory Authority to receive and investigate consumer 
complaints that are not resolved by a licensee’s complaints-handling procedures; 

 a prohibition against any conduct by a licensee that is misleading or deceptive or 
likely to mislead or deceive; 

 an obligation for licensees to provide services that meet certain minimum standards 
of quality and reliability (which may be prescribed from time to time by the 
Competition and Regulatory Authority) and pay compensation if they breach these 
standards; 

 a requirement for licensees to protect the confidentiality of users’ personal 
information; 

 a power for the Competition and Regulatory Authority to determine terms and 
conditions of a consumer contract, if a licensee fails to submit one or submits one 
that fails to meet applicable requirements of the Act, the relevant licence, or the 
Consumer Protection Code; and 

 a power for the Competition and Regulatory Authority to make a binding Consumer 
Protection Code, dealing with the above matters. 

 Rate review and determination  

While utilities services continue to be provided in the Cook Islands by local monopolies, the 
Government considers that complete transparency of rates for services (and of terms and 
conditions of supply to retail customers) and regulatory oversight of charges is in the best 
interests of end-users and of sustainable investment in the sector. 

 Introduction 

Giving an independent regulator the ability to conduct a rate review and approve or set 
(determine) the rates that a monopoly utility can charge for a utility service, and set service 
standards, is a common approach to ensure that utilities offer the services that their 
customers want at reasonable charges. To this end, a review process resembles the 
pressures that competition provides in other markets, regardless or whether the entity is 
publicly or privately owned.  

In practice, a rate review process involves the regulator assessing: 

 the prudence and efficiency of the utility’s proposed expenditure, both operating and 
capital, over a future period of several years (called a price path); 
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 the utility’s proposed levels of customer service, and the trade-off with cost (and 
therefore price); and 

 the utility’s forecast service demand, and proposed structure and level of tariffs. 

The assessment process generally concludes with the regulator approving (if the utility has 
proposed a prudent and efficient expenditure program and efficient rates) or alternatively 
determining the maximum (or minimum) rate the utility can charge for its services. The 
regulator would also determine a form of regulation, which is the mechanism by which the 
utility is allowed to recover its revenue through approved prices from customers over the 
duration of the price path. This includes matters such as the form of rate control, which 
commonly involves a specified maximum rate (price cap), a maximum amount of revenue 
the utility can earn (revenue cap), or a combination of the two. 

Details on the rate calculation are usually set out in a formal ‘rate direction’. 

Form of regulation36 

The form of regulation describes the framework that the regulator applies to determine and 
adjust the revenue that the regulated entity can earn and/or the prices it can charge over the 
course of a regulatory period. The form of regulation comprises the following key elements: 

 the length of the regulatory period – lengthening the period between price investigations 
involves a trade-off between stronger incentives for cost efficiency, increased risk of 
material profits or losses and increased administrative costs 

  the method of determining prudent and efficient costs (and therefore allowed revenues) – 
the building-block approach is commonly applied (alternatives include cost benchmarking) 

 pass-through arrangements to share the risk of unexpected, uncontrollable events 

 ancillary mechanisms – such as unders and overs accounts to deal with deviations between 
forecast and actual revenue collection, and side constraints to limit bill impacts 

 the form of price control – the price cap, revenue cap or hybrid mechanism that controls 
the utility's prices for each year of the regulatory period.  

 Utilities Policy 

The Government proposes that the Competition and Regulatory Authority may, on its own 
initiative or at the request of the Minister, commence a rate review for one or more services 
provided by a licensed utility, for a specified future period or price path. 

Once a rate review is initiated, licensed utilities will be obliged to submit a rate submission, 
for the price path period, to the Competition and Regulatory Authority. A rate submission 
should set out details of the services the utility plans to offer, their forecast operating and 
capital costs of providing the services, expected service demand and their proposed service 
tariff structure and rates. 

The Competition and Regulatory Authority will be required to review the rate submission, 
including: 

 the prudence and efficiency of the utility’s proposed expenditure; 

 the utility’s proposed levels of customer service and forecast demand; and 

 the structure and level of tariffs proposed by the utility. 
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Following the price review, the Competition and Regulatory Authority will be required to 
make a rate direction, by formally approving the proposed rates or determining alternative 
rates, and setting out how the utility can recover revenue from customers over the period of 
the price path.  

The Government does not intend that the new Utility Regulation Act 2023 should specifically 
prescribe a particular method or formula for determining rates for utilities services. The rate 
control method in the rate direction might take the form of either or both of the following: 

 a rate, a maximum rate, or both a minimum and maximum rate for each service; 

 a maximum total amount that a licensed utility can earn from providing a service. 

The price control method may include a formula for calculating the rate or revenue amount or 
a method by which a rate or revenue amount is to be calculated, or both. 

The Competition and Regulatory Authority will be required have regard to the long-term 
benefit of end-users when making a rate direction, including their interest in long-term 
continuity and sustainability of supply. In making a rate direction, the Competition and 
Regulatory Authority shall also be required to have regard to: 

 the need to protect end-users from abuses of monopoly power; 

 the principles of ecologically sustainable development;  

 the quality, reliability and safety of the relevant service(s); 

 the social impacts of the determination;  

 improving efficiency in the provision of services to end-users;  

 the costs of providing the relevant service(s); 

 achieving an appropriate rate of return on investment in the utility;  

 demand management and least cost planning considerations; and 

 borrowing, capital, and cash flow requirements of licensed utilities and the need to 
renew or increase relevant assets in the utility industry. 

Utility rates will not be permitted to take effect until the utility has received the Competition 
and Regulatory Authority’s approval or determination. Utilities will not be permitted to charge 
rates in excess of their approved (or determined) maximum. 

Charges for services that are provided by a licensed utility, and within the scope of its 
licence, will no longer be subject to price control under the Control of Prices Act 1966. 

Except for commercially sensitive information (which may be protected as confidential), a 
rate review should be open to the public. The Competition and Regulatory Authority will be 
required to publish a draft rate review report, call for public comment, and have regard to 
relevant submissions, before publishing a final report and rate direction which sets out its 
reasons. The Minister must cause the report to be laid before Parliament. 
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Variation of a rate direction should be possible, where: 

 variation is requested by the licensed utility concerned and the Competition and 
Regulatory Authority is satisfied that variation is justified having regard to the 
applicable criteria; or 

 the Competition and Regulatory Authority is satisfied that there has been a material 
change in the cost conditions relating to provision of the service(s); or 

 the Competition and Regulatory Authority is satisfied that information on which it 
based a rate direction was false or misleading in a material particular.  

The Competition and Regulatory Authority will be required to publish guidelines explaining 
its intended approach to a rate review.  

Parties to a decision made by the Competition and Regulatory Authority will have rights of 
recourse under the Judicature Act 1980-81 to apply for a judicial review of the decision. 

 Technical standards 

The operation of utility networks and the safe and reliable provision of utility services 
depends to a great extent on the deployment of technically complex equipment. The quality, 
reliability and security of utility services, and the safety and security of end-users, depends 
on operators’ and customers’ use of equipment that meets appropriate standards. 

 Introduction 

The Government considers that the new Utilities Regulation Act should make provision for 
the specification and enforcement, where necessary, of technical standards for utilities’ 
equipment and services. The Competition and Regulatory Authority will not have jurisdiction 
in respect of public health standards, which will remain the responsibility of the Ministry of 
Health. 

 Technical standards policy 

The Government intends that the new Utilities Regulation Act will include provision for: 

 determination by the Competition and Regulatory Authority of technical standards 
and codes to protect against damage to utilities networks or facilities, degradation of 
service quality, public nuisance, environmental harm, or danger to persons;  

 recognition and application in the Cook Islands of technical standards and codes 
from other countries;  

 prohibition against the use or supply of equipment that does not comply with 
technical standards or codes in force in the Cook Islands; and 

 investigation, testing, and enforcement (including penalties for proven non-
compliance) to promote compliance with technical standards. 

At present, technical standards and their enforcement in the electricity industry are the 
responsibility of the Office of the Energy Commissioner under the Energy Act 1998 and 
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relevant regulations. In practice, this role is carried out by the Electrical Inspectorate of the 
Regulatory Services Division, Infrastructure Cook Islands. 

The Government proposes that the Competition and Regulatory Authority should have 
responsibility for: 

 developing (or adopting) standards for electrical equipment; 

 investigating compliance (or non-compliance) with equipment standards; 

 developing (or adopting or approving) codes of practice for electrical or water or 
sewerage works;  

 investigating compliance (or non-compliance) with codes of practice; and 

 taking appropriate enforcement action in respect of cases of non-compliance with 
applicable standards or codes. 

The Government proposes that staff with specialist knowledge or experience in the 
performance of these functions will be transferred from Infrastructure Cook Islands to the 
Competition and Regulatory Authority, together with budget provision sufficient for their 
salaries and associated overhead. 

The Community Health Services Directorate, Te Marae Ora is presently responsible for 
technical standards and their enforcement in the sewerage industry under the Public health 
Act 2004 and Public Health (Sewage and Wastewater Treatment and Disposal) Regulations 
2014. The Government is not proposing to change these arrangements, beyond giving the 
Competition and Regulatory Authority the ability to adopt them, for example in licence 
conditions for utilities providing sewerage services. 

Similarly, Government is not proposing to change the Cook Islands Building Code 2019 or 
related arrangements, beyond giving the Competition and Regulatory Authority the ability to 
reference the Code, should that be required, in licence conditions for utilities providing water 
& sewerage services. 

 Qualification of technical personnel 

For the safety of the public, the safety of workers, and the integrity and security of supply, it 
is essential that work on utility networks is performed by personnel who possess the 
necessary skills and training. 

 Introduction  

Requirements for the qualification of technical personnel are designed to protect the safety 
of the public, the safety of workers, and the integrity and security of the supply of services. 

Under the Energy Act 1998, the functions of the Office of the Energy Commissioner include 
‘Ensure standards of safety, efficiency, and economy of operation in respect of generation, 
transmission, and distribution of energy’.37 
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A person who satisfies the Electrical Workers Registration Board ‘that he or she has the 
necessary qualifications, skills, experience and training to be so registered under this Act’ 
currently is entitled to be registered as an Electrician, Electrical Mechanic, Electrical Service 
Technician, or Line Mechanic.38 A registered electrical worker must obtain a Practising 
Licence.39 A person must not carry out electrical work unless registered40 and commits an 
offence if he or she does so.41 

Section 7 of the Public Health (Sewage and Wastewater Treatment and Disposal) Regulations 
2014 provides for the Sewage and Sanitation Board to approve and register sanitary 
professionals and technicians. Subsection 7(2) states that: 

Sanitary professionals and technicians who must be registered under these regulations 

include sewerage system designers, installers and servicing agents, and any other class of 
professional or technician prescribed by the approved standards, who meet the 
requirements of the approved standards. 

The regulations also provide for Te Marae Ora to require registered professionals and 
technicians to be licensed, and to issue annual licences upon payment of a licence fee set 
under section 33(2) of the Ministry of Health Act 2013.  

 Qualifications policy 

The Government proposes that there will be no changes to the existing requirements in 
respect of registration of electrical workers and maintenance of Practising Licences, but the 
requirements should be administered by the Competition and Regulatory Authority rather 
than by the Electrical Workers Board and Registrar of Electrical Workers.  

Similarly to the provisions under the Telecommunications Act 2019 in respect of ‘certificates 
of competency’ for radiocommunications operators, the Competition and Regulatory 
Authority should be able to prescribe appropriate standards of competency, prescribe 
examinations, recognise equivalent overseas qualifications, and issue relevant certificates or 
registrations.  

The Government is not proposing any changes in respect of sanitary professionals and 
technicians, who will continue to be regulated under the Public Health (Sewage and 
Wastewater Treatment and Disposal) Regulations 2014.  

 Community Service Directions 

 Introduction 

Basic utilities services are an important part of daily life for most Cook Islanders. The 
Government considers that all Cook Islanders should have access to a certain basic level of 
utilities services, regardless of where they live.  

 Community service policy  

The Government proposes that the new Utilities Regulation Act should include provision for 
the Minister to direct a licensed utility, where satisfied that such a direction is appropriate, to 
provide service to a particular geographic area, or to a particular group of end-users, in 
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circumstances where a licensed utility cannot reasonably provide service on a profit-making 
basis. Such powers will involve: 

 a power for the Minister to request that the Competition and Regulatory Authority 
investigate and report on whether a Community Service Direction is appropriate;  

 a power for the Competition and Regulatory Authority to recommend (on its own 
initiative or on referral by the Minister) that the Minister make a Community Service 
Direction;  

 a power for the Minister to issue to a licensed utility a Community Service Direction, 
requiring it to provide service within a specified area, or to a specified group, or on 
specified terms and conditions including as to price;  

 an obligation for a licensed utility to provide a service in accordance with a 
Community Service Direction;  

 a requirement that a licensed utility providing a service in accordance with a 
Community Service Direction must maintain prescribed records of the costs and 
revenues associated with that service;  

 a requirement that the Government compensate a licensed utility for its net costs 
incurred in provision of a service pursuant to a Community Service Direction; and 

 a power for the Competition and Regulatory Authority to arbitrate in any dispute 
between a licensed utility and the Government regarding the costs of, or 
compensation for, provision of a service pursuant to a Community Service Direction.  

  Public emergencies 

The continuation, or prompt restoration, of supply of essential utility services is critical in the 
event of a public emergency, including a natural disaster, and for supporting recovery work 
in the wake of an emergency or disaster. 

 Introduction 

The Government has confidence that utility service providers would endeavour to support 
the continuation or restoration of services in the circumstances of a public emergency or 
national disaster. It is nevertheless desirable for the new Utilities Regulation Act to provide 
for the continuation of services in circumstances of a ‘disaster’ or ‘emergency’ in terms of the 
Disaster Risk Management Act 2007. 

 Emergencies policy  

The Government proposes that the new Utilities Regulation Act should provide that: 

 a licensed utility must cooperate with Emergency Management Cook Islands in 
making appropriate plans for the continuation or restoration of services after a 
disaster or emergency;  

 the Response Executive may, after a state of disaster or emergency has been 
declared, direct a licensed operator to provide, or refrain from providing, a service of 
a specified kind, or in a specified area, or to a specified location; and 
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 the Government shall pay compensation to any licensed operator for any costs 
reasonably incurred in complying with a direction of this kind. 

 Land access, and other matters 

The construction of utility networks necessarily involves the installation of physical 
infrastructure on land owned or leased by third parties. To facilitate network construction and 
maintenance, licensees require access to third parties’ land (including public land) for the 
purposes of constructing or maintaining their networks, subject to appropriate safeguards. 

 Introduction 

The Infrastructure Act 2019, which took effect from 1 July 2019, provides a common 
framework for ‘infrastructure managers’ in the Cook Islands to deal with land access matters 
that balances public and private interests.42 

 Land access policy 

The Government proposes that the new Utilities Regulation Act will provide for a licensee to 
be deemed an infrastructure manager for the purposes of the Infrastructure Act 2019 and to 
have all the powers and duties of an infrastructure manager. 
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PART IV: Transitional Arrangements 

Part IV of this Policy sets out the Government’s intended approach to ensuring an 
orderly transition from the current arrangements to the new framework described in 
Part III. 

 Introduction 

Transitional and savings arrangements will be provided for in the proposed Utilities 
Regulation (Electricity, Water and Sewerage Services) Act 2023 (Utilities Regulation Act). 

 Utilities Policy 

 Commencement 

The Government will require an interval of time to put in place necessary administrative 
arrangements, for example to implement the transfers of relevant staff from the Regulatory 
Division, Infrastructure Cook Islands to the Competition and Regulatory Authority; to 
establish public registers; and to ensure that functions currently performed by the Regulatory 
Division under the Energy Act 1998 can be seamlessly transferred to the Competition and 
Regulatory Authority. 

The commencement of the new Utilities Regulation Act, or of relevant provisions of it, will be 
timed to allow sufficient time for the Competition and Regulatory Authority to be equipped to 
perform its new functions in respect of the infrastructure-based utilities. 

 Licencing of existing utilities and existing tariff structure and prices 

The new Utilities Regulation Act will include interim licencing provisions to ensure that 
existing electricity and water & sewerage utilities are able to operate legally from 
commencement of the new legislation. 

Provision will be made for existing utility service tariffs and price levels to continue until a 
pricing decision is made by the Authority. 

 Consequential amendments and repeals 

Consequential amendments to the following legislation to enable this Utilities Policy are 
expected to include: 

 Energy Act 1998 ─ repeal of the Energy Act 1998.  

 Control of Prices Act 1966 — amend so that charges for services that are provided 
by a licensed utility, and within the scope of its licence, will no longer be subject to 
price control under the Control of Prices Act 1966.  

 Te Aponga Uira O Tumu-Te-Varovaro Act 1991 – amend to make TAU’s tariffs and 
schedules subject to approval by the Competition and Regulatory Authority. 

 To Tatou Vai Act 2021  — amend to make TTV’s tariffs, rates, and charges subject 
to approval or determination by the Competition and Regulatory Authority. 
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 Savings provisions 

The new Utilities Regulation Act will include provision for registrations of electrical workers to 
be deemed to continue and for Practising Licences that are in force to continue for their 
stated term. 

Any regulations, and any electrical code of practice made under the Energy Act 1998 will 
continue in force under the new Utilities Regulation Act, until those regulations or that code 
are superseded. 
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PART V: Consultation and Next Steps 

Part V summarises the Government’s proposed approach to consultation on this 
Utilities Policy and development of legislation to give effect to it. 

 Consultation plan 

The Government has undertaken a thorough consultation process in the development of this 
Utilities Policy and will consult stakeholders and the public on a draft of the legislation that 
will give effect to it. 

 Draft Policy 

Consultation on the Draft Policy included: 

 The public release of the Draft Policy in early 2021 on the MFEM website;43  

 Publication of notices in the news media, along with a media release on the MFEM 
website, informing the general public of the release of this Draft Policy; 

 Community meetings in Rarotonga and Aitutaki in 2021;  

 Meetings in 2021 with a range of key Government and industry stakeholders 
including electricity and water & sewerage utilities and the Cook Islands Chamber of 
Commerce, the Electrical Workers Board, the Electrical Inspectorate, and the Office 
of the Energy Commissioner; and 

 A meeting with electrical contractors and the Electrical Inspectorate in 2022, with 
follow-up meetings with Infrastructure Cook Islands, OPM and TAU.  

This Utilities Policy has been developed having regard to comments received in the course 
of consultation on the Draft Policy, including consideration of submissions received.  

 Draft legislation 

MFEM has issued a draft Utilities Regulation Bill 2023, prepared with drafting instructions.  

Final consultation on the draft Bill will include:  

 The public release of the draft Bill on the MFEM website;  

 Publication of notices in social media and the news media, along with a media 
release on the MFEM website, informing stakeholders and the general public of the 
release of the draft Bill, with opportunity for industry and public comment and 
submissions; and 

 Meetings with a range of key Government and industry stakeholders.  

 Final steps 

Following industry and public comment on the draft Bill, consideration of all relevant 
comments, and the drafting of such changes as may be desirable, the final Policy and draft 
Bill will be submitted to Cabinet for endorsement and subsequently put before Parliament in 
2023. 



 

Utilities Regulation Policy 2023 Page 50 

 

Appendix 1 Tariff structures versus prices 

A price (or charge) is the monetary value of a good or service that a business levies on its 
customers for the provision of that good or service. Rates are often expressed per unit, such 
as x dollars per litre or y dollars per kilogram, on the basis of which prices (or charges) can 
be calculated. Alternatively, a charge can be expressed as a fixed amount for a particular 
service, such as z dollars for a year’s use of sewerage services. 

In contrast, a tariff is a collection of individual prices. The tariff schedule — or structure — for 
any particular tariff describes: 

 the structure and level of the individual rates or charges; and 

 any customer pricing differentiation, such as different rates that may apply to 
domestic and commercial customers. 

In the water and electricity industries, a tariff generally comprises a fixed annual charge and 
a separate volumetric rate for usage of the commodity, be it water, electricity or gas. 
Charges that are set on a per unit basis can vary, such that the unit rate increases as 
consumption increases (known as an inclining block) or decreases as consumption 
increases (declining block). The unit rate can also vary with the time of day or the season. In 
the sewerage business, the tariff structure often comprises only a fixed charge, although a 
number of utilities also have a volumetric rate component. 

In regulated utility industries, the tariff is usually designed to recover the efficient costs of 
providing the service from customers. In the case of water for example, the costs primarily 
relate to the expenditure required to store, treat and deliver water to customers through the 
water network, rather than the intrinsic cost of the water itself.  



 

Utilities Regulation Policy 2023 Page 51 

 

Appendix 2 Deadweight loss under monopoly  

Natural monopoly is a classic case of a market failure. Train (1991) a natural monopoly exists 
‘when the costs of production are such that it is less expensive for market demand to be met 
with one firm than with more than one’.44 In such circumstances, it is more economically 
efficient (cheaper) to have only one business provide the service, because the infrastructure 
required to produce and deliver a product such as electricity or water is very expensive to build 
and maintain. 

Natural monopolies arise due to economies of scale or scope. The former, which is common 
in the utility services space, occurs when the average cost of production decreases as 
output expands. (That is, the average cost curve slopes downwards, up to and perhaps 
beyond the overall size of the market.) Utility services in the electricity (TAU and TMUA) and 
water & sewerage (TTV Authority) sectors of the Rarotonga economy have natural 
monopoly characteristics.  

These utilities, which are state-owned and fall under CIIC’s governance arrangements, are 
subject to a measure of external control through various mandated checks and balances, 
including rules on selection of Board members, signoff of Statements of Corporate Intent 
and annual tabling of financial statements. 

However, as monopolies, these service providers are not subject to normal competitive 
forces. In the absence of competition, there is the potential for abuse of market power in 
terms of either pricing or customer service levels, with welfare losses (as discussed above). 
In practice, the objective of safeguarding against the abuse of monopoly powers means that 
the utility must be encouraged to conduct its business as efficiently as possible. This applies 
irrespective of ownership or governance arrangements, that is whether the service provider 
is a private company, a state-owned utility or a public-private partnership. 

The monopoly situation, which requires one firm to achieve production and is characterised 
by market power, violates the first fundamental welfare theorem’s assumption that all agents 
act as price takers.45 As such, the market equilibrium will not be Pareto optimal with a 
resulting welfare loss. This can be demonstrated graphically by recourse once again to 
Marshallian aggregate surplus, as shown in Figure A2.1. 
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Figure A2.1 Deadweight welfare loss under monopoly 

  

Assume we are dealing with a natural monopoly, with a declining average cost curve with a 
minimum scale beyond market demand. The monopolist maximises profits by producing 
quantity Qm at price Pm determined by the intersection of its marginal revenue and marginal 
cost curves. This outcome is not Pareto optimal as the Marshallian surplus is smaller than 
that attainable with price Pc. The difference, referred to as the efficiency or deadweight loss, 
is equal to the area of the grey-shaded triangle bounded by Em, Ec and F.46 

In the case of a regulated monopoly, the regulator could direct the monopolist to set price 
equal to marginal cost at Pc in an attempt to ensure a Pareto optimal outcome. The problem 
facing the regulator is that in many cases, as here, the monopolist is on the falling portion of 
its average cost curve. This means that its marginal cost is less than its average cost, as 
depicted by the AC curve in Figure A2.1. Such a direction from the regulator will result in the 
monopolist not recovering enough revenue to cover its total costs, leading to an 
unsustainable financial situation. 

Directing the monopolist to set prices based on average cost to ensure full cost recovery, 
with a quantity produced somewhere between Qm and Qc, will also result in a suboptimal 
Pareto outcome. Brown et al. (1992) state: 

Regulated natural monopolies are usually required to recover losses in the marketplace. 

Average cost pricing is frequently used, though the resulting allocation has no hope of 
being Pareto-efficient.47 

In short, in the monopoly case the first-best Pareto optimal outcomethat achieved by 
setting price equal to marginal costis infeasible due to the cost recovery constraint. In order 
to allow cost recovery, the regulator is faced with achieving the second-best outcome. This 
exercise can be broadly described as maximising social welfare subject to a revenue 
constraint. 
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