Attachment A - funding to invest in the future of local government

and community wellbeing

1. On 15 July, in partnership with LGNZ under a Heads of Agreement?, the Government announced

a package of $2.5 billion to support councils to transition to the new water entities and to invest in
community wellbeing.

2. The ‘better off’ element: an investment of $2 billion into the future for local government and
community wellbeing.

e The investment is funded $1 billion from the Crown and $1 billion from the new Water
Services Entities. $500 million will be available from 1 July 2022. The funding has been

allocated to territorial authorities (which includes unitary authorities)? on the basis of a
nationally formula that takes into account population, relative deprivation and land area.

e The funding can be used to support the delivery of local wellbeing outcomes associated
with climate change and resilience, housing and local placemaking, and there is an
expectation that councils will engage with iwi/Maori in determining how to use their
funding allocation.

3. The ‘no council worse off’ element: an allocation of up to around $500 million to ensure that no
local authority is in a materially worse position financially to continue to provide services to its
community as a direct result of the reform.

e This element is intended to ensure the financial sustainability of councils and address
reasonable costs and financial impacts associated with the transfer of assets, liabilities
and revenues to new water services entities.

e Up to $250 million is available to meet the unavoidable costs of stranded overheads and
the remainder for other adverse impacts on financial sustainability of territorial authorities
(including future borrowing capacity).

e Of this $250 up to $50 million is allocated to Auckland, Christchurch and Wellington Water
councils, the remainder is available to other councils.* This funding is not available until
July 2024 and is funded by the Water Services Entities.

4. Council’s funding allocation is 16.1m.

5. The package is in addition to the $296 million announced in Budget 2021 to assist with the costs
of transitioning to the new three waters arrangements. The Government will “meet the reasonable
costs associated with the transfer of assets, liabilities and revenue to new water services entities,
including staff involvement in working with the establishment entities and transition unit, and

provision for reasonable legal, accounting and audit costs.”

6. The Government is also encouraging councils to use accumulated cash reserves associated with
water infrastructure for this purpose. There are likely to be practical limitations on a council’s ability
to do this set by councils’ own financial strategy and policies (including conditions on the use of
the reserves ie targeted reserve funds must be used for the purpose they were collected for in the
first instance e.qg. if collected for capital works).

7. There are also political and / or community acceptance challenges with this approach - if the
assets are transferred under a voluntary or mandatory process the reserve balances are expected
to be used to invest those funds in the communities that paid for them, consistent with the
conditions under which they were raised rather than pooling as a general fund. Councils and
communities are unlikely to embrace using these funds instead to enable the transition.

2 https://www.dia.govt.nz/diawebsite.nsf/Files/Three-waters-reform-programme/$file/heads-of-agreement-
partnering-commitment-to-support-three-waters-service-delivery-reform.pdf

3 please note that any allocation to Greater Wellington Regional Council (the only regional council affected by
the proposed changes) is not clear at this stage.

4 Due to their size and in the case of Wellington Water and Auckland’s WaterCare having already transferred
water service responsibilities (to varying degrees)

315 July 2021 FAQ https://www.dia.govt.nz/diawebsite.nsf/Files/Three-waters-reform-
programme/S$file/three-waters-reform-programme-support-package-information-and-frequently-asked-
questions.pdf


https://www.dia.govt.nz/diawebsite.nsf/Files/Three-waters-reform-programme/$file/heads-of-agreement-partnering-commitment-to-support-three-waters-service-delivery-reform.pdf
https://www.dia.govt.nz/diawebsite.nsf/Files/Three-waters-reform-programme/$file/heads-of-agreement-partnering-commitment-to-support-three-waters-service-delivery-reform.pdf
https://www.dia.govt.nz/diawebsite.nsf/Files/Three-waters-reform-programme/$file/heads-of-agreement-partnering-commitment-to-support-three-waters-service-delivery-reform.pdf

8. The proposed national allocations are as follows:
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Appendix B — Response to Elected Members Questions

1. lunderstand the concept of an economic regulator keeping a watch over the entities. But
I'm interested in who the economic regulator is accountable to? Is it Central Government or
Local Government? How will local affordability issues be recognised and addressed?

A discussion paper on three waters economic regulation is due to be published later this year.
Mechanisms that we anticipate will be considered through the paper include:

e the design of an appropriate dispute resolution process;

e the establishment of a consumer advocacy council (or the extension of an existing body) to
provide expert advocacy on behalf of consumers;

e options to protect consumers who are vulnerable due to their age, health, disability, or financial
position;

e an ability for a regulator to mandate service quality codes;

e the process for setting prices, including requirements for pricing transparency.

Economic regulation falls within the portfolio of the Minister of Commerce and Consumer Affairs.
Preparation of advice will be led by the Ministry of Business, Innovation and Employment, in

consultation with the Department of Internal Affairs and the Treasury.

2. There is a particular concern for Entity A with regards to the ability of the Shareholder
group to influence the culture of the entity. Auckland and Watercare have an existing
relationship. It is likely that Watercare (perhaps in a new format) will be the service delivery
entity. How will Northland Councils have influence over the relationship and gain priority
for their regions?

To answer your first question on Watercare’s future role in service delivery — these decisions are yet to

be taken and would be worked through as part of the transition period.

Regarding community priorities, Councils would have influence through their role in the Regional
Representative Group and directly through the strengthened consumer and community engagement,
transparency and protection mechanisms that are proposed as part of the package of reforms. This
group would be made up of mana whenua and local authority representatives and would provide a
mechanism for the inclusion of more local and regionalised priorities and objectives to guide entities’

behaviours and decisions.

The Representative Group would be required to consider the interests of the relevant jurisdictions
within an entity area when exercising their functions and decision-making powers in setting the
strategic direction and oversight of the entities. Representatives would likely vote on decisions that
require a Representative Group decision and will typically have a single vote each. However, as
outlined in the Cabinet paper, no single local government or mana whenua representative would have

a veto right or ability to exert negative control over decisions for the Representative Group.

The water service entity would also be required to engage in a meaningful and effective manner with
their consumers and communities on the preparation of the investment prioritisation methodology, the

asset management plan, and the funding and pricing plan. This would provide consumers and


https://aus01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.dia.govt.nz%2Fdiawebsite.nsf%2FFiles%2FThree-waters-reform-programme%2F%24file%2Fcabinet-paper-two-and-minute-designing-the-new-three-waters-service-delivery-entities-30-june-2021.002.pdf&data=04%7C01%7CJack.Loader%40dia.govt.nz%7C7f67beb1824d4dceff2908d9638fbeee%7Cf659ca5cfc474e96b24d14c95df13acb%7C0%7C0%7C637650291295525482%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=xnKuIDFTEr1qpotYuK6AVdY1omS%2BBO8T7hd2%2B7mdiKg%3D&reserved=0
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communities (including individual councils) with opportunities to give direct feedback to the entities

before final prioritisation decisions are made.

The entity would then be required to take the feedback into account, would be required to make public
the final documents and publish a report outlining how the feedback was incorporated into their
decision making. This means that communities would have the ongoing opportunity to directly input
into prioritisation decisions and would provide a level of transparency for how the decisions were made

by the entity.

Additionally, to strengthen the engagement and consultation of the wide range of stakeholders and
communities within an entity, each water service entity would be required to establish their own
consumer forum. The purpose of this forum would be to assist with the communication and
engagement on the technical aspects of the key business documents, and to ensure the range of

consumer interests are being considered by the entity when finalising important decisions.

3. Can Spatial Planning and Long Term Plans workplans be mandated so the Entity must give
effect to them? If not, how will significantly smaller shareholders ensure their community
interests are addressed?

The proposed water service entities will need to operate within wider planning, requlatory system and
reporting and accountability arrangements, including the future resource management system, the
water quality regulation administered by Taumata Arowai and the proposed economic regulatory

environment.

It is proposed legislation is put in place to provide for statutory obligations on the water services
entities to support an integrated planning approach. This is further work that will be developed over the

next 12 months in parallel with the resource management reforms.

These obligations would ensure that urban planning authorities, the new water services entities, and
other infrastructure providers, coordinate the planning and delivery of the right infrastructure, at the
right time, in accordance with commitments in agreed urban growth strategies, and spatial and

implementation plans (including those provided for under the new resource management system).

4. How will Land Drainage schemes be addresses — particularly where those have been
community funded and led for many decades?

Land drainage scheme will continue to be worked through during the transition period. However,

please see the below for the current positioning on drainage assets (subject to change):

» Existing ownership of the land and/or stormwater assets should be retained where
possible.

* The transfer of stormwater assets to the water service entities, and/or the ability of water
entities to protect stormwater functions will be identified based on their predominant use,
and criticality for the operation of stormwater system.
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* The transfer of responsibilities should not leave “stranded” stormwater responsibilities
with territorial authorities.

+ Some specific issues (recognising the bespoke nature of many arrangements) will need to
be worked through by the water service entities on case by case basis, as exceptions to
the general application of the design principles.

*  Where the Water Service Entity does not own the assets, they will need to establish an
interface and/or service level agreements or other similar arrangements with key public
sector entities

Rural Drainage

In principle, it was agreed that Rural Drainage would need a Service Level Agreement between the
owners, which could be between private properties, The Local Authorities and the Water Service
Entities to manage the critical component relating to management of stormwater and conveyance of
water through a catchment, noting the predominant function for rural land drainage is to drain the

adjacent farm land.

Rural Stock Schemes
Water Service Entities will NOT manage rural stock schemes, as the benefit is to the farmer/private

landowner to manage their stock.

5. What about private water schemes that fail after the creation of the Entity? It has been
suggested that those might fall to local Council’s to take on and remedy. How would
Council’s do that, given their waters teams will have been transferred to the Entity?

An important principle underpinning the service delivery reforms is that councils will not be left with
residual services/obligations following the reform and transfer of their assets and expertise. This
means that obligations that currently sit with councils to deliver three waters services would transfer to
the proposed water services entities. For example, to provide these services following natural
disasters/emergencies or as the supplier of last resort for drinking water services to communities.
Where necessary/invited, it is anticipated that non-council providers not on council-reticulated
services, would have opportunities to enter into mutually agreeable service arrangements with the

water entities.

6. What happens if an Entity becomes capital constrained ie the development demands
outstrip the ability to source and service the required debt? How will conflicting priorities
be managed?

Modelling shows that the entities would have greater borrowing capacity within which to prioritise
investment compared to councils alone. Below is a graph depicting the estimated borrowing capacity
of entity A, this is plotted against the maximum collective borrowing capacity of all councils within

entity A individually without reform.
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In setting priorities, the entities would be required to engage in a meaningful and effective manner with
their consumers and communities on the preparation of key documents including documents

relating to investment prioritisation.

This means consumers and communities with be provided with opportunities to give direct feedback to
the entities before any final decisions are made. The entities will then be required to take this feedback

into account before finalising the documents.

7. What sort of revenue model is being considered? A purely flat fee for connection of each
of the services? What happens if you are connected to a wastewater scheme but not a
drinking water one? Will our current ‘capable of connection’ charges continue? If not then
how will those who are capable of connecting be inspired to take advantage of the service
available to them?

The approach to charging and pricing is still being considered and further work is being undertaken to
understand the range of charging mechanisms currently being used by councils and the impact of
alternative charging structures. However, it is expected that Water Services entities will have a broad
range of mechanisms at its disposal, including all mechanisms currently used by local authorities.

The reform proposals include proposals for the introduction of an economic requlator and Government

Policy Statements.

8. How will the Entity fund growth? Will development contributions continue or is growth to
be funded out of revenue and debt? Or will developers be required to build and vest
infrastructure (as in the Papakura model)?

Please see above in relation to charging and pricing.

9. Is the idea to have a single set of quality standards across the motu? If so then how will
that apply to stormwater? For example we have many areas with open drains in urban
environments. Will that be allowable in those quality standards?

Stormwater consents and regulation will continue to be managed through regional councils.

However, The Water Services Bill will make previsions for Taumata Arowai to oversee the compliance

of stormwater consents.
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In regards to wastewater, the Minister is considering a set of national wastewater standards which
would be enforced by Taumata Arowai. Details of these wastewater standards will be released if and

when the relevant decisions have been made.

10. Was a Trust model (aka Northpower) considered? The Northpower Trust is governed by a
locally elected Trust Board which would seem to be a way to retain the locally elected
aspect while still being able to separate the assets from LG.

A trust-model is not currently contemplated as part of the Government’s reform proposals.

11. Will the economic regulator be involved with managing economies between entities as well
as within? For example Entity A could end up charging more than Entity B. Will this be
allowable or are there parameters that will apply?

Charges and parameters will be worked through as a part of the Economic Regulation discussion

document outlined above.

12. Was the option for LG to borrow directly from CG considered and if it was, why was it
discarded?

The Department’s Requlatory Impact Analysis discusses what alternate funding options were

considered in detail — see page 65.

In short there are challenges with this model in identifying the revenue source for this funding,
furthermore this type of funding often fluctuates with successive government priorities as has been
seen with past water infrastructure funding.

Putting more money into the existing system will not allow us to collectively fund the investment
needed over the next 30 years, both in terms of correcting potential underinvestment and new
investment required to respond to risks like climate change. The reform proposals will create greater

efficiencies in terms of delivery — as well as better career paths and ability to retain skilled staff.

13. How will the effectiveness of the new Entities be measured in terms of are they achieving
the promised results?

The Economic Regulator would ensure there is good service quality for the consumer, the right level of
investment, and drive efficiency gains — including a requirement to meet depreciation, protection
against inefficiencies and the removal of opportunities for monopoly/excessive pricing. Furthermore,
the quality regulators (regional Councils and Taumata Arowai) will have stronger roles in compliance,

monitoring and reporting against the performance of the entities.

In addition, as already outlined in question two, the Regional Representative Group would set a
Statement of Strategic and Performance Expectations for the water services entity, which would set
the specific objectives and priorities for the board of the entity. The board must then take the
Statement of Strategic and Performance Expectations into account when producing their Statement of
Intent (how they would deliver on the objectives and priorities). The entity would also be required to
make public final documents, which would give communities a level of transparency to see how their

entity is performing.


https://www.dia.govt.nz/diawebsite.nsf/Files/Three-waters-reform-programme/$file/regulatory-impact-analysis-decision-on-the-reform-of-three-waters-service-delivery-arrangement.pdf
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14. What is the level of commitment from CG to the ongoing role of LG and locally elected
members?

The reforms aim to strengthen the mechanisms for individual consumers and communities to directly
influence the entities themselves, through ongoing engagement, reporting and transparency
obligations. As one of the key principles of the reform programme is to create separation from council
balance sheets, councils will have a reduced level of direct influence over water services provision.

However, the Government has proposed a core role for local government and mana whenua in
setting the strategic direction, performance expectations, and oversight of the entities.

Independent competency-based boards will govern the new entities day-to-day management of three
waters service delivery.

Going forward the Government is committed to supporting councils to envisage their functions being

about place-making and the wellbeing of their communities. In tandem with the Three Waters Reform
Programme, the Government aims to strengthen your role as custodians of, and visionaries for, your
communities and has launched the Future for Local Government Review to ensure we have robust

and fit-for-purpose local government arrangements into the future.

15. How confident is CG that the Entities will in fact be able to access the level of funding
suggested? What happens if they can’t?

Given the quantum of the financing requirement, we undertook high-level discussions with key capital
market participants in order to educate the market about proposed entities and to elicit early-stage
feedback around how a financing programme might be structured to support efficient and cost-

effective procurement of financing of entities.

This engagement provided some key insights including that the credit profile and associated Standard
& Poor’s rating (AA+) of the water entities under the scenario similar to the reform proposals would
make them an attractive proposition to capital markets investors. The water entities would join a suite
of large, highly rated New Zealand borrowers (NZDMO, Kainga Ora, LGFA and Auckland Council)
who access the capital markets in volume and would increase New Zealand’s presence in

international capital markets providing a wider benefit to New Zealand borrowers.
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