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08 November 2021
Private Individual

Via Email:

Dear Private Individual

Official information request for a copy of the “Minute from the Ministry” regarding the
opting in and out of the 3 Waters reform referred to by Mayor Smith

| refer to your official information request dated 08 October 2021 for a copy of the “Minute
from the Ministry” regarding the opting in and out of the 3 Waters reform referred to by
Mayor Smith.

The information you have requested is enclosed.

There is no charge in supplying this information to you.

Council has adopted a Proactive Release Policy and accordingly may publish LGOIMA
responses on the Council Website at https://www.westlanddc.govt.nz/Igoima-responses.
The collection and use of personal information by the Westland District Council is regulated by
the Privacy Act 2020. Westland District Council's Privacy Statement is available on our website
here

If you wish to discuss this decision with us, please feel free to contact Mary-anne Bell, Senior
Administration Officer at LGOIMA@westlanddc.govt.nz, 03 756 9091.

Sincerely,

Simon Bastion | Chief Executive
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Hon Nanaia Mahuta, Minister of Local Government

Proactive release of Cabinet material related to progressingthe
three waters service delivery reforms, 14 December2025

The following documents have been proactively released:

14 December 2020, CAB-20-MIN-0521.01 Minute: Progressing the Th=ee~//aters Service Delivery Reforms,
Cabinet Office; and

14 December 2020, Cabinet Paper: Progressing the three waters seivice delivery reforms, Office of the
Minister of Local Government.

Some parts of this information would not be approprizia,torelease and, if requested, would be withheld
under the Official Information Act 1982 (the Act). Whele/this is the case, the relevant sections of the Act
that would apply have been identified. Where infozrhiation has been withheld, no public interest has been
identified that would outweigh the reasons for xitihholding it.

Key to Redaction Codes:
e 9(2)(f)(iv) — to maintain the caustitutional conventions for the time being which protect the

confidentiality of advice tendeiigea*y Ministers of the Crown and officials, including the redaction
of Budget Sensitive mater:al; lans

e 9(2)(g)(i) — to maintails th= effective conduct of public affairs through the free and frank expression
of opinions by or btweer. Ministers.
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Cabinet

Minute of Decision

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

Progressing the Three Waters Service Delivery Reform¢

Portfolio(s) Local Government

On 14 December 2020, following reference from the Cabinet Busizicss Committee, Cabinet:

Context and progress update

1

noted that New Zealand’s three waters system is facing*g¢-tumber of significant challenges,
and will continue to do so without major, transforgnational’reform of service delivery
arrangements;

noted that in July 2020, the government annOmis€d a $710 million waters-related funding
package to support economic recovery relitiag'to COVID-19, and to address persistent
issues facing the three waters sector, thremghsa combination of infrastructure investment
stimulus and service delivery reform,[(C4AB-20-MIN-0328.13];

noted that since then, a comprehensive'service delivery reform programme (the reform
programme) has been established »suthe Department of Internal Affairs, which is
progressing well, including:

3.1  rolling out stimulns twiding of $523 million, in instalments, to every eligible
council;

3.2 developing endiimplementing a large-scale, multi-faceted work programme;

33 setting up and supporting a Joint Central/Local Government Three Waters Steering
Committee (the Joint Steering Committee);

3.4 engaging and communicating with local government and iwi/Maori through a series
of initiyh workshops, hui-a-motu, and webinars;

noted that faere will be continued engagement with iwi/Maori throughout the reform
progratyme, including to ensure the Crown delivers on its obligations relating to the Treaty
o, Waitangi;

agreed that a high-level principle of partnership with iwi/Maori will be followed throughout
the reform programme, and reflected in the new three waters service delivery system;
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Confirming critical details of the future reform strategy and timetable
6 noted that:

6.1 on 3 June 2020, the Cabinet Economic Development Committee agreed to the high-
level approach to reforming three waters service delivery over a three-yeagpasiod
[DEV-20-MIN-0079];

6.2  many of the details involved in delivering this approach had not been iy
developed at that time;

7 noted that it is imperative to set an ambitious timeframe for this reform.pragfamme, and;to
confirm critical details of the preferred reform strategy and timetable| toferable it to
continue at pace;

8 agreed that the reform timetable include the following key milestones:

8.1 substantive policy decisions relating to the reforms in April/May 2021, to enable
drafting instructions to be issued, including decisiops*an:

8.1.1 the core design features of the new water seryiees entities and system,;
8.1.2 the number and boundaries of the newwwater services entities;

8.2  introduction of legislation to create the new setrvice delivery system in late 2021, and
enactment by mid-2022;

8.3  transition, entity establishment, and:smpiementation of the new service delivery
system from 2022/23;

9 noted that the reform programme euriantiy involves a voluntary, partnership-based
approach with the local governmen{-s<gtor, and that:

9.1 continuing with a voluifaly approach has a number of benefits, as well as some risks
and challenges;

9.2 an alternativerapsrdacn, in which council participation in the reforms and asset
transferisiunandatec Ky legislation, also carries considerable risk;

9.3 a voluntary.appicofch is only likely to be achievable and effective in conjunction with
axumber Hf other factors, including the use of:

9.3.1 a nationwide public information and education campaign;

932 9(2)(M)(iv) incentives to encourage council participation in
the reforms;

o373 early legislation to enable councils to consult and make decisions on
participation in the new service delivery system,;

10 aoreed, 2@V
to continue to take a voluntary approach to reform, in which:

10.1  councils would be asked to decide to participate in the new service delivery system
in late 2021;
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10.2  this decision would be in the form of an ‘opt out’ approach, whereby all affected
councils would be included in one of the new water service delivery entities by
default, but can decide not to continue to participate;

10.3  central government would provide councils with detailed proposals and a package of
supporting information ahead of the decision-making window, including d&tas'a.on:

10.3.1  entity design proposals, such as ownership, governance, controm, and
accountability arrangeinents;

10.3.2 the financial and other implications of participating in foe prbposed new,
service delivery system, including any applicable S(2MH1

icentives;

10.3.3  which water services entity each council would Uapast of, andsits

boundaries;

11 agreed that central government will use a nationwide public 12f0imation ‘and education
campaign to provide a national picture of the case for change“and build support for the
reforms;

12 9(2)(f)(iv) : \/"

A

Confirming the process for identifying the nuno¢e r-of new water services entities

13 noted that the paper considered by Cabine{Gn Sane 2020 [DEV-20-SUB-0079] reflected
Ministerial preferences for the creation of a'sznall number of large-scale water service
entities, which would be separate fram ‘e’czl authorities, pending further discussions with
Ministers and local governiment about tive exact number of entities and their boundaries;

14 noted that there is a need tocoufiym.the process that will be used to identify the number of
entities and their boundaries, so this process can be communicated to the local government
sector and iwi/Maori;

15 agreed to proceed-with i centrally-led process for identifying the number of entities and
their boundariesyin which:

15.1 a shortlist gfioptibns is identified, based on analysis of key factors such as achieving
scale benefits, fommunities of interest, and relationship with other boundaries,
including catchments;

152 thefe 15 engagement on this shortlist of options with the local government sector and
1iw1/Mégr i March 2021;

15.3 “orovosals for the final number and boundaries of entities, and which entity each
vouncil would be part of, are considered by Cabinet in April/May 2021, followed by
‘he preparation of legislation to give effect to the decisions made;

16 nated that the options referred to in paragraph 15 above will be developed by the Minister
of Local Governinent, in consultation with other Three Waters Ministers (these being the
Ministers of Finance, Infrastructure, Housing, Commerce and Consumer Affairs,
Environment, Rural Communities, Climate Change, Health, and Economic and Regional
Development) and the Joint Steering Cominittee;
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noted that decisions about the number of entities will be connected to considerations about
equity of pricing and equity of access to services, and that there will be further discussions
with Three Waters Ministers about these matters in early 2021, when more data and analysis
become available;

Early direction on entity design scenarios to be tested with credit rating agé&ivaias

18

19

20

21

22

noted that independent, competency-based governance of water services entities‘is'eritical
to realising the benefits of reform, and that balance sheet separation from cauiietlS'is needed
to provide entities with the financial capacity to meet the infrastructure deficit'and future
investment needs;

agreed that the proposed water services entities will have:

19.1 financial and operational autonomy, including independentand £Zompetency-based
governance arrangements;

19.2 acommercial objective, among other objectives;

noted that officials are continuing to explore collective cauneii ownership options that meet
the reform objectives, including statutory entities on a siiaretiolding or non-shareholding
ownership basis, consistent with directions in the paper Gansidered by Cabinet in June 2020
[DEV-20-SUB-0079];

noted that officials will also consider options forCsGwn and iwi/Maori interests in the new
water services entities;

noted that local authorities may seek infly@i's&in areas of strategic direction, governance
and strategic planning, and that officials wi'l.lest various levers and levels of influence with
credit rating agencies in early 2021;

Early direction regarding economic iegiilation

23

24

25

26

27

noted that economic regulation jlays a critical role in protecting consumer interests and
providing high-quality perfermance information that supports other important players in the
three waters system;

agreed in principle, subjeci/to further reports to Cabinet, that an economic regulation
regime will beemplOyed ifi a reformed New Zealand three waters sector;

noted that, all els¢ bpirg equal, economic regulation will be able to provide greater and
more effective oversight, the smaller the number of regulated water services entities;

agreed in priaciple, subject to further reports to Cabinet, that an information disclosure
regime that alig'ws the performance of entities to be compared will apply, at a minimum, to a
substartuively reformed three waters sector;

noted that whether or not stronger forms of economic regulation, such as price-quality
regelation, should also be employed will depend on the number of reformed water services
entities and their governance arrangements;
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Financial implications

28

29

30

31

32

33

34

noted that on 6 July 2020, as part of the COVID-19 Response and Recovery Fund July
Package, Cabinet:

28.1 agreed that up to $710 million be available for the three waters reform progeamme,
including:

28.1.1  an mvestment package of up to $701.940 million to support iaca:
government to maintain planned investment and asset qualitypand support
large-scale asset replacements and the bringing forwar( of “no regrets”
ivestment in the latter part of the reform programmes

28.1.2  up to $8.060 million in departmental funding to meetl€ costs asSociated

with the initial implementation of the three waters,ref4rm programme;

28.2 agreed to set aside an operating contingency of $710 mulitan for thé three waters
infrastructure investment and service delivery reforn wb¢ramme; ndicatively
phased 1n 2020/21 with corresponding funding changed aganst,the COVID-19
Response and Recovery Fund;

28.3 authorised the Minister of Finance, Minister of LycalGovernment, Minister for
Infrastructure, Minister of Internal Affairs, and a@y, ether relevant appropriation
Ministers (Joint Ministers), to jointly draw’adswn the contingency referred to above
(the three waters contingency);

[CAB-20-MIN-0328.13]

noted that the reform programme 1s onlv:vzstially funded and faces cost pressures of

$7 million 1n 2020/21, driven by additicwalipolicy, commercial and legal advisory support,
substantial engagement activity, and,snipport for the Society of Local Government Managers
and councils to engage with the fefuin/programme;

noted that an investment of 79(2,_)\'_-:‘7”\4) ($2 mullion in 2020/21 9(2)(f)(iv) ) is
required to undertake a public information and education campaign directed to provide a
national picture of the-Case for Change and to build wider community support for the
reforms;

noted that thé teforih programme 1s unfunded after 30 June 2021;

SN
cé%

neted that($148 8 million of the three waters contingency is currently unallocated;

agreed/that,a further #2MHIVI of the unallocated portion of the three waters contingency
be allowated as follows:

3d. %, 59 million to programme costs for the remainder of 2020/21 to address the current
cost pressures and commence the public information campaign;

3372 BRIAM) T departmental funding to support the continued delivery of the reform
programme in 2021/22 and 2022/23, and to further progress the public inforation
and education campaign;
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35 agreed to extend the scope of the three waters contingency to include departmental
programine costs, the public information and education campaign, and support for the local
government sector to engage with the reform programine;

36 rescinded the decisions in paragraphs 20.1 and 20.2 of CAB-20-MIN-0328.13, referred to
in paragraphs 28.1.1 and 28.1.2 above, to give effect to paragraph 34 above; v

it

%)

38 agreed to extend the expiry date of the three waters contin @ March 2021 to
1

1 March 2022, to align with the timeframes agreed with s gh their Delivery
Plans and Funding Agreements; O

39 agreed to draw down $9 million from the three waters ingency, to address the
programine cost pressures described in paragrap , and to commence in 2020/21
the public information and education campaigr to in paragraph 30 above;

>

o provide for paragraph 39 above, with
and net Crown debt:

40 approved the following change to appropr1
corresponding impact on the operating ba

$million — increase/(decrease)

2021/22 2022/23 2023/24 2024/25 &
Outyears

Vote Internal Affairs
Minister of Local Government

Department Output Expense:
Local Government Policy and Re
Services

(funded by revenue Crown) %6

41 agreed that gh elto pplopuatlons for 2020/21 above be included in the 2020/21
Supplen\ ry Eftithates and that in the mterim the increase be met from Imprest Supply;

42 a e ex'Qesmcun‘ed under paragraph 40 above be charged against the three waters
gencta\/
43\0 noted that:
43.1 éﬁ) 1s inherent uncertainty around the timing of releasing the remaining stimulus
nding to councils, as this is based on achieving agreed milestones;

there 1s uncertainty about the timing of approval of the rural drinking water supplies’
package and the overall timing of the departmental programme costs;

44 noted that on 6 July 2020, Cabinet agreed that any and all underspends related to the
mitiatives approved in the COVID-19 Response and Recovery Fund (CRRF) July Package
be returned to the CRRF, until it ceases to exist, at which point they be returned to the centre
[CAB-20-MIN-0328.13];
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45 agreed that any unspent funds in 2020/21, which result from the delay in councils delivering
milestones in their Delivery Plans, or have been committed to by Joint Ministers for
programme funding and rural drinking water supplies, are not considered underspends for
the purposes of the decision referred to in paragraph 44 above;

Legislative implications

46 noted that, if there is agreement to continue to take a voluntary approach to reforaiainder
paragraph 10 above:

46.1 councils would be asked to decide to participate in the new servide deljvery systemr
in late 2021; and

46.2  giving effect to a decision to participate would involve transfers=g councilwater
infrastructure and service delivery responsibilities to new water/serviceentities in
around 2023/24;

47 noted that there are a number of provisions in the Local Gove¢rintent Act 2002 (LGA02)
that create statutory obstacles for councils to make these dgCisions, ermay make it difficult
to achieve a desirable outcome from a local government gad-eentral‘government
perspective, including:

47.1 provisions that oblige councils to maintain watei’services, and prohibit them from
divesting ownership of these services, or fforyselling, transferring, or losing control
of the infrastructure needed to provide watciCsetvices;

47.2 provisions relating to consultation, ldng=iérm planning, and decision making that
would apply due to the significanc€a decision of this kind;

48 noted that if a voluntary approach tere@rr is to work, these statutory obstacles will need to
be addressed through legislative anienaments to the LGA02;

49 noted that the Local Governmi#nt) Three Waters Reform) Amendment Bill will:

49.1 address the statutory obstacles in local government legislation that prohibit councils
from divesting-owneis'iip of, or control over, water infrastructure assets and services,
but only for the fiurpoges of making a decision to participate in the government’s
reform proposals to Yreate new water service entities;

49.2 remove oryamend the detailed legislative requirements in local government
legislation relating to council consultation, long-term planning, and decision making
for theypurpases of making a decision to participate in the government’s reforms;

4973 proviaz a fit-for-purpose consultation process, based on the provisions in the
LGAO02{ which sets out how local government would engage with communities and
1wi/Maori about the reform proposals, and make decisions;

50 noted that the Minister of Local Government will seek a category 2 priority for the Local
Governinent (Three Waters Reform) Amendment Bill on the 2021 Legislation Programme
“muist be passed in 2021);

51 invited the Minister of Local Government to issue drafting instructions to the Parliamentary
Counsel Office to give effect to the above proposals;

52 noted that drafting instructions will be provided to the Parliamentary Counsel Office by
1 February 2021;
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53 noted that the Local Government (Three Waters Reform) Amendment Bill should be
introduced no later than 1 April 2021, and passed no later than 1 November 2021;

54 authorised the Minister of Local Government to approve matters of detail consistent with
policy that may arise during the course of drafting, including any consequential amendments
to other legislation that may be required;

55 agreed that technical experts from the local government sector and iwi/Maori cai, te
consulted, if needed, during the drafting process.

Michael Webster
Secretary of the Cabinet

Secretary’s Note: This minute replaces CBC-20-MIN-0109. A Cabinet riinuye hassheen issued for this item
as it involves rescinding previous Cabinet decisions (see paragraph 3»
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Office of the Minister of Local Government

Chair
Cabinet Business Committee

Progressing the three waters service delivery reforms

Proposal

1.  This paper seeks decisions on several critical issues relating to the threewasiters service
delivery reform programme (the reform programme), namely:

1.1 the key components of the reform strategy and timetable;
1.2 continuing with a voluntary approach to reform;

1.3 agreement to introduce legislation needed to facilitite @ voluntary approach,
by enabling and supporting councils to make decisians’to participate in the new
service delivery system;

1.4 the process for identifying the numbers and kotndaries of new water services
entities;
1.5 the entity design scenarios that would b& tested'with credit rating agencies;

1.6 programme funding.

2.  Decisions and directions on these matters afe. requested now to enable the reform
programme to continue to proceed at pAc=.

Relation to government priorities

3. In April 2019, it was agreed that tle Three Waters Review is a Government priority.
The 2020 Labour Party Manifs st committed to reform New Zealand’s drinking water
and wastewater system,-and ujerade water infrastructure to create jobs across the
country.

Executive summary

4, New Zealand’s thre€waters system is facing a number of significant challenges, and
will continue to da sowithout major, transformational reform. Latest estimates
indicate.that the siilesof the infrastructure deficit facing local government water service
praviders is in the order of $30 billion to $50 billion, against an annual spend of around
$1.5 billion. climinating this deficit could take 30 years, and will be beyond the funding
and operaticnal capacity of most councils and communities under current
arrangements.

5.  We have 2n opportunity to address this situation by reforming three waters service
defivery arrangements, to create a small number of large-scale water entities, with
suiSiciznt balance sheet capacity to raise debt to fund these investment requirements.
This would deliver the necessary infrastructure upgrades at a lower, more efficient cost
v0 households than under current delivery and funding arrangements.

Page 1 of 39
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6.  InJuly 2020, the Government announced a $710 million funding package to support
economic recovery relating to COVID-19, and to start to address the persistent issues
facing the three waters sector, through a combination of infrastructure investment
stimulus and service delivery reform. Councils that agreed to participate in the initial
phase of the reform programme were eligible to receive a share of this funding
package.

7.  Since then, a comprehensive service delivery reform programme has beefwestablished
by the Department of Internal Affairs, and is progressing well - using agoarwership
approach between central and local government. Stimulus funding tovalling
$523 million is being provided to every eligible council, in instalmefits /&f this,
approximately 44 per cent (by value) has been attributed to drinkingaaster
infrastructure, 39 per cent to wastewater, and 10 per cent to stesxmwater. Based on
council reporting, the stimulus funding is expected to generate approximately”2000
jobs across New Zealand.

8. To maintain momentum with the reforms, it is imperativextha¥we'continue to work to
an ambitious timeframe. As indicated in the diagram at sanpendix’A, | am proposing
that:

8.1 substantive policy decisions are made in Ap#l/Niay 2021 - to enable drafting
instructions to be issued;

8.2 legislation to create the new service deliviiy, system is introduced in late 2021
and enacted by mid-2022 (prior to thedocal government elections);

8.3 transition, entity establishment, aadsisnplementation occur from 2022.

9.  Achieving these milestones means wesized to provide early direction on critical details
of our preferred reform strategy aiidn>y¥components of the reform programme. Key
decisions sought through this papérireiate to:

9.1 whether to continueto rraseed with a voluntary approach, and the likely
benefits, challenges, risiis and incentives associated with this approach;

9.2 agreement to.introgute legislation, ahead of the main reform programme, to
enable and/support councils to consult and make decisions on participation in
the new'Service delivery system;

9.3 howrcouncii dgisions would be ‘framed’ - with the preference being for an
‘opt outlagoroach, in which the starting position is that all councils would be
included in ¢ne of the new water services entities, unless they decide not to
participate in the reforms and opt out;

9.4 ceminunications and engagement, including the role of central government in
nresenting a national picture of the case for change, and undertaking a public
information and education campaign;

95 the approach to identifying and agreeing the number and boundaries of new
entities - with a preference for a centrally-led process;

9.6 how to work with iwi/Maori - as our Treaty partners - throughout the reform
programme, and ensure their rights and interests are reflected appropriately;

9.7 the entity design options and key features that would be tested with credit
rating agencies.

Page 2 of 39
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Developing and delivering the reforms involves a large and complex work programme,
specialist commercial, legal and policy resources, substantial engagement with the
local government sector and iwi/Maori, and support for the Joint Central/Local
Government Three Waters Steering Committee (Joint Steering Committee) that,was
established to oversee the reforms. The ability to continue to deliver the prograigime,
and to do so at the necessary pace, is subject to ongoing funding.

The reform programme has only been partially funded, and the Departmént &£ Internal
Affairs is facing significant funding pressures. The Department has beefi aporopriated
$8.06 million in 2020/21, but is forecast to spend an additional $7 millian by, 30 June
2021, and is unfunded for future years. The Department is unablefo rSprioritise such
significant cost pressures within baseline funding.

In addition, | have requested that officials prepare a nationwide swaegic
communications strategy to socialise the benefits of reform with ratepayers: Further
cost pressures would be created in order to proceed with agigcional public information
campaign, which is an important part of the reform strategy.

A portion ($148.8 million) of the operating contingency=that'was established for the
Three Waters Infrastructure Investment and Service Reiiery Reform Programme, is
currently unallocated. This provides a potential aveauizforfunding these cost
pressures within the $710 million already comniitted by Cabinet, and in line with the
outcomes sought.

The Treasury has advised that accessing the ¢yt ating contingency for programme
costs would require an extension of the scege of this contingency, and agreement by
Cabinet. | am seeking these decisions tkratgh this paper.

| am also seeking agreement to an,in=2viriciple transfer of any underspend in the
appropriation, to reflect agreements with councils that any stimulus funding must be
spent by 31 March 2022. This Wilielp to manage the uncertainty around the timing
for releasing instalment paynpier :s=to councils. By the end of November 2020, the
Department was forecast to pay*$261.5 million to councils (equating to 50 per cent of
eligible funding). Subsédqu=ntinstalments will be released on the achievement of
milestones linked to,th&%oinpletion of defined activities.

Background

16.

17.

Over the past three yedrs, | have been leading the cross-government Three Waters
Review. “Through this work, we are seeking to address a complex set of issues relating
to.the reguldsion, funding, financing, and provision of drinking water, wastewater, and
stormwatesservices (the three waters), and to deliver better outcomes for

New Zealanc's/people, environment, and economy.

Coreoutcomes include: safe, affordable drinking water; improved environmental
performarice of wastewater and stormwater networks; infrastructure to support
hbusiriz and economic development; addressing infrastructure deficits and resilience
issueg, and improved efficiency of service delivery, with benefits for investment, jobs,
and productivity.

Page 3 of 39
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18. The regulatory reforms - which were a large part of our initial focus - are progressing
well. Legislation has been enacted to create Taumata Arowai, the water services
regulator, and work to establish this new Crown agent is underway within the
Department of Internal Affairs. A separate Water Services Bill, containing the naw
regulatory framework that Taumata Arowai will administer, is awaiting its first reeding.

19. Strengthening the regulatory framework for drinking water, wastewater apd
stormwater quality is an essential first step to improving the three waterswysiam.
However, the regulatory reforms are unlikely to be successful unless they ace
accompanied by the restructuring of service delivery arrangements nevessary to
address other critical issues facing three waters services. Likewise/the success of
service delivery reform is contingent on the regulatory framework Beirg clear and, fit
for purpose, and Taumata Arowai being equipped with the rightweguiatory strategy,
tools and resources.

20. Both central and local government have acknowledged ther€ zre’ many-challenges
facing our water services, and the communities that funa»ad=ely‘en these services. In
particular, a significant infrastructure deficit is resulting ifwngor quality infrastructure,
substandard network performance, and higher than nicessarycosts of delivery.

21. InJuly 2020, the Government announced a $710 mitlionfunding package to support
economic recovery relating to COVID-19, and adylress persistent systemic issues facing
the three waters sector, through a combination‘of:

21.1 stimulating investment, to assist econgm.c’recovery through job creation, and
maintain investment in water infrastiu:ture renewals and maintenance; and

21.2 reforming current water service d::livery arrangements into larger-scale entities
- to realise significant econofi iz, bhublic health, environmental, and other
benefits over the medium'tateng term.

22. The Cabinet paper that preceget! tivis announcement (the June 2020 paper), signalled
some of our minimum expectations, objectives, and starting intentions for the service
delivery reforms.* This-included:

22.1 in-principlesagreemant to the creation of a small number of new multi-regional
water.sevice providers, which would be statutory, asset-owning entities;

22.2 a preferende thatthe new entities would be collectively owned by local
althoriti€sy bu¥with legal and financial separation, and a competency-based
board;

223 confilmation that there would be safeguards against privatisation, and
mechanisms that provide for continued public ownership, community input,
and [&Cal service delivery.

23. Finalldecisions on a service delivery model are to be informed by more detailed policy,
legaianid commercial work, and engagement with local government and iwi/Maori.
Tne De partment of Internal Affairs is leading this work programme and engagement,
overseen by a Programme Board.?

! Investing in water infrastructure to accelerate reform and support economic recovery post COVID-19, June
2020 [DEV-20-SUB-0079 refers].

2 The Programme Board is led by the Chief Executive of the Department of Internal Affairs, and includes senior
officials from The Treasury, Te Arawhiti, and Taumata Arowai.
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25.

26.

27.
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The service delivery reforms were conceived of as a three-year, multi-phase
programme, with the potential for further tranches of funding. The initial phase
involves an ‘opt in’, good faith approach with councils, and the provision of funding
from the stimulus package to those councils that decided to participate.

The work to date has been predicated on a shared understanding between céntrat and
local government that a partnership approach will best support wider commaunity
interests, and ensure that any transition to new service delivery arrangentantais well
managed and as smooth as possible.

To reflect this understanding, a Joint Steering Committee, comprising-cenal and local
government representatives, has been formed to provide oversigh': arid/zuidance.6n
service delivery reform.?

A group of Three Waters Ministers* will continue to provide directith and support
across this work. | have already met with this group for an initial discussion about the
substantive matters in this paper, and anticipate having regilar meetings throughout
2021 as we develop and roll out the reform proposals. Tlis\appreach will also enable
strategic connections to be made between this work arre other(reform programmes,
such as the proposed changes to the resource managernent system, which are likely to
amend planning and consenting arrangements for wate.and infrastructure.

Analysis

Stimulus funding of $523 million is being rolled exvtz every eligible council

28.

29.

30.

Every eligible council decided to participsia.ivi the initial phase of the reform
programme, and signed the Memorandiuraof Understanding (MoU) with the Crown by
the deadline of 31 August 2020. Funcihg'is now being distributed to those councils, in
accordance with approved Delivery=Rians and Funding Agreements.

Of the $523 million available-ir<timulus funding, approximately 44 per cent (by value)
has been attributed to potabiedyater infrastructure, 39 per cent to wastewater
infrastructure, 10 per centto stormwater infrastructure, two per cent toward advisory
services on reform, and.five per cent on other related infrastructure (water storage
and network managentent) » A further $30 million has been allocated to support rural
drinking wates supplies.

By the end of Noweml er 2020, the Department of Internal Affairs was forecast to pay
$261.5million to couhicils. Subsequent instalments will be released to councils on the
achievement,of milestones linked to completion of defined activities, which will be
agreed betweerithe Department, Crown Infrastructure Partners, and each council by
the end cf Janyary 2021.

% The Joint Steering Committee comprises Mayors, Chief Executives, and regional council representation, as
well as the Society of Local Government Managers, Local Government New Zealand, the Department of
Internal Affairs, the Ministry of Business, Innovation and Employment, and the Treasury.

* This is an informal group currently comprising the Ministers of/for Finance, Infrastructure, Housing,
Commerce and Consumer Affairs, Environment, Rural Communities, Climate Change, Health, and Economic
and Regional Development.
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34.
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The insights gained through a review of council Delivery Plans reinforces the service
delivery reform programme and case for change. Delivery Plans revealed that many
councils have under-invested in three waters infrastructure, either due to historical
underfunding, poor service delivery, a lack of engineering capability or capacity,or the
lack of a sustainable funding model to support such investment. It is evident acrags
the sector that there are a lack of economies of scale and scope, due to the smaibsize
of some of the water utility operations within many councils.

Given the high public interest in the programme, a quarterly report wil'pesunlished
on the progress of councils against their Delivery Plans, and outcomes that/have been
achieved. This is consistent with Open Government protocols.

Signing the MoU commits councils to engage with the reform prograiiime andshare
information on their three waters assets, but does not legally requirg them to’continue
with future stages of the reforms. Officials are currently imple€menting a~tequest for
information’ (RFI) process to gather this information, and ar€ supporting councils to
comply with this request. Given the work associated with3the=RFI, Gouncils may re-
allocate up to $60,000 of their stimulus funding allocatioiwte helpdhem to respond.

The RFI process represents a major undertaking by theacal government sector to
improve the state of knowledge and understandingwabcut three waters assets,
network performance, service delivery costs, coramercial arrangements, and future
investment requirements.

Analysis of the data acquired through this prodessis being undertaken by expert
commercial and financial advisors, includirig’ct'e Water Industry Commission for
Scotland. This analysis will be used to siipaeit advice on key aspects of the reform
proposals, such as the number, size, aficvboundaries of new service delivery entities,
and the entities’ commercial and\findngial structures.

The rest of the reform programmeziswlsc-progressing well

36.

37.

38.

This is a large-scale, highly,coniplex, ‘transformational’ reform programme. It involves
exploring a number ofidift eult policy matters, designing new service delivery models
and associated legislatien, ahd developing the transitional arrangements needed to
separate out a corefurictioyi from 67 council providers, and merging these services
into a much smallernumber of new water entities. Treaty-related rights and interests
are being considered hid addressed throughout this process.

A substantial work \»Yogramme and significant resources are required to continue
developing and implementing the reforms. A number of workstreams have been
éstablishegyand are underway, covering: system design; entity design; economic
regulatiors; iwvi/Maori and Treaty-related considerations; transition arrangements;
legislative design; communications and engagement; and supporting the Joint Steering
Comiitter: and associated reference groups.

This work needs to be informed by, and developed in the context of, the local
goveshment system, the Crown’s Treaty partnership with iwi/Maori, and a range of
ceaamunity and stakeholder interests. Effective engagement and communications are
assential if we are to understand all parties’ perspectives.
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42.

43.

44,

45.

46.

47.
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Initial engagement with the local government sector occurred in July/August 2020.
Officials held a series of regional workshops with councils and iwi/Maori partners,
supplemented by webinars and written material. These covered the high-level case for
change, key design features of new water services entities, the MoU, and the pracess
for accessing stimulus funding.

The Joint Steering Committee has also been meeting regularly over the past.few
months, to consider and provide input into the emerging policy options.

Discussions so far indicate there are likely to be three areas of particular intizrest for
the local government sector. These relate to:

41.1  the number and boundaries of the new entities (how big wiil. the'y be?);

41.2 retaining local ‘voice’ and influence, including regarding prioritisation of
infrastructure to support growth, climate change adaptation, and.enasuring
water services entities are responsive to the needs ars! Concefiis of local
communities;

41.3 the impact of the reforms on councils, including-invasediate/financial impacts,
concerns about their ongoing sustainability antfuture role in the community,
and concerns about the implications for staff.

These points are all being considered as part of £ policy work programme, and will
feature in future advice. They are also being calsizered in the wider context of the
reforms to the resource management systeni,wliich are proceeding along a similar
timeframe.

The third of these points - the impact @i.t¢: reforms - is also part of a parallel
conversation and piece of work withASea! government. It is worth noting that the
likelihood of a voluntary approach(te*he three waters reforms succeeding may
depend on central government sunpdrt for this ‘future of local government’ work, and
provision of a 2@MIV) = package.

More recently, officials.have been conducting dedicated hui-a-motu with iwi/Maori, in
conjunction with Taumata'\Aptwai. These sessions provided a useful indication of
matters that are likely £o he of particular relevance to iwi/Maori as Treaty partners,
and to the Crowfn-Maori riiationship going forward.

In acknowléedging thai thie reform of water services is an important kaupapa, iwi/Maori
expressedithe view that resolving matters of ownership and allocation of freshwater
are higher priorities’to them. Some participants emphasised that, if the three waters
reforms are {oYarogress ahead of broader ownership and allocation claims, the reforms
must, at thelvery least, not preclude any progress in these claims.

Other key themes from the hui-a-motu included: cautious optimism about working
togelher tp design something that works better than the status quo for iwi/hapt and
snpEural communities; the need to ensure continued iwi/Maori involvement in all
aanect’; of the reforms; ensuring strong protections against privatisation; not breaking
catchments and whakapapa/iwi boundaries when designing the new entities; and a
desire to see these changes utilised to build iwi/hapa skills and improve practices
around water use and treatment.

A summary report on the hui-a-motu is currently being prepared, and will be published
on the Department of Internal Affairs’ Three Waters webpage.
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We will continue to engage with iwi/Maori throughout the reform process, and to
deliver on our Treaty-related obligations. | am proposing that we commit to a high-
level principle of partnership in this work, and seek to ensure this approach is reflected
in the governance and operational arrangements of the new water service delivery
entities and broader regulatory system.

The reform programme will need additional funding to continue to operate

49.

50.

51.

52.

53.

54.

55.

56.

57.

Developing and implementing these reforms involves an extremely large ana*complex
work programme, and a multi-year commitment. The scale of reform s simlar to the
local government reforms in 1989, electricity industry reform in the’1ata,1980s, andthe
merger of 16 Institutes of Technology and Polytechnics into the New. Ze4land Institute
of Skills and Technology. The resources involved should not bes:ndepestimated.

Significant progress has already been made in a short time with this work.programme.
However, the ability to continue to deliver the programme #anéto do so-at the
necessary speed - is subject to funding.

As indicated in my June 2020 paper, substantial resoursastere required to progress the
reforms. This work has only been partially funded in, 2&20/21, and is unfunded from
1 July 2021.

The Department of Internal Affairs (the Departmeat) isfacing significant funding
pressures relating to the reform programme. Thadbepartment has been appropriated
$8.06 million in 2020/21 to progress this wori«/bat is forecast to spend an additional
$7 million by 30 June 2021. The Departmgbn*irUnable to reprioritise such significant
cost pressures within baseline funding,

Further cost pressures of approximatély 2MIM) " would be created in 2020/21 and
2021/22 in order to proceed with\a Lebiic information and education campaign. This is
an important component of the reforin strategy outlined below, and is crucial if we
continue to pursue the reforfis Ia.nartnership with the local government sector.

The programme also needs to seture funding to operate after 30 June 2021. The next
18 months will involve‘an invfnsive period of work, which will be pivotal to delivery.
The Department need¢ funding certainty now in order to plan and carry out the
extensive numbér and rarige of activities involved in implementing reforms of this
magnitude,and to(retain‘essential personnel.

9(2)(N)(1
o

<\
N
p\

I“sansi/ler the operating contingency that was established for the Three Waters
Inifrastructure Investment and Service Delivery Reform Programme provides a potential
avenue for funding these cost pressures in 2020/21 and 2021/22 within the

$710 million already committed by Cabinet. A portion of this contingency

($148.8 million) is currently unallocated and, with Cabinet’s agreement, could be used
for this purpose.

Further information on this matter is included in the Financial Implications section.
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Before proceeding any further, we need to agree and provide direction on critical details of
the reform strategy

58. In my June 2020 paper, | outlined a high-level approach to reforming three waters
service delivery arrangements over a three-year period. However, many of the®ieisils
involved in delivering this approach had not yet been fully developed or discussec.
| am seeking to confirm these details now.

59. Itis imperative that we continue to set an ambitious timeframe for this prograrnme.
As indicated in the diagram at Appendix A, | am proposing:

59.1 substantive policy decisions are made in April/May 2021, tg’enable drafting
instructions to be issued - including decisions on the core assigr features.of
the new water services entities and system, and the number and boundaries of
the new entities;

59.2 legislation to create the new service delivery systemyssirieroddced-in late 2021
and enacted by mid-2022 (prior to the local govetaniant elections); and

59.3 transition, entity establishment, and implementaties oecurfrom 2022/23.

60. Before this programme can be progressed further, wa,nead to-consider and clarify
critical aspects of our preferred reform strategy. Keygonsiderations relate to:

60.1 proceeding with a voluntary approach -(an¢'cthe likely benefits, challenges and
risks of this approach;

60.2 theincentives that might be needel.+3,stupport a voluntary approach;

60.3 early legislative changes that are k2cuired to enable and support councils to
consult their communities an¢’niake decisions on participation;

60.4 how to ‘frame’ the decisior.councils would make, and associated processes and
timeframes - including'thexOgcential roles for both central and local
government in communizations, engagement, and consultation;

60.5 what councils would be participating in, and the information they would need
to make thesexdecisions;

60.6 the approach to ice/itifying and agreeing the number and boundaries of new
entities;

60.7 . how to vioik with iwi/Maori - as our Treaty partners - throughout the reform
programme /and ensure their rights and interests are reflected appropriately;

608 the ehtitv design options and key features that would be tested with credit
raiting agencies.

l.am seeking to.confirm details relating to a voluntary approach

61. Tha=seferin programme currently involves a voluntary, partnership-based approach
with the local government sector. This was signalled through the Central-Local
Gavernment Forum in May 2020, and in my June 2020 Cabinet paper.

6Z=._this approach has been given effect and further developed by central and local
government representatives through the Joint Steering Committee. | am advised that
this has been a highly constructive and productive arrangement, so far.
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65.

66.

67.

68.

69.

70,

UNCLASSIFIED

A voluntary approach has a number of benefits. Central government benefits from a
‘willing partner’ to develop and implement the reform proposals, and it is important
the local government sector is supportive and collaborative. Councils own, and hold
information about, most of the assets, and are mindful of the wellbeing of their,
communities. The Joint Steering Committee and sector reference groups proyidy
valuable sources of political and technical expertise.

I note that a voluntary approach was used for the MoU in August 2020, aitvd was highly
effective, gaining buy-in from all eligible councils. A similar approach gguig\be used
next year, in relation to council decisions on whether to commit to neviywaler services
entities on an enduring basis.

The diagram at Appendix A provides further details about what a voitntary approach
might look like in practice, within the context of Cabinet decisionaking, engagement
with local government and iwi/Maori, and public communicatipns.

We have a choice about whether or not to continue with.a {‘@iuntary\approach to
reform. While this is my preference, it has a number of sk, challenges, and
dependencies.

Key to achieving the Government’s objectives for water séxvicés reform is unlocking
the potential for significant economic efficiencies. Regiisation of these efficiencies is
necessary to ensure the investment required toscateh'up’ on the historic
infrastructure deficit is affordable for current and@uture generations of New
Zealanders. Aggregation of water service deliery“into a small number of large, multi-
regional entities, together with clear policys«&n ectives and an appropriate economic
regulatory regime, is a key means by whic’y these efficiencies can be achieved.

The scale of potential efficiency gains'is’significant, as demonstrated by similar reforms
overseas. In New Zealand, the potential benefits are demonstrated through a recent
(mock) draft determination of Wa4rcare by the Water Industry Commission for
Scotland (WICS), the econoraic regelator for Scotland.

This assessment concluded that, while Watercare is performing at a level that is
unrivalled in New Zealand,\it/iags significantly behind the performance of the leading
companies in the,Unitéd Ilingdom. WICS concluded there is significant scope for
Watercare toreduce its op‘erating costs by 4.4 per cent per annum over 10 years (that
is, an improvemen: ol more than 50 per cent in operating efficiency), while
simultaneously improving its levels of service to customers. These estimated efficiency
gainslindicate the sile of benefits that might be potentially realised across the sector
as\a'whole.

The succe'ss bf the reforms in New Zealand is dependent on a significant majority of
councils agreing to be part of the new water services entities, and transferring their
servil.e detivery responsibilities and assets to these entities. Key factors include
secuirings‘ne participation of all metropolitan and large provincial councils, and arriving
at a suficiently small number of entities to achieve an effective economic regulatory

raginve.

With a voluntary approach, there is a risk that some councils choose not to participate,
jeopardising the feasibility and effectiveness of the new system. If there is insufficient
buy-in from councils - particularly the larger ones - this could mean there will not be
the minimum ‘threshold’ needed to ensure the new entities are viable, and many of
the benefits of the reform programme will be unrealisable.
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75.

76.

77.

78.
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In addition, it is likely that a voluntary approach is only achievable in conjunction with
a number of other factors - including the use of 22)D(V) incentives,
public information campaigns, and early legislation. These factors are discussed
further later in this paper.

| note that an alternative approach, in which council participation _and asset téansiar
are mandated by legislation, also carries considerable risk. 2(2)(@){)

On balance, | consider that we should continue with a voluntary agordach, and am
seeking decisions to this effect 22)0H(V) Rl

However, we may need to reassess this pesition in the future,
should it become clear that the reforms are at risk of not bein{ achieved~I'will work
with the Joint Steering Committee and Three Waters Minist£rs 6 form.a View on this
judgement call, and include this in advice to Cabinet in Apxil/+fay 2021,

To optimise the chances that a voluntary approach willise €ifective, councils and the
public will need to have access to comprehensive, reliaile information about the
reforms. This will involve support from central governrentiin two respects.

Firstly, it will be important that councils know wiiat.they are being asked to participate
in, so they can consult appropriately with theiscoGmunities, consider the financial and
other implications of the proposals, and makedbiormed decisions. Key pieces of
information relate to:

76.1  entity design - including ownersnio’ governance, control, and accountability
arrangements;

76.2  the consequences of trans{erririg infrastructure, functions, staff, and service
delivery to the new entities;=ncluding immediate financial impacts, and
implications for the futyre tinancial sustainability of the council;

76.3 financial arrangém»ats - including balance sheets (pre and post reform), the
terms of asset/liabiiity transfers and other considerations, and stranded
overheads;

76.4  core systerh dzsign features - including consumer protection mechanisms;
76.5 “the casefoi change - including the expected benefits of the reforms;
76:6)\ ~whiclh, entity they would be part of, and its boundaries.

Under my’proposed reform timetable at Appendix A, advice on all of these matters will
be developeiio inform policy decisions in April/May 2021. Central government would
then grepare the detailed information listed above, and provide this to each council
aheadof the decision-making window in late 2021.

Saconcly, | am proposing to use a public information and education campaign to
provide a national picture of the case for change, and to build wider support for the
retorms. It will be critical for communities to understand the extent of the current
mifrastructure and funding challenges, and the opportunities this major
transformational programme presents, as they engage with their councils on
proposals. Funding will be required to support this comprehensive national campaign.
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In addition, we need to consider how to frame the decisions that councils would be
asked to make, to maximise the potential to achieve a successful outcome. | am
proposing that this would be an ‘opt out’ decision, rather than the ‘opt in’ approach
that was used for the MoU in August 2020.

Council participation would still be voluntary. However, the starting positionéu:ouid be
that all councils would be included in one of the new entities, unless they ¢ghaose to
opt out. | consider that the case for change is likely to be sufficiently strohg tivat
councils and communities will recognise the benefits of continued participation.

If we proceed with a voluntary approach, we will need early legislationfo enable and
support councils to consult and make decisions

81.

82.

83.

84.

85.

86.

87.

88.

Although advice on the details of the new entities is still being dexelgped, thesin-
principle decisions Cabinet made in June 2020 indicated our intention thatthese would
be asset owning, statutory entities, structurally separate frommldeal adthorities.”

| anticipate these would be core features of any proposetynéiasservice-delivery model.

Under the proposed reform strategy, councils will be asked-to dedide whether to make
a commitment to participate in a new service delivery system. These decisions are
likely to be sought in the last quarter of 2021.

As described further below, there are a number.2£orovisions in the Local Government
Act 2002 (LGAO02) that create obstacles for coungils’in this respect. | am therefore
proposing the Government introduces early [2£isiation to deal with these obstacles, to
enable and support councils’ participation(miné reform process.

Instructions would need to be issued te Pir iamentary Counsel immediately, and a bill
drafted for introduction in the first quarcer of 2021, so any new arrangements are in
place in advance of council decision3aking.

The first legislative obstacle is.£hatirsovisions in the LGAO2 oblige councils to maintain
water services, and prohibit{hein irom divesting ownership of these services, or from
selling, transferring, or.lasing coritrol of the infrastructure needed to provide the
services (except to anothei; Ofuncil or council-controlled organisation).

These provisions:needo heraddressed to ensure councils are not barred from making
a decision togparticizate in'a new service delivery system that, on the passage of the
substantive'refornvlezisiation, would result in the transfer of their water infrastructure
and service delitery responsibilities to new water services entities.

The.second lggislative obstacle relates to statutory requirements around council
consultatian, lorig-term planning, and decision-making processes. This is a complex
situation ecayse an array of provisions, spread across local government legislation,
would.he ‘triggered’, due to the significance of a decision of this kind. The local
govenment sector has asked for clarity about the process councils would follow in this

respect.

These/provisions would ordinarily mean, for example, that each council would be
reculired to:

> ‘Structurally separate’ refers to a water service entity operating, funding, and financing itself independently
from its owner councils, so it can be rated by credit rating agencies on a standalone basis and raise debt in its
own name.
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amend its long-term plan, after consulting on the proposed
decision/amendments using the special consultative procedure, which would
require it to;

88.1.1 issue a consultation document, containing information relating testhe
proposed decision, including an analysis of all the reasonably
practicable options, and the likely consequences of proceading with
the proposal on rates, debt, and levels of service;

88.1.2 have both the consultation document and amended I5ng-t2rm plan
audited;

88.1.3 provide people who are interested in the proposanwith opportuaqities
to present their views (with a minimum periocsof one monthfor
doing so);

provide opportunities for Maori to contribute to the<agacisionsmaking process;

give consideration to the views and preferences gimterested and affected
people during the decision-making process;

when making a decision, take account of the ®arivmunity’s interests within its
district, the interests of future as well as curregcommunities, and the likely
impact of any decision on social, economie, environmental, and cultural
wellbeing.

89. These consultation and decision-making reguiiginents are not fit for purpose in this
particular context, and are unlikely to achi€vera desirable outcome from either a local
or central government perspective. For‘e<ample:

89.1

89.2

89.3

89.4

89.5

29.6

Councils are concerned abatit'the cost, resources, and time associated with
preparing, consulting onjya:e! auditing long-term plan amendments.

There are risks that th="Covernment’s reform proposals and case for change
are not presentediaccufately, consistently or comprehensively across the
country, and thatiat all views are reflected - including the national interest.

Requirementst0 identify, assess, and consult on all reasonably practicable
options ‘at/an indivisual council level could mean there is a lack of focus on the
Governmerit 'y préposal, and the potential inclusion of options that do not align
with ourgaforiv objectives.

The consultodon and decision-making requirements in the LGAO2 do not
incluaea role for central government in communications and engagement
abiout the reforms, or reflect the Crown’s obligations as a Treaty partner in
relatiof to its role in these reforms.

Wien making a decision, councils are expected to take account of community
irtterests within the district. Some councils may consider that the multi-
regional or national interest inherent in the reform proposals is outside their
statutory mandate.

Some interested parties - such as special interest groups and industry
organisations that span across New Zealand - may find it difficult to participate
in 67 separate council consultation processes. Iwi that cross district boundaries
may also face challenges engaging with multiple councils simultaneously.
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90. My preferred approach is to use legislation to address these matters. In summary, this
legislation would:

90.1 address the statutory obstacles in local government legislation that prohibit
councils from divesting ownership of, or control over, water infrastructdre
assets and services - but only for the purposes of making a decision t¢
participate in the Government’s reform proposals to create new water service
entities;

90.2 remove or amend the detailed legislative requirements in local government
legislation relating to council consultation, long-term planning, ana‘decision
making, for the purposes of making a decision to participat irittle
Government’s reforms;

90.3 provide a fit-for-purpose consultation process, based on the‘provisions’'in the
LGAO2, that sets out how local government would engage with.communities
and iwi/Maori about the reform proposals, and make/di:cisions.

91. |am advised that initial conversations with the local governnientfsector, including the
Joint Steering Committee, have indicated there is suprort<orthis approach - providing
decision making about whether to participate contintias to,sit with individual councils.

92. lunderstand the sector would welcome centraligovernment taking a leadership role in
communicating the reform proposals, presentirig the case for change, and supplying
the detailed analysis councils will need to make ¢ecisions. | propose to continue to
work closely with the Joint Steering Commitieco develop and communicate the
material to support consultation processas.

93. | am seeking agreement to issue drafting, iwstructions and proceed with legislation in
early 2021, with a view to achieving ttia.following outcomes:

93.1 Councils are able to make'd&cisions, in a timely manner, on whether to
participate in Governrae!it-led reforms to water service delivery arrangements,
which - on the passage af substantive reform legislation - would result in the
transfer of theirw e infrastructure and service delivery responsibilities to
new water-serviess dntities.

93.2 Any legakimpedimsnts to councils consulting on and making these decisions
are.addres(ec

93.3 “Councils'have,access to the information and support they need from central
government; and there is a minimal burden on their resources.

93.4 TheNewZealand public is well informed of the details of the reform proposals,
inclutlimg the benefits and implications for each council or district, the
objecives of the reforms, and the broader case for change.

93.5 %\, Thzre is transparency throughout the reform process.

92.6 | There are roles for central and local government in communications and
engagement, and the ability to work together where desirable.

23.7 There are appropriate mechanisms for understanding the views and
preferences of iwi/Maori, and to enable the Crown to fulfil its role under the
Treaty of Waitangi.

93.8 The risk of legal challenge is minimised.
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94. | note that some of these outcomes may be achievable without prescription in
legislation. This will be considered during the drafting process. As noted earlier in this
paper, | have also indicated a preference for a centralised public information and
education strategy, and have asked officials to prepare a nationwide communications
strategy to socialise the benefits of reform with ratepayers and communities.

95. It will be important to ensure there is consistency with the existing local gouernment
legislative framework, including the emphasis on enabling democratic local,aesision
making. Any new legislation would apply only in this specific context asid would be
time limited. There would be protections in place to ensure this legislation/cannot be
used to circumvent the usual obligations for councils to retain the gwpesship of their
critical infrastructure and maintain service delivery.

A voluntary approach is only likely to be successful if supported by an inlentives package,
and other factors to encourage participation

96. As noted earlier, funding from the $710 million three waters‘stmulus‘package,
announced in July 2020, was made available to councils thatlagreed to participate in
the initial phase of the reform programme. This acted!as“an effective incentive, as all
eligible councils chose to sign the MoU, initiating sucrmparticipation.

97. The initial reform strategy outlined in June 2026.signalléd'the likely need for further
tranches of investment later in the reform proctss, though no funding commitments
were made beyond the first incentive package.

98. Early discussions with the local governmeritgicstor have indicated that, if the
Government proceeds with a voluntary apgroach to service delivery reform, this will
need to be accompanied by a further méchage of incentives.

99. To be effective, it is likely that antihceatives package will need to both:

99.1 provide positive incentivesthat deliver immediate benefits for councils that
agree to transfer.resgansioiity for water service delivery to new water services
entities; and

99.2 make it clearthat the Tuture regulatory operating environment for three
waters providess (\nzluding new water services entities, and any councils that
choose not ta participate in the reforms) will involve stronger enforcement of
existing standurgis, and the potential introduction of new obligations and
compliaiice requirements that add further costs.

9(2)(N(Iv)\~
o

-~

VJ

[ 4

K\J

Page 15 of 39
2rnfoawa2b 2020-12-07 10:18:00



UNCLASSIFIED

103. There are also potential non-financial and regulat es, which could affect
councils’ willingness to participate in the refor

104. The most significant measure would be provisi clear role and future for local
government after the three waters reform ing a well-articulated future pathway
would help to address councils’ concerns% the impact of the reforms on their role
in the community and ongoing sustai

105. Other measures relate primarily t
the regulatory system - in additi
will apply to all three waters prav
the next few years.

ed transparency, and increased oversight in
e more stringent regulatory requirements that
(including the new water services entities) over

106. One potential measure-is-increased requirements for disclosure of asset condition,
service performanc@ d f delivery. Some of the current problems with water
services, includi rw under-investment in infrastructure, poor network
performanc istentievels of service, and higher than necessary costs of
delivery, a Ie%art a function of a lack of transparency, oversight, and public
accou I|ty underground nature and long life-span of the infrastructure means

s get lesyattention and priority than above ground community

K tructur\

107§& dlscus%er in this paper, it is anticipated that economic regulation would be an
O integral part'f the service delivery system. This would ensure there is accountability,
Q& overdightjand transparency relating to the performance of the new water services
entite e entities (like all drinking water providers) would also be subject to
ring by Taumata Arowai.

10 could also consider introducing information disclosure requirements for a small
umber of councils that choose not to participate in the new entities, and continue
providing water services directly. This would provide greater transparency about asset
condition, levels of service, network performance, and the costs of delivery, and could
be independently verified by an economic regulator.
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There would be administrative and compliance costs associated with an information
disclosure regime, which would be ultimately borne by consumers. Care would need
to be taken during the design of any new regime to ensure the costs do not outweigh
the benefits of increased transparency.

This approach may strengthen incentives on council suppliers to demonstratéthe are
maintaining and investing in their assets, and delivering water services in campiiance
with applicable regulatory standards. It would enable performance (incluidingwcost of
service delivery) to be benchmarked against other suppliers.

Another potential measure relates to the development and implemsanatatien of
national performance standards for wastewater, including impro\enier.ts to
consenting and monitoring of wastewater networks and regulation oi"discharges.

A number of wastewater plants and networks are currently operativig on expired (or
soon-to-be expired) consents, which are a cause of significant eavironméntal issues.

An extensive infrastructure upgrade programme is required. 4nd will\need to be paid
for.

The proposed service delivery reforms provide a mechanism te'address this situation.
The increased scale of multi-regional water services entities alSo creates an
opportunity to take a more strategic, catchment-basec-approach. For example, this
could include upgrading networks and plants based on'greatest environmental and
cultural impact on water catchments, rather thetwapgrading individual plants on the
basis of resource consent timeframes.

Councils that choose not to join the newgaater services entities would face increased
performance standards and stronger réguiacory enforcement of consenting
requirements, which they would neet tojaddress alone. For some communities, this
will likely lead to significant affordahirity challenges associated with the need to
upgrade or replace their existine visastewater plants and networks.

Finally, the implications of ou:4rinking water regulatory reforms will start to take
effect soon. Taumata Arewai, and the Water Services Bill (if enacted), will mean there
will be more emphasis,on ¢o’npliance with drinking water regulatory requirements,
and greater transpareiicy about the environmental performance of wastewater and
stormwater networks.

Councils arevalreaqy s;aiting to recognise that they will be facing significant scrutiny
from Taumata Arowsai and their communities. They will be under increasing pressure
to comply with drinking water quality standards, and could face enforcement action if
they fail to do se, The proposed changes to the resource management system, if
implemeiitel, would have additional implications; for example, by strengthening
compliance with, and enforcement of, environmental standards, limits, and targets.
This ¢ituation may encourage many councils to pass their responsibilities to new water
sepvicesantities.

We need 3 confirm the process for identifying the numbers and boundaries of the new
water sewvices entities

117.

My June 2020 paper reflected Three Waters Ministers’ preferences for the creation of
a small number of large-scale water service entities, which would be separate from
local authorities. Cabinet agreed there would be further discussions with Ministers
and local government about the exact number of entities, and their boundaries.
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Ultimately, the decision about the number and boundaries of any entities will relate to
the benefits offered by scale, against relevant community of interest considerations.
Significant work is underway to ensure the benefits of scale are clear, and community
interests are understood beyond current administrative constructs.

There is currently a level of uncertainty about the process for identifying and@erezing
the number and boundaries of the new water services entities. This is of significarit
interest to local government, the Joint Steering Committee, and iwi/Maof,aivd the
lack of an agreed process is becoming problematic.

| am seeking decisions on the process that will be followed, so this can De=gignalled as
early as possible. This would provide much-needed clarity, and mihiniis¢: the risk that
councils will spend unnecessary time and resources pursuing other (stp-optimal)
approaches.

| am proposing a centrally-led process, which involves the folicwing steps:

121.1 Cabinet makes decisions about the reform strategy i.Becember 2020 (through
this paper), and publicises the proposed process ior Identifying entity numbers
and boundaries.

121.2 Officials complete analysis relating to entitysauibers’and boundaries, and
work with the Joint Steering Committeerand Three Waters Ministers to identify
and confirm a shortlist of options.

121.3 There is engagement on these option:mvich the local government sector and
iwi/Maori in March 2021 (noting tha#tis will not be a formal consultation
process, and the final proposals (n:sdiffer).

121.4 Cabinet makes decisions on the/nmber and boundaries of entities, and other
reform proposals relating'to «he new service delivery system, in April/May
2021 - followed by theiprepatation of legislation to give effect to these
decisions, and publicZon imunications.

121.5 Councils are invited to make decisions about whether or not to participate in
the new servicé-delivifry system, and are equipped with the knowledge about
which entity)theywould be part of (that is, its size and boundaries) at that
time. They would'iso receive details on other key aspects of the reform
proposals, Such as entity design and transition arrangements.

I am advised thét sbme local government representatives have suggested using an
alternative, sector-iéd, ‘expressions of interest’ approach, in which groups of councils
propose the béundaries of the entity they would form. | consider this approach is
unlikely t6 b= successful, take considerably longer, and provide no certainty of
outcome. It ¢ unlikely councils could agree on this issue, in the absence of agreement
of otlier aspects of the reforms.

Kej=earicerns and risks associated with a council-led approach include:

123/ it may not result in many or any expressions of interest being agreed and
proposed by councils (for example, because councils cannot agree);
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123.2 expression of interest proposals might not contain all of the features that are
important from a central government perspective - such as sufficient coverage
and uptake to create viable, sustainable entities; metros to ‘anchor’ each
entity; consideration of iwi boundaries and catchments; and being of sufficient
scale to access debt markets, and attract high-quality governance and spugialist
staff;

123.3 councils and communities would not know which entity they wouid bewart of
during consultation and decision making;

123.4 delays to the reform programme timetable - given it is likelyto tal€ a
significant amount of time for councils to assess the implicitiohs of the reform
proposals, consult their communities on whether to participate, work out
which councils to collaborate with, and then prepare an exarcssion of/interest
for government consideration;

123.5 fragmentation - with multiple, different operationai an! legislative systems
running simultaneously;

123.6 lack of realisable benefits due to insufficient ertitysscale;
123.7 an inefficient use of councils’ time and resources;
123.8 iwi/Maori views are not taken into account:

123.9 alack of compatibility with other centraigovernment reform programmes,
such as the reforms to the resourcesnawagement system.

124. In addition, the analysis so far indicates tiixt tnere is likely to be a relatively narrow set
of choices about the number of entities—"i#¥we want to set them up for success and
meet the reform objectives. This igdizfussed further below.

The case for change analysis is pointing 6 ¢ small number of water services entities

125. Over the past three years, we'have been developing the case for reforming local
government water seryice/delivery arrangements. As noted above, Three Waters
Ministers have generallv elip. essed a preference for a small number of large-scale
entities (as indicated il the scenarios appended to the June 2020 paper). The intent is
to realise a suite of mediuin-to-long-term economic, public health, environmental, and
other benefits“assdcicted with entity scale, a large population/customer base, and
achievingbalande thect separation.

126. Since June 2020, my officials have continued to develop the evidence base to support
futtre discussions and decisions, and to inform communications with local
government! iwi/Maori, and the general public about the potential benefits of reform.
This work ha¥been undertaken with oversight from the Joint Steering Committee.

127. So fai, theleconomic case for change makes a compelling argument for a small number
offentities. However, this cannot be viewed in isolation, and there are other factors
that will need to be considered - including relationships with other boundaries
liricluding catchments and iwi boundaries); communities of interest; the viability of
rnplementing economic regulation; and future price paths. This will also need to be
considered in the context of the proposed resource management reforms, as these are
developed, particularly the proposed new regional spatial strategies that will set long-
term objectives for urban growth and land use.

128. Further analysis has been commissioned to inform future advice and decisions.

Page 19 of 39
2rnfoawa2b 2020-12-07 10:18:00



UNCLASSIFIED

Decisions about the number of entities are connected with considerations about equity

129. The case for change analysis indicates there are currently large differences across the
country in the cost, price, and quality of water service provision. There is also limited
transparency and understanding about the relationship between these factors &trass
New Zealand communities.

130. Concerns about these issues were expressed throughout our early discussiciissand are
reflected in the reform objective to “ensure all New Zealanders have equitaiale’access
to affordable three waters services”. However, the nature and extent(df ou;s ambitions
in this respect, what this might mean in practice, and the trade-offs thatwvay need to
be made, have not yet been decided.

131. Delivering this objective raises questions about the scope of theyreforms, and how they
would be designed and implemented. This will be particularly relevant to:

131.1 considerations about the number and boundaries ofsmwrentities;

131.2 entity design choices around funding and pricing zi'rangements, service levels,
and coverage (including potential obligations op,, C=esponsibilities for, water
service entities to extend services to, or provide,support for, supplies that are
not currently operated by councils);

131.3 considerations about how central goverpiaent'can ensure costs and acceptable
service levels are efficient and affordahlexe¢ all communities;

131.4 the timeframe for transition, the pesiod<dver which investment ‘catch up’
occurs, and how much assistance tan be made available to ease the transition.

132. There are several dimensions we will p2ael.lo consider, under two broad headings:

132.1 Equity of pricing: The consitGarations here relate to our tolerance for different
prices for households acrdss cdifferent entities, and within entities; the extent to
which we want to ‘smbo’'h’ prices over time, or ‘harmonise’ prices across
different customer, gro¥ns; and affordability issues facing some groups. There
are trade-offs between harmonisation and the achievement of efficient price
signals, including.ensuring prices create incentives for consumers to conserve
water insareas or periods of constrained supply.

132.2 Equity of alcess to services, and service quality: This includes the extent to
which we=will ‘dlerate differences in service coverage, and levels of service; and
whetherorindgt the new entities would provide services to households and
communitias that do not currently receive water services from their local
council. There is an interplay with pricing and charging, including considering
how hew connections would be funded.

133. We wiii'have choices about how to address these issues, and may need to refine our
objectives. Regarding pricing and charging, one approach would be to place
constiints on the new water service entities. This would require careful
wonsideration, though, as it could have unintended consequences. An alternative
eption could be to deal with affordability concerns outside of the entity, through
central government payments designed to support vulnerable customers.

134. 1 will be seeking to have further discussions with Three Waters Ministers about these
matters early next year, when more data and analysis become available.
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There are other matters that require early direction if we are to keep on track with the
reform timetable

Entity design scenarios need to be tested with credit rating agencies

135.

136.

137.

138.

139.

In the June 2020 Cabinet paper, there was an ‘in principle agreement’ that new water
services entities - if established - would be asset-owning, and have separation\frem
local government to ensure the ability to borrow on similar terms to othes utilities. The
paper also acknowledged that independent, competency-based governpatiee of water
services entities is critical to achieve the governance and organisationz! capability
improvements that will be required to realise the benefits from reférm

Achieving balance sheet separation and appropriate credit worthiness#are crucial for
ensuring the entities’ long-term financial sustainability, and embueddiig the ability to
fund current and future investment needs. There are some ke¥y entity design
considerations that will influence our ability to achieve thesepuitcomés; fer example:
ownership; governance and control arrangements; and tiva iteaber and boundaries of
entities.

We need to provide some direction to officials now, sGthey ¢an progress more
detailed analysis, and provide advice on entity design f¢atures that meet our
objectives of independent and quality governarise, and financial autonomy to
undertake infrastructure deficit investment.®

It is important to know, ahead of final entity J4sizn choices in April/May 2021, how a
proposed structure may affect the balancg s*ieet of local authorities, or the credit
worthiness of the entity itself. Officials yuc.ld, therefore, like to undertake a formal
Ratings Engagement Service (RES)’ witiiStendard and Poor’s (S&P) in early 2021.
Officials will test potential entity stwCiures, within the ‘landing zones’ outlined below,
and whether we can achieve a favgiranle rating outcome while meeting wider reform
objectives.

These indicative ‘landingzones «elate to three key entity design areas that S&P will be
particularly interested(in: (iae.governance arrangements; the objectives of water
services entities; and-theyo\¥nership structure. Direction in these areas will enable
officials to test, With more gertainty, whether we will achieve a favourable rating
treatment fofthe proposad entities, while also meeting wider reform objectives,
ahead of seeking.final pOlicy decisions in April/May 2021.

Landing zane’one: goverriance and autonomy requirements

140.

141.

Inverder to.achieve balance sheet separation and independence consistent with reform
objectives, chuncils will have less influence over water services entities than currently
exists z.particularly in areas of governance, and operational and financial decision
makihg.

| £xpest councils to have a role in influencing:

1M1.¥ the strategic direction of water services entities (for example, through a letter
of expectations or similar mechanism);

A full suite of options will be canvassed and assessed as part of the regulatory impact analysis in May 2021.

’ ARES s an analytical assessment from S&P that provides guidance on the creditworthiness and balance
sheet treatment of an initiative, such as the establishment of water services entities.
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141.2 the board appointments process for water services entities (with the ability to
influence removal of directors); and

141.3 strategic planning decisions (particularly as they relate to growth
infrastructure), most likely through existing planning and regulatory
mechanisms relating to land-use planning.

Officials intend to test a spectrum of options with S&P, which vary the inflG&eaithat
councils could have over water services entities, to understand what level G
independence is required while also delivering balance sheet separatidn.

The current expectation is that both iwi/Maori and Crown will have/inflwence over
water services entities, alongside local authorities. Officials are corigide’ing optiens,
and further engagement with iwi/Maori and Ministers is required to determing the
form this should take.

The water services entities will need operational and financia' indepéndence from
local authorities® to achieve balance sheet separation. Thisic.<ritical fof the entities to
have the balance sheet capacity and appropriate credit wortiiinessito meet current
and future investment needs. Agreeing this base requirermentwill help to facilitate an
efficient RES process.

Providing water services entities with financial independence, and limited local
authority oversight, will require consumer protéctich and accountability mechanisms.
Officials are still developing appropriate mecliaiisms but, at a minimum, | expect these
to include:

145.1 economic regulation to protect o Jsuimer interests and to act as a driver of
efficiency gains over time;

145.2 consultation requirements o.%.tne water services entity when developing its
statement of corporate inteéit) investment plans, and proposed prices (tariffs);

145.3 mechanisms that enébl: communities and consumers to participate in water
services entities’\déecisiori*making processes, which could provide checks and
balances at severailafels; and

145.4 protectionsfor-vulnerable consumers, such as requirements on water services
entities to pravide ‘continuity of service.

Landing zonetwo: pofernitial‘purpose and objectives

146.

147.

148.

Water-services entities will likely have their purpose and primary objectives expressed
inJegislation, wiich will serve as both a guide and a constraint on the function and
operatior ofithe entities.

The prvrpose of a water services entity is expected to relate to the provision of water
serviues. 7o help achieve balance sheet separation, the water services entities need to
haive'an express commercial objective - among other, non-commercial objectives.

Qfficidls are seeking confirmation of our intended direction, at a high level; specifically,
titat the primary objectives will be targeted at the following key aspects:

® Financial independence means the water services entities will have responsibility for determining an
appropriate financial structure, making appropriate investments in the water network, and setting
appropriate pricing to raise revenue. Influence from local authorities in these decisions, from the perspective
of rating agencies, creates moral recourse that would not result in balance sheet separation.
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148.1 a commercial objective; for example, “to operate as a successful business” or
“to operate on an economic and commercial basis”;

148.2 objectives reflecting the interests of key stakeholders and iwi/Maori; for
example, “give effect to Te Mana o te Wai”; and

148.3 objectives that address fundamental sector issues; for example, “operatetin
accordance with best practice asset management”.’

Landing zone three: potential ownership structure

149. Officials would like to test with S&P and stakeholders two main owpiership options that
are consistent with Cabinet’s June 2020 positions:

149.1 a collective (non-share based) ownership model, wherewassets are owned by
water services entities on behalf of the relevant local authorities; and

149.2 ashare-based ownership model, where assets are gwined by wateér services
entities, and relevant local authorities hold shares®ia cie entities. Shareholding
would reflect relative governance rights, rather than/asset(values.

150. How best to give effect to the two ownership models,is'still being explored. It is
anticipated that new legislation will be required to ®stablish*the entities and/or the
framework in which they operate. Bespoke forriys of statutory entities are among the
models being considered.

151. An ownership model, where shareholding is tiésed on water asset values (or a similar
proxy), is unfavourable given:

151.1 issues associated with determinin zsset value (both upfront and over time);

151.2 expected impact on balance stiast separation if this results in a large single
shareholding; and

151.3 limited value in any8har:halding, especially if no dividends are paid and there
are legislative restrictions on the sale of shares to ensure continued public
ownership of Wateservices entities.

152. Officials’ current thinkingiis that entities would not pay dividends, but would be able to
make a surplus.that coulde reinvested in the business, helping to meet the costs of
investment{réquirdd 1o close the infrastructure deficit. A ‘no dividend’ policy would
help protect againit filure privatisation, provide for a more favourable financial and
pricingstructure, an facilitate a less complex regulatory environment.

153. Inthe absenceaf dividends, the ability for water services entities to generate a surplus
will be imbortant for the effective operation of economic regulation. Final decisions on
entities’ finalxCial objectives, including any restrictions on dividends, will be sought in
AprilfMay,2021.

Econoniic regulation will be an integral part of the new system

154, Lize Gther network utility sectors, three waters networks have strong natural
monopoly characteristics that can lead to a lack of investment and innovation, and
Inefficient and/or poor-quality services being delivered to end consumers.

’ These objectives are subject to further advice.
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Evidence from overseas jurisdictions and other utility sectors in New Zealand (such as
electricity, telecommunications, gas and airports) is clear that economic regulation will
play a critical part in a well-functioning three waters system. It will do this by
protecting and enhancing the long-term interests of consumers, and providing svstem-
wide performance information that will be utilised by a range of system players azd
stakeholders.

In particular, economic regulation drives:
156.1 efficient pricing, procurement and asset management practice(;
156.2 incentives to invest and innovate; and

156.3 the provision of services at a quality and level of resilience thareflects
consumer and wider community demands.

Effective economic regulation will support and reinforce good*governangey(another
essential component of the reforms), by shining a light on tle relative performance of
water services entities, and strengthening the reputationarincentives on boards to
deliver services that meet consumer demands. In turnseceriomic‘regulation will need
to be supported by high-quality governance arrangemeats, and a strong and enduring
consumer and community voice throughout the three Wwateérs'system.

Furthermore, economic regulation will support f%e drinking water regulation functions
of Taumata Arowai, and the environmental reguietion functions of regional councils,
through its strong focus on asset managemert‘anid the provision of high-quality
performance information.

To function effectively, local and internatior al evidence suggests that economic
regulators need to be independent, efedible, accountable, appropriately funded, and
have an unrelenting focus on deliveriag the best possible outcomes for consumers.

Economic regulation regimes;,nicéll; employ some combination of information
disclosure that allows the peiforinance of entities to be easily compared, engagement
and negotiation betweehn suppliers and consumers, and regulatory controls on the
price and quality of services ¥elivered to consumers.

There are administration ind compliance costs involved in economic regulation
regimes. Theprecise,approach chosen needs to reflect the sector structure,
institutionahsettings, hnd particular issues being faced by the sector. There are two
main approaches:

1641.1 “Information disclosure is the lowest cost and least intrusive form of economic
regulation, but it relies on reputational impacts from comparative
benchmarking to drive performance.

161.27 Price-quality regulation provides a stronger degree of regulatory control, to
drive better outcomes for consumers, but requires a more individualised
approach that is more expensive to administer.

Ingetieral, the smaller the number of entities in a given sector, the more efficient and
eftective the economic regulation will be. For example, a sector of one-to-five entities
would allow greater economic regulation oversight through the use of individualised
price-quality regulation, similar to that applied to the national grid operator,
Transpower.
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163. Responsibilities relating to economic regulation fall within the portfolio of the Minister
of Commerce and Consumer Affairs. | anticipate we will work together - in discussion
with other Three Waters Ministers - to identify an appropriate approach to regulating
water services entities.

164. Taking into account all of the above factors, our initial view is that:

164.1 an efficient and effective economic regulation regime has a critical i5iesth play
in delivering on the objectives of the Government's three waters_rerarm
programme;

164.2 at a minimum, an information disclosure regime that allows the,noerformanee
of water services entities to be easily compared should appastosa substantively
reformed three waters sector;

164.3 price-quality regulation is desirable to drive efficiency@nd better.outcomes for
consumers, but has significantly higher administrativesarid compliance costs.
Whether or not it will deliver net benefits or net tasietd censumers will
depend on the final industry structure and the goyeriiance’arrangements of the
proposed new water services entities.

165. Further information on the options for economic reguldtion,/and the costs associated
with different options, will be provided when Cahinet 1s'asked to make substantive
decisions on this matter. We note, though, that .anindustry levy is typically used to
meet the costs of economic regulation.

Implementation

166. The June 2020 paper, Investing in watex jixtrastructure to accelerate reform and
support economic recovery post CAVID 19, outlined an initial, high-level approach to
implementing a three waters serviag Gelivery reform programme.

167. This paper seeks to refine,.claltfy, arid/or confirm many of the essential components
that are involved in implemeritag the reform programme. In particular, it seeks
agreement to the key conhonents of the overall reform strategy and timeline, and to
the programme funding.nerded to deliver this strategy and achieve the proposed
milestones.

168. As indicated injthe/Giagram at Appendix A, key milestones and deliverables include:

168.1 « further €ngageinent with the local government sector and iwi/Maori in March
2021;

168.2 substaridve policy decisions in April/May 2021;

168.3 a nat'ofial public information and education campaign running throughout
2021;

168.4% legislation to create the new service delivery system and entities being
introduced in late 2021 and enacted by mid-2022;

1¢8.5 councils being asked to decide to participate in the new system and entities in
late 2021;

168.6 transition, entity establishment, and system implementation arrangements
being designed during 2021 and starting to come into effect from 2022.
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169. This is an ambitious timeframe and work programme, which will be challenging to

deliver. The Programme Board referred to in the background section of this paper has
oversight of the risks associated with this work, and how these risks are being
managed.

170. Programme funding and resourcing issues are discussed in the section below

Financial implications

171. Asindicated in the June 2020 paper, substantial resources are required to progress the

reforms. This work has only been partially funded.

172. On 6 July 2020, Cabinet agreed that up to $710 million be available for t'ie three

waters service delivery reform programme, including:

172.1 aninvestment package of up to $701.940 million to supportlocal government
to maintain planned investment and asset quality; and va support large-scale
asset replacements and the bringing forward of “ao'wtg ets” investment in the
latter part of the reform programme; and

172.2 up to $8.060 million in departmental funding t meetthe costs associated with
the initial implementation of the three waters »aformsprogramme [CAB-20-
MIN-0328.13 refers].

Addressing current cost pressures and future fundixg viceds

173.

174.

175.

176.

177.

The funding was set aside in the Three Watersiufrastructure Investment and Service
Delivery Reform Programme operating ceatingency. This contingency expires on

1 March 2021 and is indicatively phased'iti 7.020/21. The Ministers of/for Finance, Local
Government, Internal Affairs, and Infiastiucture are jointly authorised to draw down
funding from this contingency.

To date, $269.634 million of thicyabeve-mentioned contingency has been drawdown:
$8.060 million in departmentél4unding, and $261.574 million for the first 50 per cent
instalment of the fundingstimulus to eligible councils.

The second 50 per-¢éntraf thie stimulus package to councils, of $261.574 million, is
expected to be drawn dovvrin December 2020, and a further $30 million of the
contingency has'been allecated for rural drinking water supplies. The remaining
$148.800, million.is curéntly unallocated.

The Department of liternal Affairs (the Department) is facing significant funding
préessures reinting ¢o the reform programme. The Department has been appropriated
$8:06 millien in 2020/21 to progress this work, and is forecasting to spend an
additionar $7 fillion by 30 June 2021. The programme is only funded until 30 June
2021.,%he Department is unable to fund such significant cost pressures within existing
baseiines.

The reform programme’s cost pressures in 2020/21 are driven by:

177.1 additional policy, commercial and legal advisory support, including specialist
economic and independent regulatory expertise to develop the evidence base
to support reform proposals (for example, the Water Industry Commission for
Scotland);
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177.2 substantial engagement activity, including the sector engagement workshops,
hui-a-motu, and further intensive sector and iwi/Maori engagement proposed
for March 2021;

177.3 support for the Society of Local Government Managers and councils to €figags
with the reform programme, including significant support for the RFI imocass.

9(2)(f)(iv)

179. The public information and education campaign is an important coraporient of the
proposed reform strategy and is crucial if we continue to pursue,the reforms.in
partnership with the local government sector. | propose to commerice this éampaign
this financial year and allocate $2 million towards it, taking thexaverall.pfogramme
funding needs for 2020/21 to $9 million.

8(2)(f)(iv) N\
oc’(b
N

181. | consider the currently unallocated contingeficyprevides a potential avenue for
funding the immediate cost pressures in 2020471 (of $9 million), 2(2UH(V)

.
OO\

182. Specifically, | am seeking agreemefititd 2liocate the unallocated portion of the Three
Waters Infrastructure Investmentiiid Service Delivery Reform Programme operating
contingency as follows:

182.1 $9 million to programnia,costs for the remainder of 2020/21 to address the
current cost presstiies and commence the public information campaign, to be
drawn downimmecdiately;

182.2 P@ININAD departsiental funding to support the continued delivery of the
refarm/prozramme in 2021/22 and 2022/23, and to further progress the public
informatiGn carpaign, to be drawn down pending completion of a clear and
robust fore(ast.

183. The.table below,shows the current and proposed allocation of the Three Waters
Infrastrugtunz Investment and Service Delivery Reform Programme operating
contingency.

Table 2: Aillocation of the Three Waters Infrastructure Investment and Service Delivery
Refaxn2x0gramme operating contingency

m“" application $ million

Stimulus package to councils - appropriated 261.574
Departmental programme costs - appropriated 8.060
Stimulus package to councils - agreed allocation 261.574
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Rural drinking water suppliers’ package -agreed allocation 30.000
Total allocated 561.208
Proposed allocation

Departmental programme costs for 2020/21 (including public
information campaign)

Total Investment Package

Financial decisions sought in this paper

Extending the scope of the Three W astructure Investment and Service Delivery

Reform Programme operating c

186. The Treasury has advi at actessing the operating contingency for further
departmental progr e would require agreement by Cabinet. Therefore, | am
seeking agreem W the decision made on 6 July 2020, which allocated
$701.940 mil f the opérating contingency to support local government to
maintain p d inves ent and asset quality, and to support large scale asset

repIaC\ nt

187. &ular | am sceking to expand the scope of this contingency (in addition to the

8 Oémon) to include departmental programme costs, the public
@ ormatlcﬁw education campaign, and funding to enable councils to participate in
O the reforms &id to address concerns about their future roles and sustainability. This
& aligng with the outcomes originally sought by Cabinet; that is, to support local
2nt to maintain planned investment and asset quality, and support the reform

4
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Extending the expiry date of the Three Waters Infrastructure Investment and Service Delivery
Reform Programme operating contingency

188. As agreed with councils in the Delivery Plans and Funding Agreements, any stimulus
funding must be spent by 31 March 2022. Therefore, | am proposing to extend

expiry date of the operating contingency from 1 March 2021 to 1 March 202
better align with this timeframe.

Submitting actual and in-principle expense transfers

189. Finally, when Cabinet agreed the establishment of the Three Water: ucture @
Investment and Service Delivery Reform Programme operating con@cy, it als
agreed that any and all underspend related to the initiative would b urned g\
COVID-19 Response and Recovery Fund, until it ceases to eX|st ento @&entre
[CAB-20-MIN-0328.13 refers].

ed milestones

tainty on the
g@he overall timing
of the departmental programme costs.

191. To manage this uncertainty, and ensure the fundiné%j s per the planned amount,
| am seeking agreement that any unspent funds 1, which result from the
delay in councils delivering milestones in their y Plans, or have been committed
to by Joint Ministers for programme fundin ral drinking water supplies, are not

considered underspends for the purposes decision in paragraph 8 of
CAB-20-MIN-0328.13.

190. There is inherent uncertainty around when councils will ac
for the purpose of releasing the stimulus funding. There
timing of approval of the rural drinking water supplies’
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Legislative implications

196. | am seeking agreement to implement some of the proposals in this paper through a
Local Government (Three Waters Reform) Amendment Bill, and approval to include
this Bill on the 2021 Legislation Programme, with a priority category 2 (must beaysad
in the year).

197. Subiject to this approval, | am intending to provide drafting instructions to tas
Parliamentary Counsel Office by 1 February 2021, in order that the Bill can 2
introduced no later than 1 April 2021, and passed no later than 1 Nove mbej} 2021.

198. As discussed earlier in this paper, if there is agreement to continuefco take a voluntary
approach to reform, councils would be asked to decide to commit ta,th£ new service
delivery system in late 2021. Giving effect to a decision to partisivate would involve
the enactment of substantive legislation establishing new water services entities in
2022, and transferring council water infrastructure and service‘delivery fesponsibilities
to new entities in around 2023/24.

199. There are a number of provisions in the Local Governmeiit Act 2002 (LGA02) that
create statutory obstacles for councils to make these <ecisions,'er may make it difficult
to achieve a desirable outcome from a local government and,central government
perspective. These include:

199.1 provisions that oblige councils to maintzin vrater services, and prohibit them
from divesting ownership of these selvicés;-or from selling, transferring, or
losing control of the infrastructure sienaed to provide water services;

199.2 provisions relating to consultatign:i»ng-term planning, and decision making
that would apply due to the sigiificance of a decision of this kind.

200. The proposed Local Government (Thiae Waters Reform) Amendment Bill will, if
agreed:

200.1 address the statutoryakstacles in local government legislation that prohibit
councils from divesting ownership of, or control over, water infrastructure
assets and setvices\-2aut only for the purposes of making a decision to
participatédn the \Government’s reform proposals to create new water service
entities;

200.2 remove or amzp/d the detailed legislative requirements in local government
legislaticin 11=1ating to council consultation, long-term planning, and decision
making for the purposes of making a decision to participate in the
Govelnment’s reforms;

200.3 providera fit for purpose consultation process, based on the provisions in the
L GAOZ, that sets out how local government would engage with communities
abhut the reform proposals, and make decisions.

201. Sidbject to Cabinet approval, | may wish to seek input from technical experts from the
mcahgovernment sector and iwi/Maori during the drafting process.
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202. | note that this proposed Bill will be the first of several pieces of legislation needed to
implement a new three waters service delivery system and create new water services
entities. | anticipate that policy decisions resulting in drafting instructions would be
made in April/May 2021, and that Parliamentary Counsel Office would be asked.to
begin drafting the next Bill shortly afterwards. We may then need an additional Riil to
give effect to further decisions relating to transitional arrangements to the new
system.

Impact analysis

Regulatory Impact Statement

203. “The Regulatory Quality Team at the Treasury has determined that the legislative
proposals in this paper, amending the Local Government Act 2002%4% removesstatutory
obstacles for councils making decisions on the three waters re:orms, are'exempt from
the requirement to provide a Regulatory Impact Statement(ori the basisithat they have
no or minor impacts on businesses, individuals, or not for-goiit entities. Detailed
impact analysis will still be undertaken to inform final paliey“decisions by Cabinet on
the three waters reforms.”

Climate Implications of Policy Assessment

204. None.

Population implications
205. None.

Human Rights
206. None.

Consultation

207. The Ministry for the Envirtament; Ministry of Health; Ministry of Business, Innovation
and Employment; ThéTzeaziry; New Zealand Transport Agency; Ministry for Primary
Industries; NationalEnterzency Management Agency; Ministry of Housing and Urban
DevelopmentyDepartment of the Prime Minister and Cabinet; Kainga Ora; Ministry of
Transport; Te Puni Koiri; and Te Arawhiti have been consulted on this paper.

208. The Department of(Gonservation, Ministry of Education, New Zealand Defence Force,
and-Departmeant of Corrections have operational responsibility for three waters
services apd have been consulted in this capacity.

209/ The Departnignt of Corrections and Department of Conservation have noted that they
are elperiencing many of the issues identified in this paper, and are facing similar
infrastruciure investment deficits and funding requirements as local government.
They would like to explore the opportunities that may become available with the
ereation of new water services entities. Officials will discuss this further as the reform
pragramme develops.
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Communications

210. A plan for communicating the decisions in this paper is being prepared. This forms
part of a broader communications strategy relating to the reform programme,
including the potential for a public information and education campaign signalleain
this paper.

Proactive Release

211. lintend to publish this paper, subject to any redactions, pursuant to C{ibinet Office
circular CO (18) 4.

Recommendations

212. The Minister of Local Government recommends that the Cabinet Bwsiness Committee:

Context and progress update

1.  note that New Zealand’s three waters system is fagiiig,a number of significant
challenges, and will continue to do so without maiar=transtormational reform of
service delivery arrangements;

2. note that in July 2020, the Government annotnced a $710 million funding
package to support economic recovery rel2ting to COVID-19, and to address
persistent issues facing the three waters sector, through a combination of
infrastructure investment stimulus and(sérice delivery reform;

3. note that since then a comprehensivafservice delivery reform programme
(reform programme) has been estabiiphed by the Department of Internal Affairs,
which is progressing well, includiiz:

3.1  rolling out stimulus funding of $523 million, in instalments, to every
eligible council;

3.2 developing and/mri&mienting a large-scale, multi-faceted work
programme;

3.3 settingdp anc, supporting a Joint Central/Local Government Three Waters
Steering Con mittee (Joint Steering Committee); and

3.4  engaging and communicating with local government and iwi/Maori
through 0 series of initial workshops, hui-a-motu, and webinars;

4. notethat the-e/will be continued engagement with iwi/Maori throughout the
reform,programme, including to ensure the Crown delivers on its obligations
relating tothe Treaty of Waitangi;

5.  agree thit a high-level principle of partnership with iwi/Maori will be followed
taroughout the reform programme, and reflected in the new three waters
serv, ce delivery system;

Confirfning critical details of the future reform strategy and timetable

& note that the June 2020 paper, Investing in water infrastructure to accelerate
reform and support economic recovery post COVID-19 [DEV-20-SUB-0079],
outlined a high-level approach to reforming three waters service delivery
arrangements over a three-year period, but many of the details involved in
delivering this approach had not been fully developed at that time;
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7. note that it is imperative to set an ambitious timeframe for this reform
programme, and to confirm critical details of the preferred reform strategy and
timetable, to enable it to continue at pace;

8.  agree that the reform timetable includes the following key milestones:

8.1

8.2

8.3

substantive policy decisions relating to the reforms in April/May2Q2%, to
enable drafting instructions to be issued, including decisions e«

8.1.1 the core design features of the new water services entitiasand
system;

8.1.2 the number and boundaries of the new water sgivices entities;

introduction of legislation to create the new service detivery systemrin
late 2021, and enactment by mid-2022;

transition, entity establishment, and implementation of the new service
delivery system from 2022/23;

9. note that the reform programme currently involvesawvdiuntary, partnership-
based approach with the local government sector,_and that;

9.1

9.2

9.3

continuing with a voluntary approach has ‘a.number of benefits, as well as
some risks and challenges;

an alternative approach, in which c2uncil'‘participation in the reforms and
asset transfer is mandated by legislatiun, also carries considerable risk;

a voluntary approach is only likeiysto be achievable and effective in
conjunction with a number of ‘¢char factors, including the use of:

9.3.1 a nationwide publiefcrmation and education campaign;

9.3.2 %MWM ¢~ incentives to encourage council
participationtirsiherreforms; and

9.3.3 early legig?atonto enable councils to consult and make decisions
on participdtion in the new service delivery system;

10. agree, 22NNV @‘ B

10.1

10.2

10.%

2rnfoawa2b 2020-12-07 10:18:00

o fo zantinue to take a voluntary approach to reform, in which:

colincils wou g be asked to decide to participate in the new service
delivelysystem in late 2021;

thigawcision would be in the form of an ‘opt out’ approach, whereby all
affectes’ councils would be included in one of the new water service
»elivery entities by default, but can decide not to continue to participate;

central government would provide councils with detailed proposals and a
gackage of supporting information ahead of the decision-making window,
including details on:

10.3.1 entity design proposals, such as ownership, governance, control,
and accountability arrangements;

10.3.2 the financial and other implications of participating in the

proposed new service delivery system, including any applicable
9(2)(h(iv) incentives;

10.3.3 which water services entity each council would be part of, and its
boundaries;

Page 33 of 39



UNCLASSIFIED

11. agree that central government will use a nationwide public information and
education campaign to provide a national picture of the case for change and
build support for the reforms;

12.  9(2)(H(v)

Confirming the process for identifying the number of new water services enti&ias

13. note that the June 2020 paper [DEV-20-SUB-0079] reflected Ministerial
preferences for the creation of a small number of large-scale/waiey service
entities, which would be separate from local authorities, penaing’rurther
discussions with Ministers and local government about theanexatt numberof
entities and their boundaries;

14. note there is a need to confirm the process that will b&€ised to’identify the
number of entities and their boundaries, so this proness<{an‘he cOmmunicated to
the local government sector and iwi/Maori;

15. agree to proceed with a centrally-led process foitidentifying the number of
entities and their boundaries, in which:

15.1 ashortlist of option is identified, ba%=d on.analysis of key factors such as
achieving scale benefits; communiti=s; of interest; and relationship with
other boundaries, including catca/nents;

15.2 there is engagement on this sa@nlist of options with the local government
sector and iwi/Maori in Mal'c12021;

15.3 proposals for the final nmcer and boundaries of entities, and which
entity each council wowd pe part of, are considered by Cabinet in
April/May 2021, follcweil by the preparation of legislation to give effect to
the decisions mzde

16. note that the optigns refeived to in recommendation 15 will be developed by the
Minister of LocalGo\vesament, in consultation with other Three Waters Ministers
(these beingthe ivinisters of/for Finance, Infrastructure, Housing, Commerce
and Consumer Affails, Environment, Rural Communities, Climate Change, Health,
and EcahomiC and Regional Development) and the Joint Steering Committee;

17. note that fievisicns about the number of entities will be connected to
consideratiorig’about equity of pricing and equity of access to services, and there
will be urthér discussions with Three Waters Ministers about these matters in
early2021, when more data and analysis become available;

Early direction on entity design scenarios to be tested with credit rating agencies

18. "motz that independent, competency-based governance of water services entities
15 critical to realising the benefits of reform, and that balance sheet separation
.rom councils is needed to provide entities with the financial capacity to meet
the infrastructure deficit and future investment needs;

17. agree that the proposed water services entities will have:

19.1 financial and operational autonomy, including independent and
competency-based governance arrangements;

19.2 acommercial objective, among other objectives;
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20. note that officials are continuing to explore collective council ownership options
that meet the reform objectives, including statutory entities on a shareholding or
non-shareholding ownership basis, consistent with directions in the June 2020
paper [DEV-20-SUB-0079];

21. note that officials will also consider options for Crown and iwi/Maori insereits in
the new water services entities;

22. note that local authorities may seek influence in areas of strategic ameaction,
governance and strategic planning, and that officials will test various‘zvers and
levels of influence with credit rating agencies in early 2021;

Early direction regarding economic regulation

23. note that economic regulation plays a critical role in protecting consuniér
interests and providing high-quality performance informtion that supports
other important players in the three waters system;

24. agree, in principle, that an economic regulation regiiine will be employed in a
reformed New Zealand three waters sector;

25. note that, all else being equal, economic regulaticn.wilkbe able to provide
greater and more effective oversight, the smailer/the number of regulated water
services entities;

26. agree, in principle, that an information disci@sure regime that allows the
performance of entities to be comparecé#d lFapply, at a minimum, to a
substantively reformed three waters's€cior;

27. note that whether or not strongerfor ns of economic regulation, such as price-
quality regulation, should also'e/cimployed will depend on the number of
reformed water services entitics.and their governance arrangements;

Financial implications associatedwitt) this paper

28. note that on 6 July 2020, as part of the COVID-19 Response and Recovery Fund
July Package, Cabiner:

28.1 agreedithat p to $710 million be available for the three waters reform
programme, Vicluding:

28.1.1 ar investment package of up to $701.940 million to support local
gavernment to maintain planned investment and asset quality, and
support large-scale asset replacements and the bringing forward of
“no regrets” investment in the latter part of the reform
programme; and

28.1.2 $8.060 million in departmental funding to meet the costs
associated with the initial implementation of the three waters
reform programme;

78.2 agreed to set aside an operating contingency of $710 million for the three
waters infrastructure investment and service delivery reform programme,
indicatively phased in 2020/21 with corresponding funding charged
against the COVID-19 Response and Recovery Fund;
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28.3 authorised the Minister of Finance, Minister of Local Government,
Minister for Infrastructure, Minister of Internal Affairs, and any other
relevant appropriation Ministers (Joint Ministers), to jointly draw down
the Three Waters Infrastructure Investment and Service Delivery R m
Programme contingency [CAB-20-MIN-0328.13 refers]; %

note that the reform programme is only partially funded and faces cost
pressures of $7 million in 2020/21, driven by additional policy, comme and
legal advisory support, substantial engagement activity, and sup Xthe
Society of Local Government Managers and councils to engage v@e reform
programme;

note that an investment of @MV ($2 million in 2020/21
is required to undertake a public information anciedi/cation
directed to provide a national picture of the case for chﬁe and to b&

community support for the reforms; Q
%e 203 ;

note that the reform programme is unfunded after

Inf@tructure Investment and
y is currently unallocated;

note that $148.8 million of the Three Wa
Service Delivery Reform Programme conti

agree that a further 8@V of th

Infrastructure Investment and Servie
contingency is allocated as follo

cated portion of the Three Waters
ivery Reform Programme operating

s for the remainder of 2020/21 to address
nd commence the public information

34.1 $9 million to program
the current cost pr

campaign;
34.2 _ %al funding to support the continued delivery of the
me“n 2

reform pr 021/22 and 2022/23, and to further progress the
public i and education campaign;
agree to %)pe of the Three Waters Infrastructure Investment and
Service Deliverv Refci'm Programme contingency, previously agreed by Cabinet
39
ti

[CAB'Q | 2 .'13 refers], to include departmental programme costs, the
Nﬁrc inf iun and education campaign, and support for the local

@ ernment ¢gctor to engage with the reform programme;
rescinh\gtfecision in paragraph 20 of CAB-20-MIN-0328.13, referred to in
rec ndation 28 above, to give effect to recommendation 34 above;
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38. agree to extend the expiry date of the Three Waters Infrastructure Investment
and Service Delivery Reform Programme operating contingency from 1 March
2021 to 1 March 2022, to align with the timeframes agreed with councils through
their Delivery Plans and Funding Agreements;

39. agree to draw down $9 million from the Three Waters Infrastructure Inyestiient
and Service Delivery Reform Programme operating contingency, to addressthe
programme cost pressures described in recommendation 29 abovepand.to
commence in 2020/21 the public information and education camgaign veferred
to in recommendation 30 above;

40. approve the following change to appropriations to provide f¢r thiexdecision in
recommendation 39 above, with corresponding impact on thevagerating hatance
and net Crown debt:

$million -increase/(ddcfelise)

-
Vote Internal Affairs 2020/21 2021/22 172022/23 | 2023/24 | 2024/25 &
Minister of Local Government Outyears

Department Output Expense:

Local Government Policy and Related 9.000 - - -
Services

(funded by revenue Crown)

41. agree that the proposed changelto'appropriations for 2020/21 above be
included in the 2020/21 Supprementary Estimates and that in the interim the
increases be met from Impriasc Supply;

42. agree the expenses ingirrz¢=snder recommendation 40 above be charged
against the Three Waters wafrastructure Investment and Service Delivery Reform
Programme operatir 2xcontingency established on 6 July 2020 [CAB-20-MIN-
0328.13 refets]:

43. note thatthere is inserent uncertainty around the timing of releasing the
remaining stmulus funding to councils, as this is based on achieving agreed
milestoneg; and¥nere is uncertainty about the timing of approval of the rural
drinking wate/supplies’ package and the overall timing of the departmental
progralame ¢osts;

44. notg that on 6 July 2020, Cabinet agreed that any and all underspends related to
the initistives approved in COVID-19 Response and Recovery Fund (CRRF) July
rackage be returned to the CRRF, until it ceases to exist, at which point they be
zetu’ned to the centre [CAB-20-MIN-0328.13 refers];

45. cgree that any unspent funds in 2020/21, which result from the delay in councils
delivering milestones in their Delivery Plans, or have been committed to by Joint
Ministers for programme funding and rural drinking water supplies, are not
considered underspends for the purposes of the decision in paragraph 8 of
CAB-20-MIN-0328.13;
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Legislative implications associated with this paper

46.

47.

48.

49.

50.

51.

53.

note that, if there is agreement to continue to take a voluntary approach to
reform, under recommendation 10 above:

46.1 councils would be asked to decide to participate in the new service
delivery system in late 2021; and

46.2 giving effect to a decision to participate would involve transfertig=touncil
water infrastructure and service delivery responsibilities to.nevwwater
service entities in around 2023/24;

note that there are a number of provisions in the Local Goverinmaent Act 2002
(LGAO2) that create statutory obstacles for councils to make these decisions,or
may make it difficult to achieve a desirable outcome fromaa local government
and central government perspective, including:

47.1 provisions that oblige councils to maintain watexsesvices; and prohibit
them from divesting ownership of these servicus _or from-selling,
transferring, or losing control of the infrastriictive néeded to provide
water services;

47.2 provisions relating to consultation, long-tegm“planning, and decision
making that would apply due to the signiiicance of a decision of this kind;

note that if a voluntary approach to reforin is'to work, these statutory obstacles
will need to be addressed through legisiaiiie.amendments to the LGAO2;

note that the Local Government (ThresWaters Reform) Amendment Bill will:

49.1 address the statutory obstéclznin local government legislation that
prohibit councils from diyestirig ownership of, or control over, water
infrastructure assets and-sefvices - but only for the purposes of making a
decision to participate srthe Government’s reform proposals to create
new water serviceentities;

49.2 remove or amena the detailed legislative requirements in local
governmént i2gislation relating to council consultation, long-term
planningy and decision making for the purposes of making a decision to
participate ir, t/ie Government’s reforms;

49.3 ,'provide o fit*for-purpose consultation process, based on the provisions in
the2&AC?, which sets out how local government would engage with
commuyities and iwi/Maori about the reform proposals, and make
decisions;

approve the inclusion of a Local Government (Three Waters Reform)
Amencient Bill, on the 2021 Legislation Programme, with a priority category 2
{mnust be passed in the year);

iavite the Minister of Local Government to issue drafting instructions to
Rarliamentary Counsel Office, in accordance with the decisions in this paper;

note that drafting instructions will be provided to the Parliamentary Counsel
Office by 1 February 2021;

note that the Local Government (Three Waters Reform) Amendment Bill should
be introduced no later than 1 April 2021, and passed no later than 1 November
2021;
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54. authorise the Minister of Local Government to approve matters of detail
consistent with policy that may arise during the course of drafting, including any
consequential amendments to other legislation that may be required;

55. agree that technical experts from the local government sector and iwi/M

be consulted, if needed, during the drafting process. §

Authorised for lodgement O \
%)

Hon Nanaia Mahuta CQ @
Minister of Local Government V A@’&(\
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Three waters services delivery reform programme

Proposed reform strategy and timeline

TIMEFRAME

(2020 )

ACTION

WHAT COULD
THIS INCLUDE?

RELATED ACTIVITIES

LEGISLATION

2021

Cabinet makes decisions
about reform strategy

and timeline

Confirmation of:

« Voluntary approach.

« Centrally led process for
deciding entity numbers and

boundaries.

« Early legislation to enable
councils to make decisions

about participation.

« Approach to national
communications.

- (2021)
FEBRUARY-MARCH

Sector and iwi/Maori

engagement on options

‘Straw person’ options
for entity design

(e.g. ownership and
governance models).

Scenarios for entity

numbers and boundaries.

Other aspects of the
reforms.

APRIL-MAY

Cabinet makes
decisions on suite of
reform proposals
(legislative drafting begins)

+ Entity design, e.g.,

governance, ownership,
funding and financing.

» Entity numbers and

boundaries.

» Core system design

features.

L(Engage with rating agencies (Jan ‘.m

9(2)(f)(iv)

.5’

MAY-AUGUST

Public communications
about proposals

« Proposal d

summarisin @

and casefo wﬁ\
« Nation ub

informati d
e i paign.

Design transi @ proach and transitional arrangements

@ Gover
(Three sRef m mendment Bill

\4

! |9%|ons and engagement

— Water Servic‘e

A

IN CONFIDENCE - NOT GOVERN XOLICY 3

R

©

SEPT!.MBER - DECEMBER

Councils make decisions

a rticipation
e reforms

Detalls/co nsequences
of reforms.

« Which entity they

would be part of and
core design features.

« Individualised

‘dashboards’ with
financial arrangements,
local case for change.

Preparation for the
formation of water
services entities

Board appointments.

Establishment process.

Due diligence.

Workforce
development.

Prepare blueprint for
new entity.

*Local Government election

in October 2022.

Water Services Entity Bill )

'<2023> D

Preparation for
operation of new water
services entities

« Agree multi-regional
asset plan.

« Establish management
systems.

« Enter appropriate
commercial
arrangements.

« Prepare for operations.

« Asset transfers occur.




	Three-Waters-Service-Delivery-Reforms-Dec-2020.pdf
	Coversheet
	Cabinet minute
	Cabinet paper
	Proposal
	Executive summary
	Background
	Analysis
	Implementation
	Financial implications
	Legislative implications
	Impact analysis
	Consultation
	Recommendations

	Appendix A


