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Dear  
 
Thank you for your Official Information Act (OIA) request, received on 29 September 2021. 
You requested the following: 
 

- all Treasury Reports, Aide Memoires, and Cabinet Committee Briefings to the 
Minister of Finance and 
- any Treasury comments in Cabinet papers 
relating to the Three Waters reform proposals and dated between 1 January 2020 and 
28 September 2021? 
 

On 19 October 2021 I advised you of our decision to extend the time limit for deciding on 
your request by an additional 30 working days.  
 
The Treasury has interpreted this request as covering Treasury Reports, Aide Memoires and 
Cabinet Committee Briefings to the Minister of Finance that include substantive advice 
relating to the Three Waters Reform Programme. This means that some regular, procedural 
updates such as Baseline Updates have been excluded from the scope of this request. 
 
Information being released 
 
Please find enclosed the following documents: 
 

Item Date Document Description Decision 

1.  8-May-20 Aide Memoire T2020/1406:Cabinet paper: Investing in 
water infrastructure to accelerate reform and support 
economic recovery post COVID-19 

Release in full 

2.  29-May-20 Aide Memoire T2020/1718:Resubmitted DEV item: 
Investing in water infrastructure to accelerate reform and 
support economic recovery post COVID-19 

Release in full 

3.  15-Jul-20 Joint Report T2020/2459:Initial draw down of Three Waters 
Infrastructure Investment and Service Delivery Reform 
Programme tagged contingency 

Release in full 

4.  30-Jul-20 Aide Memoire T2020/2664:Local Government Briefing: 
Discussions with Auckland Council on the Three Waters 
Reform Programme and the separation of Watercare 

Release in full 
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5.  14-Aug-20 Aide Memoire T2020/2861:Local Government Briefing: 
Three Waters Reform Programme and the separation of 
Watercare – Further advice 

Release in full 

6.  24-Nov-20 Aide Memoire T2020/3543:Three Waters Review - 
Ministerial Strategy Meeting 25 November 2020 

Release in full 

7.  2-Dec-20 Joint Report T2020/3638:Three Waters Reform 
Programme: Watercare separation proposal update 

Release in full 

8.  9-Dec-20 Extract from: Cabinet Committee Briefing 
T2020/3673:Briefing for Cabinet Business Committee, 09 
December 2020 

Release in part 

9.  11-Feb-21 Aide Memoire T2021/269:Three Waters Reform 
Programme - Ministers' meeting 15 February 2021 

Release in full 

10.  9-Mar-21 Treasury Report T2021/426:Budget initiative - Transforming 
three waters service delivery for New Zealanders 

Release in full 

11.  22-Mar-21 Aide Memoire T2021/717:Three Waters Reform 
Programme - meeting with the Minister of Local 
Government 23 March 2021 

Release in full 

12.  30-Mar-21 Treasury Report T2021/804:Three Waters Reform 
Programme and the LGFA - letter for the Minister of Local 
Government 

Release in full 

13.  7-Apr-21 Aide Memoire T2021/856:Three Waters Reform 
Programme – Ministers' meeting 8 April 2021 

Release in full 

14.  7-Apr-21 Treasury Report T2021/843:Auckland infrastructure and the 
Three Waters Reform Programme - work programme 
alignment and strategic considerations 

Release in part 

15.  9-Apr-21 Treasury Report T2021/923:Three Waters Reform 
Programme – Ministers' meeting 12 April 2021 

Release in full 

16.  7-May-21 Treasury Report T2021/1103:Three Waters Reform 
Programme – policy comments on package of draft Cabinet 
papers 

Release in full 

17.  7-May-21 Treasury Report T2021/1161:Three Waters Reform 
Programme – negotiation approach and financial incentives 

Release in full 

18.  14-May-21 Aide Memoire T2021/1257:Three Waters Reform 
Programme– Ministers' meeting 17 May 2021 

Release in full 

19.  28-May-21 Aide Memoire T2021/1372:Three Waters Reform 
Programme – briefing for Government Administration and 
Expenditure Review Committee, 3 June 2021 

Release in full 

20.  9-Jun-21 Aide Memoire T2021/1481:Finance Priorities Meeting 10 
June 2021 – alternative advice on the Three Waters Reform 
Programme 

Release in full 

21.  11-Jun-21 Joint Report T2021/1515:Three Waters Reform Programme 
- Approach to Discussion with LGNZ 11 June 2021 

Release in part 

22.  16-Jun-21 Joint Report T2021/1571:Meeting with the Auckland 
Council Governing Body at 9:00am on Friday 18 June 2021 

Release in full 

23.  22-Jun-21 Joint Report T2021/1613:Three Waters Reform Package 
Negotiations: Ministerial Letter to LGNZ outlining the 
Crown’s Position 

Release in full 

24.  22-Jun-21 Extract from: Annex One: COVID-19 Response and 
Recovery Fund Round Two - Treasury Package Advice 

Release in part 
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25.  22-Jun-21 Aide Memoire T2021/1607:Speaking notes for Taituarā 
Infrastructure for the Future Forum 24 June 2021 

Release in part 

26.  25-Jun-21 Aide Memoire T2021/1660:Three Waters Reform 
Programme Cabinet paper four 'Delivering the three waters 
reforms' 

Release in part 

27.  30-Jun-21 Joint Report by the Treasury and Department of Internal 
Affairs T2021/1680: Three Waters Reform: Update on 
LGNZ Discussions 

Release in part  

28.  7-Jul-21 Joint Report by the Treasury and Department of Internal 
Affairs T2021/1771: Three Waters Reform: Update on 
LGNZ Discussions 

Release in part  

29.  7-Jul-21 Treasury Report T2021/1705:Crown Infrastructure Partners 
Limited: Role Approval for the Rural Drinking Water 
Suppliers' Fund 

Release in full 

30.  7-Jul-21 Extract from: Additional briefing for Cabinet Economic 
Development Committee 7 July 2021 

Release in part  

31.  12-Jul-21 Joint Report by the Treasury and Department of Internal 
Affairs T2021/1800: Three Waters Reform: ‘Better off’ 
funding quantum and allocation framework 

Release in full 

32.  12-Jul-21 Extract from: Annex 1: Additional Briefings for CAB 12 July 
2021 

Release in part 

33.  2-Aug-21 Aide Memoire T2021/1975:Meeting with Auckland Council 
Governing Body on Monday 9 August 

Release in part 

34.  1-Sep-21 Aide Memoire T2021/2232:Three Waters Reform 
Programme – Ministers' meeting 2 September 2021 

Release in part 

35.  23-Sep-21 Aide Memoire T2021/2400:Three Waters Reform 
Programme – Ministerial consultation on two draft Cabinet 
papers 

Release in part 

 
I have decided to release the relevant parts of the documents listed above, subject to 
information being withheld under one or more of the following sections of the OIA, as 
applicable: 
 
• advice still under consideration, section 9(2)(f)(iv) – to maintain the current 

constitutional conventions protecting the confidentiality of advice tendered by Ministers 
and officials, 

• certain sensitive advice, under section 9(2)(g)(i) – to maintain the effective conduct of 
public affairs through the free and frank expression of opinions, 

• names and contact details of officials, under section 9(2)(g)(ii) – to maintain the 
effective conduct of public affairs through protecting Ministers, members of 
government organisations, officers and employees from improper pressure or 
harassment, 

• confidential information, under section 9(2)(j) – to enable the Crown to negotiate without 
prejudice or disadvantage, and 

• direct dial phone numbers of officials, under section 9(2)(k) – to prevent the disclosure 
of information for improper gain or improper advantage.  
 

Direct dial phone numbers of officials have been redacted under section 9(2)(k) in order to 
reduce the possibility of staff being exposed to phishing and other scams. This is because 
information released under the OIA may end up in the public domain, for example, on 
websites including Treasury’s website. 
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Information publicly available 
 
The following information is also covered by your request and is publicly available on the 
Treasury website: 
 

Item Date Document Description Website Address 
36.  5-Mar-21 T2021/359:Draft package advice https://www.treasury.govt.nz/sites/default/fi

les/2021-08/b21-t2021-359-4420099.pdf  

37.  19-Mar-21 T2021/653 Budget 2021: revised 
package for Budget Ministers 3 

https://www.treasury.govt.nz/sites/default/fi
les/2021-08/b21-t2021-653-4430128.pdf    

38.  22-Mar-21 T2020/1979: COVID-19 
Response and Recovery Fund 
(CRRF) - Draft Packages for 
Round Two 

https://www.treasury.govt.nz/sites/default/fi
les/2020-08/b20-t2020-1979-4296458.pdf  

 
Accordingly, I have refused your request for the documents listed in the above table under 
section 18(d) of the OIA – the information requested is or will soon be publicly available. 
 
Some relevant information has been removed from the documents listed in the above table 
and should continue to be withheld under the OIA, on the grounds described in the 
documents. 
 
The one exception to this is document 38. Three Waters is referenced in three tables in this 
report, with the values of each package withheld. The relevant figure for the three waters line 
in each table is: 
 
Table 4: 45 
Table 5: 51 
Table 6: 1,472 
 
In making my decision, I have considered the public interest considerations in section 9(1) of 
the OIA.  
 
Please note that this letter (with your personal details removed) and enclosed documents may 
be published on the Treasury website. 
 
This reply addresses the information you requested. You have the right to ask the 
Ombudsman to investigate and review my decision.  
 
Yours sincerely 
 
 

 
David Taylor 
Manager, National Infrastructure Unit 
 

https://www.treasury.govt.nz/sites/default/files/2021-08/b21-t2021-359-4420099.pdf
https://www.treasury.govt.nz/sites/default/files/2021-08/b21-t2021-359-4420099.pdf
https://www.treasury.govt.nz/sites/default/files/2021-08/b21-t2021-653-4430128.pdf
https://www.treasury.govt.nz/sites/default/files/2021-08/b21-t2021-653-4430128.pdf
https://www.treasury.govt.nz/sites/default/files/2020-08/b20-t2020-1979-4296458.pdf
https://www.treasury.govt.nz/sites/default/files/2020-08/b20-t2020-1979-4296458.pdf
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Reference: T2020/1406    SH-11-5-3 (Water) 
 
 
Date: 8 May 2020 
 
 
To: Minister of Finance (Hon Grant Robertson) 
 Associate Minister of Finance (Hon David Parker) 
 Associate Minister of Finance (Hon Shane Jones) 
 Associate Minister of Finance (Hon James Shaw) 
 
 
Deadline: 10.30am 11 May 2020 
 
 
Aide Memoire: Cabinet paper: Investing in water infrastructure 
to accelerate reform and support economic recovery post 
COVID-19 

We understand that the Minister of Local Government intends to lodge the Cabinet 
paper Investing in water infrastructure to accelerate reform and support economic 
recovery post COVID-19 for consideration directly by Cabinet on 11 May 2020 (though 
there is a possibility the item is lodged for DEV on 13 May). 
 
The paper seeks agreement to a reform approach to three waters infrastructure, as 
well as a $3 billion tagged operating contingency to achieve the dual objectives of 
providing an infrastructure stimulus, and achieving reform of three waters service 
delivery. 
 
We agree with the reform objectives to address issues in three waters 

The paper proposes shifting to a multi-regional/regional delivery model for three 
waters. This is in response to systemic issues including significant under-investment in 
infrastructure, capacity and capability issues, and funding and affordability issues. 
 
The Treasury supports engaging local government in a dialogue about three waters 
service delivery reform. 
 
COVID-19 might adversely affect local authority investment in infrastructure 

The Cabinet paper argues that the COVID-19 shock compounds the three waters 
issues faced by local government. This is because of the prioritisation decisions that 
many local authorities will be considering to cushion the blow to ratepayers and 
manage debt/revenue ratios. Three waters projects may be one of the first areas of 
spending that will be cut, which would compound pre-existing under-investment. 
However, we do not yet know the extent to which this will occur.  
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We are also unsure of the stimulus value of the proposed investment, given the 
uncertainty around local authority decisions on water infrastructure. 
 
Paper presents an opportunity for instigating stronger reform commitment 

In January 2020, Cabinet agreed to support local government to make voluntary 
changes to service delivery arrangements, and set a one-year deadline for 
demonstrating progress [CBC-20-MIN-0006 refers]. 
 
The paper presents the issues facing local authorities as a result of COVID-19 as an 
opportunity to address the systemic issues in the three waters sector, and instigate 
sectoral reform in a way that will support a productive and sustainable economy.  
 
The paper proposes that funding from the Crown could offset local authorities’ revenue 
reductions, support continued investment in three waters infrastructure, and be used as 
leverage to garner support for sectoral reform. 
 
The Treasury is also supportive of the concept that any funding provided by the Crown 
to assist local government should be conditional on participation in reform.  
 
We do not support agreeing a funding envelope and delegations without a clear 
negotiation mandate 

The paper seeks a funding envelope of $3 billion for the three waters reform, with $1 
billion of this available for an ‘early injection’ to maintain planned investment and asset 
quality in the face of significant declines in council revenue. These figures appear to be 
relatively arbitrary, and have not been developed based on engagement with local 
authorities’ needs. We also note that we are expecting three waters infrastructure 
proposals to be included as part of the list of ‘shovel ready’ projects identified by Crown 
Infrastructure Partners. 
 
The paper also seeks delegated authority for you and the Minister of Local 
Government, (joint Ministers) to draw down the $1 billion, with the parameters under 
which this delegation can be exercised to be determined at a later date by joint 
Ministers.  
 
We understand that the purpose of these decisions is to ‘provide a financial mandate 
for engaging with local authorities’. We do not agree with this approach for a 
number of reasons: 
 
1. Any provision of funding to address council revenue shortfalls needs to be 

considered within the wider package of Crown COVID-19 funding, and any 
funding for infrastructure should be drawn from the $3 billion tagged contingency 
for infrastructure being established from the CRRF. 
 

2. There are no clear parameters, process or mechanism for determining what the 
funding will buy, or how it will be connected to sectoral reform. This risks 
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becoming a Crown handout without achieving the overarching goal of sectoral 
reform. 

 
3. If the funding envelope is agreed and known by the sector, any negotiations with 

the sector are likely to negotiate upwards towards this amount. This does not 
present a strong case for prudent use of taxpayer funds. 

 
We strongly consider that the paper’s objective of entering into a dialogue with local 
government could be achieved by Ministers agreeing a high-level purpose for 
negotiating and signalling that the Crown is prepared to invest. This would enable 
Ministers to test the extent of funding required to achieve the objectives. 
 
Ministers could then seek Cabinet agreement to clear parameters for a formal 
negotiating mandate, including a fiscal envelope within the infrastructure tagged 
contingency, and associated draw-down terms (including enforcement mechanism), to 
achieve the outlined sectoral reform. 
 
Future funding rounds of the CRRF could increase the infrastructure tagged 
contingency, if required. 
 
Bottom lines are required to support local government negotiations 

At present, the paper does not set clear parameters for delegated Ministers to 
negotiate a position with local government, including what success looks like. As you 
are aware, in the Greater Christchurch Regeneration portfolio, clear negotiating 
parameters were agreed by Cabinet before the Global Settlement negotiations 
commenced and a funding envelope was agreed [DEV-18-MIN-0285 refers].  
 
We strongly recommend that before negotiations are entered into, Ministers are clear 
on bottom lines such as: 
 
1. How many councils or regions need to sign up to proceed with the reform (e.g. 

what if only some authorities sign up, or only three out of five regions)? 
 

2. What mechanism will be used for councils to agree to the reform (e.g. how will 
commitment of funding not only ensure outcomes are delivered, but provide 
confidence to Ministers that local authorities will commit to reform)? 

 
3. What will the government do if some councils do not agree to participate in 

reform? 
 

4. How will any early injection funding be provided to Councils, and how will it be 
linked to the delivery of three waters projects (e.g. how will payments be linked to 
projects and milestones)? 
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Treasury’s proposal: Stagger decisions – agree reform now, agree negotiation 
mandate in July 2020 

As mentioned, at a high level, we agree with the intention of the paper to proceed with 
sectoral reform of three waters infrastructure. Recommendations 5 through 10 in the 
current paper would provide for Cabinet agreement to sectoral reform. 
 
However, we think that Cabinet and Ministers would need more information to be 
confident that local authority engagement will deliver the outcomes sought. This is a 
very complex decision, with many intersecting considerations, and we consider that 
seeking all decisions upfront with unclear parameters and next steps is premature. 
 
We therefore consider that the paper should focus on seeking Cabinet agreement to 
engage with the local authorities on the proposed three waters reform, and potentially 
signal that the Crown is prepared to commit funding to support this outcome. We 
consider that this would represent a strong enough commitment for the Minister of 
Local Government to begin a dialogue with local authorities. Once that dialogue has 
begun, we consider that further Cabinet decisions could be sought on the negotiating 
parameters and the fiscal envelope for negotiations.  
 
Alternate recommendations for the Minister of Local Government’s paper, giving effect 
to our recommended approach, are attached as Annex One, should you wish to table 
them. 
 
 
Morgan Dryburgh, Senior Analyst, National Infrastructure Unit (NIU), N/A 
David Taylor, Manager, National Infrastructure Unit (NIU),  s9(2)(k)
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Annex One: Alternate recommendations 

Recommendations 1 through 17 could remain. Note that recommendations 5 through 
10 provide the Cabinet agreement to a three waters reform approach, and enable the 
Minister of Local Government to engage with the sector. 
 
Replace recommendations 18 through 35 with the below: 
 
Engagement with the local government sector 
 
18. agree to set a deadline of 14 August 2020 for the sector to sign up to the 

proposed approach, subject to the Minister of Local Government first reporting 
back to Cabinet as per recommendation 19 below; 

 
19. invite the Minister of Local Government to report back to Cabinet in July 2020 

and seek agreement to the negotiating strategy, negotiating parameters, and 
fiscal envelope being developed by the Minister of Local Government and other 
Three Waters Ministers, to deal with situations in which individual councils do 
not support the reform process; 

 
20. note that there will be continued engagement with local government, including 

discussions with sector representative bodies, and direct engagement with 
councils, and an engagement strategy will be developed to guide this work; 

 
21. agree that the Minister of Local Government can signal to the sector that the 

Crown is prepared to provide funding towards three waters infrastructure 
subject to commitment to three waters reform, but the exact level of funding will 
be determined as a result of initial sectoral engagement and further analysis; 

 
 
Financial implications 
 
22.  note that it will take significant resources to administer and implement the 

complex service delivery reform and investment programme described above, 
incentivise and enable the local government sector to support the reforms, 
address infrastructure deficits, and provide an appropriate economic stimulus; 

 
23. note that initial estimates put the cost of investing in three waters reform at 

approximately $3 billion over a four year period from 2019/20 to 2022/23;  
 
24. note that the Minister of Local Government intends to return to Cabinet in July 

2020 to confirm the fiscal envelope required for the reform programme, as well 
as the negotiating parameters,  

 
25. agree that and that any funding required would be charged against the 

infrastructure tagged contingency established from the COVID-19 Response 
and Recovery Fund; 
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26. note that it is intended that a delegated authority to draw down the three waters 

reform funding will be sought for the Minister of Finance, the Minister of Local 
Government, and the Minister for Infrastructure following Cabinet approval of 
the negotiating parameters and fiscal envelope. 
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Reference: T2020/1718    SH-11-5-3 (Water) 
 
 
Date: 29 May 2020 
 
 
To: Minister of Finance (Hon Grant Robertson) 

Associate Minister of Finance (Hon David Parker) 
Associate Minister of Finance (Hon Shane Jones) 
Associate Minister of Finance (Hon James Shaw) 

 
 
Deadline: 11am, 3 June 2020 
(if any) 
 
 
Resubmitted DEV item: Investing in water infrastructure to 
accelerate reform and support economic recovery post COVID-
19 

The Cabinet paper Investing in water infrastructure to accelerate reform and support 
economic recovery post COVID-19 is on the agenda for the Cabinet Economic 
Development Committee (DEV) meeting of 3 June 2020. 
 
We previously provided you with advice to support the consideration of this paper at 
DEV on 13 May (T2020/1406 refers). The paper has been resubmitted after the 
Committee deferred consideration of the paper and invited the Minister of Local 
Government to undertake further consultation with the Minister for the Environment, 
Minister for Infrastructure and Minister for Climate Change. 
 
The paper sought agreement to a reform approach to three waters infrastructure, as 
well as a $3 billion tagged operating contingency to achieve the dual objectives of 
providing an infrastructure stimulus, and achieving reform of three waters service 
delivery. 
 
We have not yet seen the new version of the paper, but understand that it has the 
following amendments: 
 

1) The proposed $3 billion of funding to local authorities will no longer be allocated 
based on decisions made within regional groupings of councils, but allocated to 
individual councils 

 
2) Crown Infrastructure Partners (CIP) will play a role in the allocation and 

oversight of funding 
 
As we have not seen the revised version of this paper including the new proposals for 
funding allocation, we are unable to comment on them in detail. Further clarity may be 
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needed on the process for allocating funding to local authorities, to ensure the funding 
is conditional on participation in service delivery reform. 
 
We understand that CIP was included in this process at the direction of Ministers, but in 
the time available we have not been able to identify with certainty the role that CIP will 
play. We consider that Ministers should ensure that there is sufficient clarity on the role 
of CIP in this process before making any decisions. 
 
We suggest that, as part of determining CIP’s role, consideration is given to other 
organisations that could provide useful, cost-effective input into the procurement and 
delivery of three waters infrastructure. For example, the New Zealand Infrastructure 
Commission, Te Waihanga, has expertise in procurement and delivery support for 
infrastructure projects and may have the resources and budget to provide this input. 
Officials have previously flagged that CIP’s operating model relies heavily on 
leveraging third party services, and that this approach can carry a high cost 
(T2020/1127 refers).  
 
 
 
 
 
 
 
 
Morgan Dryburgh, Senior Analyst, National Infrastructure Unit (NIU), N/A 
David Taylor, Manager, National Infrastructure Unit, National Infrastructure Unit (NIU), 

 
 
s9(2)(k)
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Local Government briefing 
Hon Nanaia Mahuta  
Minister of Local Government 

Hon Grant Roberson 
Minister of Finance 

Hon Shane Jones 
Minister for Infrastructure 

Hon Tracey Martin 
Minister of Internal Affairs 
 

 

Title: Initial draw down of Three Waters Infrastructure Investment and 
Service Delivery Reform Programme tagged contingency 

Date: 15 July 2020 
 

Key issues 
Cabinet has agreed up to $710 million as a tagged contingency for the three waters reform 
programme. The Minister of Finance, the Minister of Local Government, the Minister for 
Infrastructure and the Minister of Internal Affairs, have been authorised to jointly draw down this 
funding, subject to their satisfaction that the necessary conditions have been met. 
This briefing seeks joint Ministers agreement to draw down an initial instalment from the tagged 
contingency, and seeks decisions in relation to:  

• the conditions for territorial authorities to access the investment package; 
• the proposed terms of investment and process by which funds will be disbursed, including 

the role of Crown Infrastructure Partners in that process; 
• the proposed allocation of the investment package to territorial authorities and the rural 

drinking water suppliers package; and 
• an initial draw down of $269.634 million from the tagged contingency, for disbursement to 

those local authorities that meet the funding conditions by 31 August 2020, and to meet the 
costs associated with implementation of the three waters reform programme in 2020/21. 

 
 

Action sought Timeframe  
Agree to the recommendations in this paper.  17 July 2020 

 
Contact for telephone discussions (if required) 
 

Name Position  Direct phone 
line 

After hours 
phone 

Suggested 
1st contact

Allan Prangnell Executive Director, Three 
Waters, Department of 
Internal Affairs 



Phillip Eyles Lead Strategic Advisor, 
Department of Internal Affairs 

 

Morgan Dryburgh Senior Analyst, The Treasury   

David Taylor  Manager, The Treasury  
 

Return electronic document to: Phillip Eyles- Phillip.Eyles@dia.govt.nz 

Ministerial database / Treasury 
report reference 

LG202000639 (DIA) 
T2020/2459 (Treasury) 

s9(2)(g)(ii), s9(2)(k)
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 Te Tari Taiwhenua 
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Purpose 
1. This briefing recommends to Ministers the basis and process for allocating and 

disbursing the $710 million three waters investment package agreed by Cabinet. It 
seeks the agreement of relevant ministers to: 

1.1 the conditions for territorial authorities to access the investment package 

1.2 the proposed terms of investment and process by which funds will be 
disbursed, including the role of Crown Infrastructure Partners in that process; 

1.3 the proposed allocation of the investment package to territorial authorities and 
the rural drinking water suppliers package; and 

1.4 an initial draw down of $269.634 million from the tagged contingency: 

1.4.1 $261.574 million for disbursement to those local authorities that 
meet the funding conditions by 31 August 2020; and 

1.4.2 $8.060 million to meet the costs associated with the initial 
implementation of the three waters reform programme and to be 
incurred by the Department of Internal Affairs (DIA). 

Background  
2. On 3 June 2020, the Cabinet Economic Development Committee (DEV) agreed to 

proceed with a three-year programme for reforming three waters service delivery 
arrangements, to be delivered in parallel with an economic stimulus package of Crown 
investment in local authority water infrastructure. 

3. On 6 July 2020, Cabinet agreed that up to $710 million be available for the three 
waters reform programme [CAB-20-MIN-0328.13 refers], including:  

3.1 an investment package of up to $701.940 million to support local government 
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  

3.2 up to $8.060 million in departmental funding to meet the costs associated with 
the initial implementation of the three waters reform programme.  

4. This funding was set aside in the ‘Three Waters Infrastructure Investment and Service 
Delivery Reform Programme’ tagged contingency, and indicatively allocated in 
2020/21. Cabinet authorised the Minister of Finance, Minister of Local Government, 
Minister for Infrastructure, Minister of Internal Affairs, and any other relevant 
appropriation Ministers, to jointly draw down this tagged contingency, subject to their 
satisfaction that the necessary conditions have been met [CAB-20-MIN-0328.13]. In 
relation to draw down of the tagged contingency, Cabinet noted that:  

4.1 officials from the Treasury, DIA and the Infrastructure Commission will provide 
advice about the conditions and investment hurdles prior to any decision to 
draw down from the tagged contingency; and 

4.2 depending on future policy decisions impacting on the nature of any spending, 
some or all of the funding may need to be recognised as capital expenditure by 
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the Crown, and that funding may be drawn down according to a profile 
different to the indicative spending profile of the tagged contingency. 

5. Cabinet rescinded the earlier DEV decision to set aside $100 million for rural drinking 
water supplies. However, it was agreed that the allocation of the rural drinking water 
suppliers’ package be determined by the Minister of Local Government and the 
Minister for Infrastructure.  

Comment  
6. The following sections provide advice on: 

6.1 the overall approach to the three waters investment package; 

6.2 the conditions that territorial authorities must meet before funding is 
disbursed; 

6.3 the proposed terms of investment and process by which funds will be 
disbursed, including the role of Crown Infrastructure Partners (CIP) in that 
process; 

6.4 the proposed allocation of the investment package to territorial authorities and 
the rural drinking water suppliers package; and 

6.5 the approach to the drawdown of the tagged contingency for Three Waters 
Infrastructure Investment and Service Delivery Reform Programme, including 
seeking approval for drawdown of a first instalment.  

Overall approach to the three waters investment package  

7. The three waters investment package is designed to support the dual objectives of: 

7.1 Supporting economic recovery from the COVID-19 pandemic, by enabling 
investment to continue at a time where territorial authorities’ revenues are 
uncertain1 and they face immediate cashflow challenges.  

7.2 Incentivising the reform of the current arrangements for the delivery of 
drinking water and wastewater services. The political barriers to reform are 
high, limiting the opportunity for New Zealanders to receive the long-term 
benefits of improved services, safer drinking water, and improved 
environmental outcomes.  

8. To achieve the economic recovery objectives, it is important that funding is disbursed 
in an efficient manner that enables local authorities to progress investment projects 
that support local economic activity and which act to protect and create jobs. DIA 
officials estimate that the proposed economic stimulus created by the $701.940 
million investment package could protect and create up to 2,451 jobs and generate 
$857 million in additional GDP over the investment period (i.e., 12 to 18 months). 

9. At the same time as supporting economic recovery, it is important that appropriate 
conditions are placed on that investment to provide assurances that: 

 
1 Analysis by the Department of Internal Affairs estimates that forecast reduction in council revenues in the 

2020/21 financial year is likely to be between 2.3 and 11 per cent for the year. With the 2018 Long-Term 
Plans forecasting total revenue in 2020/21 of almost $15.5 billion, this forecast revenue reduction equates to 
up to $1.5 billion. 
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9.1 investment is directed toward water infrastructure that support the 
government’s public health and environmental management objectives 

9.2 the process of disbursing funding supports the objectives of the reform 
programme, by creating positive momentum toward reform of delivery 
arrangements for drinking water and wastewater services; and 

9.3 projects allocated stimulus funding are progressed in a timely manner and are 
applied for the intended purpose (i.e. investment in water infrastructure). 

10. We propose to provide these assurances by making disbursement of funding 
conditional on territorial authorities: 

10.1 signing a Memorandum of Understanding (MOU) with the Crown by 31 August 
2020, which requires territorial authorities to participate in the first phase of 
the reform programme (this does not require territorial authorities to commit 
to the implementation phase of the programme); 

10.2 entering into a funding agreement that specifies what the first phase of funding 
can be spent on and the conditions attached to the funding; and 

10.3 specifying the projects that the first phase of funding will be applied to in a 
Delivery Plan, against which progress will be monitored by CIP and further 
disbursements dependent on sufficient progress being made. 

11. An overview of the proposed process for disbursing and monitoring funding is outlined 
in Figure 1.  

Figure 1: Proposed process for allocating and monitoring funding 

                   
Conditions and investment hurdles that territorial authorities must meet  

12. The conditions and investment hurdles that territorial authorities must meet before 
accessing funding will be set out in an MOU and Funding Agreement, to be signed by 
the Crown and each territorial authority. 
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Memorandum of Understanding 

13. On 3 June 2020, DEV noted that officials from DIA, The Treasury, Local Government 
New Zealand and the Society of Local Government Managers would form a joint 
working group to prepare a draft MOU that councils across New Zealand would have 
the opportunity to opt into in August 2020. Cabinet agreed that the initial funding 
would be released to those councils that agree the MOU in August 2020, provided that 
a sufficient number of councils opt in to make new service delivery entities viable 
[DEV-20-MIN-0099]. 

14. A joint Central-Local Government Three Waters Steering Committee has met five times 
since early June 2020. The Steering Committee endorsed a model MOU that is 
proposed as the basis for territorial authorities to participate in the first phase of the 
reform programme. Signing the MOU is a key condition for territorial authorities to 
access the investment package.  

15. A copy of the Steering Committee’s Terms of Reference (including membership) and 
model MOU are attached as Appendices A and B respectively. We recommend that 
Ministers confirm this MOU forms the basis for councils being eligible to an allocation 
from the investment package. 

16. The MOU is a non-binding agreement by which a local authority agrees to participating 
in the first year of the three waters reform programme.  Other forms of more binding 
commitment (e.g. contractual agreements) were considered by DIA officials, but were 
discounted on the basis that:  

16.1 councils would need considerably more detail about the proposed reform (e.g. 
number and boundaries of entities, institutional design, regulatory framework, 
transitional provisions, etc.); and  

16.2 councils would need more time to consult their communities before they could 
commit to a reform pathway resulting in transfer of assets and formation of 
new water services entities.2  

17. While representing a non-binding commitment, agreeing to the MOU and receiving 
stimulus funding indicates the relevant territorial authorities are open to progressing 
service delivery reform. However, we note there are risks that individual territorial 
authorities may choose not to opt into subsequent stages of the reform programme. 
As noted by Cabinet, further investment may be required in future to sustain local 
government support for the reforms or a legislative option pursued [DEV-20-MIN-0099 
refers].   

18. By signing the MOU, territorial authorities agree to work together with the Crown to 
identify an approach to service delivery reform that considers the following design 
features as a minimum:3 

18.1 the formation of water service delivery entities, that are:  

18.1.1 of significant scale (most likely multi-regional) to enable benefits from 
aggregation to be achieved over the medium to long-term; 

 
2 A more binding commitment (e.g. contractual agreement) would trigger the Special Consultative Procedure 

under the Local Government Act 2002, and would be a barrier to territorial authorities making timely 
decisions on whether to opt into the reform process. 

3 Cabinet agreed a number of factors to guide the policy development process [DEV-20-MIN-0099 refers]. 
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18.1.2 asset owning entities, with balance sheet separation to support 
improved access to capital, alternative funding instruments and 
improved balance sheet strength; and 

18.1.3 structured as statutory entities with appropriate and relevant 
commercial disciplines and competency-based boards; 

18.2 delivery of drinking water and wastewater services as a priority, with the ability 
to extend to stormwater service provision where effective and efficient to do 
so;  

18.3 publicly owned entities, with a preference for collective council ownership; and 

18.4 mechanisms for enabling communities to provide input in relation to the new 
entities. 

19. Agreeing to the MOU does not commit territorial authorities to transferring assets to 
the new water service entities or participating in the reform programme beyond 30 
June 2021. At the end of the term of the MOU, each territorial authority will have an 
option to decide if they will continue to participate in the reform process. 

Funding Agreement and Delivery Plan  

20. In addition to the MOU, we propose that territorial authorities must sign a Funding 
Agreement. The Funding Agreement sets out the purpose of the funding, and the 
conditions and requirements that territorial authorities must meet. A territorial 
authority must commit to both the MOU and the Funding Agreement before they can 
access any funding. 

21. The Funding Agreement will be a standard contract and will prescribe that funding is to 
be applied to operating or capital expenditure on three waters services delivery (with 
the mix to be determined by the council), consistent with the requirements that 
expenditure is used to: 

21.1 support economic recovery through job creation; and 

21.2 maintain4, increase and/or accelerate investment in core water infrastructure 
renewals and maintenance. 

22. The funding agreement will also ensure that the Crown does not carry any liability for 
cost overruns or future ownership of assets. This is because the Crown is not investing 
directly in projects. 

23. A core requirement of the Funding Agreement is the Delivery Plan. The Delivery Plan 
will be specific to each territorial authority and will provides assurance to the Crown 
that expenditure is applied to activities that generate economic stimulus and improve 
the safety, quality and environmental performance of three waters.  

24. The Delivery Plan will set out the detail of the investment package proposed by the 
territorial authority. It will ensure that funding is consistent with the reform objectives, 
is directed toward activities that support economic stimulus and avoid projects that 
may become stranded because of future aggregation.  

25. The Delivery Plan will be a short schedule, appended to the Funding Agreement, and 
will at a minimum include: 

 
4 Maintains previously planned investment that may have otherwise been deferred as a result of COVID-19. 
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25.1 a summary of the work to be undertaken;  

25.2 confirmation of costs;  

25.3 proposed disbursement profile; 

25.4 location of the physical works;  

25.5 estimate of the number of people employed in the works;  

25.6 reporting obligations; and  

25.7 an assessment of how the Delivery Plan supports the stimulus objectives.   

Terms of investment and process for disbursing funds 

Investment to be disbursed as a grant 

26. It is proposed that funding to territorial authorities be disbursed as grants, on the basis 
that grants do not create ongoing financial commitments, additional costs for 
territorial authorities (e.g. interest) or financial risks (e.g. repayment obligations), and 
so avoid triggering the Special Consultative Procedure under the Local Government Act 
2002.  

27. Grants are consistent with the intention that the investment supports economic 
stimulus and recovery objectives. Certainty around funding, and when it will be 
disbursed, will also support territorial authorities to initiate works on three waters 
infrastructure quickly. 

Initial disbursement of 50 per cent followed by balance of funding on progress against 
delivery plan 

28. It is proposed that an initial disbursement of 50 per cent of the funding allocated to 
each council (including the council’s agreed share of any regional allocation) be paid 
upon signing of the MOU and Funding Agreement, and approval of the Delivery Plan, 
with the remainder of the funding being disbursed subject to appropriate progress 
being made against the Delivery Plan. Monitoring of territorial authorities’ delivery 
plans by CIP will provide assurance that funding is being spent as intended and that 
projects are progressing according to schedule. 

29. Officials have considered alternatives to the above approach including: funding in 
arrears on evidence of invoices paid; or smaller, more frequent disbursement 
payments against specified delivery milestones. These alternatives are not preferred 
because of the higher costs and longer timeframes required to administer funding, and 
because of the increased compliance burden on territorial authorities. Paying in 
arrears also risks adding to existing pressures for those councils that are experiencing 
cashflow and financing challenges. 

Process for disbursing and monitoring use of funds 

30. The intention is that the Funding Agreement would be signed at the same time as the 
MOU. A Delivery Plan template will be provided to territorial authorities to allow them 
to develop and submit their plans by 31 August 2020, with territorial authorities 
encouraged to submit their plans earlier if possible to speed up the process of 
disbursing funds. Councils will need to prepare Delivery Plans in discussion with other 
territorial authorities in their region, to ensure that projects prioritised for funding 
consider priorities for investment at a regional and/or catchment level. Once a delivery 
plan has been submitted it will be reviewed by CIP, who will confirm to the Secretary 
of Local Government that it satisfies the requirements set out in the Funding 
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Agreement no later than 30 September 2020. On acknowledgement from CIP that the 
Delivery Plan meets the requirements of the Funding Agreement, the first 
disbursement would be paid to the territorial authority. 

31. CIP will monitor the use of the funding by territorial authorities against the milestones 
in each Delivery Plan, and will provide quarterly reporting to the Treasury and DIA. This 
reporting will provide the basis for regular updates to the Ministers of Finance, 
Infrastructure, Local Government and Internal Affairs and inform advice on future 
drawdowns. 

32. Once Ministers agree to CIP’s role in the funding process, officials will work to provide 
advice on funding options and any necessary changes to CIP’s constitution changes to 
CIP's shareholding Ministers at a later date. 

33. We note that some councils may not be able to complete all works within the 2020/21 
financial year due to the time required to procure and deliver the contracted works. 
Release of the second funding disbursement would be conditional on the territorial 
authority meeting delivery plan milestones up until the second release of funding, and 
confirming it has committed contracts to complete the work within a reasonable 
timeframe (consistent with the economic stimulus objectives).  

Allocation of the investment package  

34. In April 2020, the Ministers of Local Government, Health, Environment, Infrastructure, 
Rural Communities, Conservation, Climate Change, Commerce and Consumer Affairs, 
and Urban Development (Three Waters Ministers) discussed opportunities to support 
economic recovery post COVID-19, and identified a dual approach of: 

34.1 stimulating investment, to assist economic recovery through job creation, and 
maintain investment in water infrastructure renewals and maintenance; and 

34.2 fundamentally reforming water services delivery, to realise significant 
economic, environmental, public health and other benefits in the medium- to 
long-term. 

35. With these objectives in mind, the recommended approach to allocating the 
investment package agreed by Cabinet has been designed to: 

35.1 support investment across the economy, helping to stimulate economic activity 
and jobs in all regions of New Zealand; 

35.2 support the objectives of three waters services reform, in particular by 
encouraging as many councils as possible to opt into the reform programme; 
and 

35.3 meet the local government sector’s expectations of a transparent and 
equitable approach to allocating funding between territorial authorities. 

36. Officials consider the best way to achieve these objectives is through a general 
allocation framework based on a nationally-consistent formula for determining funding 
allocations, with adjustments to take account of exceptional circumstances. The 
proposed basis for funding represents a weighting of the following two variables: 

36.1 Population in the council area, as a proxy for the number of water connections 
serviced by the territorial authority. 
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36.2 The geographic reach and area covered by a local authority (excluding national 
parks) in square kilometres, as a proxy for the higher costs of providing services 
in more remote communities with lower population densities.  

37. Other factors were considered for inclusion within the allocation framework, such as 
asset quality, investment need, past investment, and the extent to which a territorial 
authority is experiencing revenue or expenditure pressures due to COVID-19. 
However, there are few objective measures for these factors and in some cases the 
information is not yet known. Significant potential also exists to create perverse 
incentives based on allocations according to past investment and financial position 
(e.g., rewarding those who have under-invested in asset maintenance). Allocating 
funding based on investment need would require a process to identify, prioritise and 
select projects, and would be time consuming and not well aligned with stimulus or 
reform objectives. In addition, all councils have a need to invest in maintaining their 
water assets. 

38. DIA officials considered several options for different weightings of the above factors 
and evaluated their implications for three local government sectors (metro, provincial 
and rural5). Based on advice from DIA officials, the Minister of Local Government 
recommends a general allocation formula based on a 75 per cent weighting for 
population and a 25 per cent weighting for land mass (excluding national parks). This 
allocation basis results in a 50/50 funding split between urban and rural/provincial 
communities. DIA considers that this allocation basis best balances the objectives of 
stimulating investment and supporting reform of water services delivery. DIA considers 
that the 75 per cent weighting based on population would encourage metropolitan 
councils to participate in the reform programme, which is critical because of the large 
number of customers and relatively high density of urban water networks they would 
contribute to any new water services entities. The 25% weighting for geographic area 
also helps ensure a more equitable distribution of funding between urban and rural 
areas and encourages councils of all sizes to participate in the reform programme. 

39. To incentivise territorial authorities to collaborate in identifying regional investment 
priorities, it is proposed that 50 per cent of the funding be allocated to territorial 
authorities, with the remaining 50 per cent allocated on a regional basis (i.e., for 
territorial authorities to collectively prioritise and agree on). Territorial authorities 
would be given until 30 September 2020 to agree on the allocation of this regional 
portion of funding to individual territorial authorities within the region. Regionally 
allocated funding would be made available on the basis that at least two thirds of 
territorial authorities in a region sign the MOU and opt into the Three Waters Reform 
Programme. If territorial authorities cannot agree on the use of a regional allocation, 
or an insufficient number of councils opt in within a region then this funding would not 
be disbursed, and further advice would be provided to Ministers about the allocation 
of this funding. In the case of Gisborne District Council (a unitary authority), regional 
funding would be made available based on Gisborne participating in one of the 
neighbouring regions (e.g., Bay of Plenty or Hawke’s Bay). In the case of other unitary 
authorities (i.e., Nelson, Marlborough and Tasman councils), regional funding would be 
made available to an “upper South Island” region.  

 

 
5 These sectors have been developed from those used by Local Government New Zealand.   
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Exceptions to the allocation framework 

40. While a nationally consistent formula for allocating funding will help meet the local 
government sector’s expectations of a transparent and equitable approach to 
allocating funding between territorial authorities, three exceptions to this general 
allocative framework are proposed: 

40.1 An allocation of $30 million for rural drinking water supplies. On 6 July 2020, 
Cabinet rescinded DEV’s earlier decision to set aside $100 million for rural 
drinking water suppliers. On 8 July 2020, the Prime Minister and the Minister of 
Local Government stated that the investment package includes an allocation of 
$30 million to support rural drinking water supplies, in recognition of the 
challenges that rural councils and other community suppliers, for example rural 
marae, face in delivering safe drinking water. As agreed by Cabinet, the 
allocation of the rural drinking water suppliers package will be determined by 
the Minister of Local Government and the Minister for Infrastructure [CAB-20-
MIN-0328.13 refers]. 

40.2 An increased allocation for the four councils in the Hawke’s Bay region to $50 
million. The Prime Minister and the Minister of Local Government announced 
an allocation of in the region of $50 million for Hawke’s Bay councils on 8 July 
2020. DIA considers an increased allocation is appropriate in recognition of the 
commitment, leadership and progress demonstrated by that region in 
exploring reform of three water service delivery. This has been a key element 
in building momentum for change, and signalling the Government’s 
commitment to work with the sector to support the transition to new service 
delivery arrangements. 

40.3 Withholding the funding allocation for Auckland Council, pending further 
discussions about progressing three water service delivery reform. Significant 
progress has already been made on aggregation of water services in Auckland 
through the Auckland Governance Reforms and Watercare already has a 
comprehensive programme for investment in drinking and wastewater 
services. In addition, central government has already made significant 
infrastructure investments as part of the Urban Growth Agenda, and through 
Waka Kotahi/NZTA and other agencies to support Auckland’s growth. Auckland 
Council and Watercare have previously expressed interest in fast track 
legislation to separate the Auckland Council and Watercare balance sheets, as 
the key priority for Auckland. DIA officials will further explore this as an 
alternative to stimulus investment in Auckland. 

Proposed financial allocations to territorial authorities and rural drinking water suppliers 

41. Cabinet agreed to an investment package of up to $701.940 million in the form of a 
tagged contingency for the three waters reform programme. This funding was set 
aside in a tagged contingency with funding indicatively allocated to 2020/21. However, 
Cabinet noted that this funding may be drawn according to a profile different to the 
indicative spending profile of the tagged contingency, while also noting that further 
investment may be required to achieve local government support for the reforms, and 
that funding may be sought through a future budget. 

42. The announcement of the investment package by the Prime Minister and the Minister 
of Local Government on 8 July has built up significant expectations within the local 
government sector regarding the stimulus investment. The Prime Minister’s media 
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release signalled the investment package will ‘kick start much needed work to bring 
our drinking, waste and storm water infrastructure up to scratch’. In discussions with 
the sector and the Steering Committee, it is clear there is a general expectation that all 
councils will be eligible to access the package, and that a nationally consistent 
approach to allocating funding will be taken.  The sector has also noted that additional 
funding may be available but understands that this would be subject to future 
government decisions and dependent on progress being made against the reform 
objectives. 

43. To encourage territorial authorities to determine whether to participate in the initial 
phase of the reform programme, and to enable councils to make decisions by the end 
of August about whether to sign the MOU and Funding Agreement, it is important to 
provide certainty to councils regarding the allocation they can expect.  

44. While tagged contingency was indicatively allocated in 2020/21, Treasury officials 
consider that the Cabinet decisions taken to date provide Ministers with choices 
regarding the overall approach to drawing down the tagged contingency. Two general 
approaches are outlined below for Ministers to consider. 

Option 1. Allocate $531.208 million of the stimulus package up front in 2020/21 (DIA 
preferred option) 

45. Under this option, $531.208 million of the $701.940 million would be allocated up 
front, being $523.148 million for an investment package for territorial authorities and 
$8.060 million in departmental funding to implement the three waters reform 
programme. Of this, $269.634 million would be drawn down immediately, with the 
remaining draw down subject to further advice to authorised ministers and dependent 
on territorial authorities making sufficient progress against milestones in their delivery 
plans. 

46. DIA considers that allocating most of the investment package up front (in 2020/21) is 
consistent with Cabinet’s intention to progress an economic stimulus package that 
protects or creates additional jobs, and which ensures planned investments in water 
infrastructure continue at a time when councils are facing increasing financial 
constraints and pressures [DEV-20-Min-0099 refers]. In addition, an upfront allocation 
will create strong incentives for individual councils to participate in the reform 
programme. Based on feedback from the sector, DIA officials consider that a lower 
investment allocation in in the first phase of the reform programme would result in 
significantly lower take up by local authorities. History shows that the political and 
economic barriers for change are very high and that without financial support, it is 
unlikely that interested councils will have the financial resources and/or incentives 
needed to consider the benefits of collaboration and greater sharing of infrastructure 
costs amongst communities. It is also possible that, without the Government’s 
support, regions that have already made progress and invested their own money to 
date (such as Hawke’s Bay and Waikato) may stop their three waters service delivery 
investigations.   

47. Officials note that allocating a significant portion of the investment package ($531.208 
million) in the first phase of the reform means that, in the absence of further funding 
being agreed in future budgets, there would be limited funding available for 
subsequent stages of the reform programme. DIA will provide further advice to 
Cabinet in December 2020 regarding additional funding needs for the next two phases 
of the programme. Treasury officials note there is a risk that councils’ expectations 
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regarding future funding may be raised because of their engagement in the first stage 
of the reform programme. Beginning a reform programme without certainty of future 
funding creates a policy-related fiscal risk for the Crown and may limit the Crown’s 
options in future. 

48. There are alternatives to using Crown investment as the basis for securing reform 
outcomes, and these other options will be canvassed and incorporated in advice to 
Cabinet on next steps with the reform programme in December 2020. For example, 
the Crown could reconsider its approach of incentivising councils to support the 
reform programme through providing grant funding, and instead require service 
delivery reforms to be progressed using legislation. However, this potential option 
would carry risks for the relationship between central and local government. 

49. Based on the proposed allocation framework outlined in paragraphs 38 to 40 above, 
Appendix C outlines the proposed allocations to territorial authorities and the rural 
drinking water suppliers package.  

Option 2: Spread the $701.940 million investment package across three years of the 
programme  
50. Cabinet agreed to a three-year reform programme for three waters in June, and in July 

agreed to allocate $710.940 million for this programme. This option would involve the 
Department of Internal Affairs undertaking further work to develop a draw down 
approach to distribute funding across the three-year reform programme. 

51. The Treasury considers that the allocation of the bulk of the $701.940 investment 
package in the first phase of reform programme puts at risk the delivery of the Crown’s 
objectives in subsequent phases of the programme if additional funding is not 
provided. The Treasury considers that year 2 is the most critical year for funding to be 
provided in the context of water service delivery reforms. The first year seeks council 
support to participate in the policy design process for future water service delivery 
changes, while the second year is the point at which local authorities would need to 
commit to implementation of those service delivery models by transferring their water 
services delivery into new entities. On this basis, the Treasury would recommend only 
drawing down and providing to councils a smaller amount (e.g. $100m) in 2020/21, 
with a larger amount of funding to be drawn down in 2021/22 and 2022/23.  

52. The Treasury considers this option would provide the Crown with greater flexibility and 
choices regarding the use of the tagged contingency and assist in managing the fiscal 
risk of committing to a three-year reform programme with only one year of funding.  

53. DIA considers this is not consistent with the government’s stated economic stimulus 
objectives, would fail to meet the sector’s expectations, is inconsistent with signals 
sent in recent government announcements, and would be unlikely to result in many 
councils opting into the reform programme. 

Financial approvals sought from authorised Ministers 

54. The remainder of this paper and the recommendations are drafted on the basis that 
Ministers agree to Option 1 above. If Ministers prefer a phased investment approach 
(Option 2), officials would need to develop alternative proposals for the investment 
approach. DIA officials consider this would create significant risks to the objective of 
encouraging local authorities to opt into the first phase of the reform programme, 
particularly given intensive engagement with the sector is planned to commence on 20 
July. 
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55. Subject to Ministers’ agreement to the conditions and investment hurdles for 
territorial authorities, described above, and the recommended terms and process for 
disbursing funds, we propose that Ministers agree an initial draw down of $269.634 
million, so that funds can be made available for local authorities that meet the funding 
conditions in September 2020.  

Purpose/application  Initial 
drawdown  
(July 2020) 
$ million 

Remaining funding 
(subject to advice on 
future draw down) 

$ million 

Total 
investment 

package 

Allocation to territorial 
authorities  

261.574 261.574 523.148

Departmental costs  8.060 -  8.060

Rural drinking water 
suppliers package  

- 30.000 30.000

Unallocated portion - 148.792 148.792

Total  269.634 440.366 710.000

56. An initial drawdown of 50 percent of the investment package is proposed as this 
represents the maximum amount that may be required to be paid to local authorities 
under the proposed terms of investment. This will ensure that the Secretary of Local 
Government is able to make the first payments to those local authorities who opt into 
the programme by 31 August 2020.  

57. The use of any undisbursed funds associated with territorial authorities that do not opt 
into the reform programme would be subject to further advice to authorised Ministers 
as part of the briefing on the second drawdown in late 2020. The unallocated portion 
($148.792) million of the tagged contingency would be subject to further advice as part 
of the second draw down paper. Potential uses of this funding could include: funding 
for Auckland and/or Northland if required; additional funding for rural drinking water 
supplies including Marae; funding to encourage councils that do not initially opt-in to 
come on board later; and/or other issues or opportunities that may arise over the next 
few months (e.g., to support early adopters to move more quickly). We note that if the 
funding is not approved for draw down, any and all underspends relating to initiatives 
funded through the CRRF July package would be returned to the CRRF, until it ceases 
to exist, at which point they return to the centre [CAB-20-MIN-0328.13 refers]. 

58. Departmental funding of $8.060 million is requested to be drawn down to meet the 
costs associated with the initial implementation of the three waters reform 
programme. This includes funding to progress the policy, commercial, financial and 
legal work programme required to support government policy decisions, and to 
support engagement with local authorities, iwi/Māori and other stakeholders including 
the water services providers.  

59. Funding for the rural drinking water suppliers’ package is proposed for the second 
drawdown, following the preparation of advice and decisions on the allocation of this 
funding by the Minister of Local Government and the Minister for Infrastructure. 
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Next Steps 
60. Looking forward, the immediate focus is to build the local government sector’s 

understanding of the reform programme and obtaining councils’ agreement to 
participate in the first phase of the reform programme.  

61. During the last two weeks of July, the Three Waters Steering Committee will be 
conducting a series of thirteen sector workshops across the country. Invitees to these 
workshops include mayors, councillors, chief executives and councils’ iwi/Maori 
partners.  

62. The workshops represent an opportunity for the sector to ask questions about the 
reform programme, and to familiarise themselves with the requirements for accessing 
stimulus funding (including the Memorandum of Understanding, Funding Agreement 
and Delivery Plan). The workshops will be led by members of the Three Waters 
Steering Committee and will include presentations on the detail of the stimulus 
package by government officials. It is important to the success of this engagement that 
officials can communicate to territorial authorities the financial allocation they can 
expect if they agree to opt into the reform programme by 31 August 2020. 

63. In addition to sector engagement, officials from central and local government will be 
considering the detailed policy matters associated with reform. At least three 
central/local government working groups will be formed to support this work. The 
intention is to provide advice to Ministers on these detailed policy issues at the end of 
the year.  

Recommendations 
64. We recommend that you: 

a) note that Cabinet has agreed that up to $710 million be available for the 
three waters reform programme, including:  

i. an investment package of up to $701.940 million to support local 
government 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  

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

b) note that Cabinet authorised the Minister of Finance, Minister of Local 
Government, Minister for Infrastructure, Minister of Internal Affairs, and 
any other relevant appropriation Ministers, to jointly draw down the 
‘Three Waters Infrastructure Investment and Service Delivery Reform 
Programme’ tagged contingency, subject to their satisfaction that the 
necessary conditions have been met [CAB-20-MIN-0328.13 refers]; 
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c) note that the three waters investment package has been designed to 
support the dual objectives of: 

i. supporting economic recovery from the COVID-19 pandemic, and  

ii. incentivising the reform of the current arrangements for the delivery of 
drinking water and wastewater services;  

d) agree that the conditions for territorial authorities to access the 
investment package include: 

i. signing a Memorandum of Understanding with the Crown by 31 August 
2020 that requires authorities to participate in the first phase of the 
programme; 

ii. signing a Funding Agreement that specifies what funding can be spent on 
and the conditions attached to the funding; and 

iii. submitting a Delivery Plan that meets the requirements set out in the 
Funding Plan prior to the release of any funds; 

Yes/No

e) note that a model Memorandum of Understanding has been prepared and 
endorsed by the Three Waters Steering Committee (Appendix B refers);  

f) confirm the model Memorandum of Understanding as the basis for 
Councils agreeing to participate in the first phase of the Three Waters 
Reform Programme; 

g) note the model Memorandum of Understanding does not commit local 
authorities to future phases of the reform (implementation of service 
delivery changes) and a further decision from local authorities to 
commit to transfer water services delivery to new water services 
entities will be required in future; 

Yes/No

h) agree that funds be disbursed as grants to territorial authorities, with a 
requirement that unspent funds be returned to the Crown; 

i) note that two alternative approaches have been considered to the phasing of 
the tagged contingency over time: 

i. Option 1. Allocate $531.208 million of the stimulus package up front in 
2020/21 (DIA preferred option) 

ii. Option 2. Allocate the $701.940 million investment package across three 
years of the programme, with a smaller amount (e.g., $100 million) 
allocated in 2020/21  

Yes/No
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j) note that the recommendations in this paper are based on Option 1 above, and 
further advice would need to be developed with alternative proposals 
regarding the investment approach if Ministers prefer Option 2.  

k) agree that investment package generally be allocated based on a formula that 
applies a 75 per cent weighting to population in each territorial authority and a 
25 per cent allocation to land area (excluding national parks) in each territorial 
authority, with the following exceptions: 

i. An allocation of $30 million for rural drinking water supplies, with 
decisions on the use of this funding to be agreed by the Minister of Local 
Government and the Minister for Infrastructure 

ii. An allocation for the four councils in the Hawke’s Bay region of $50 
million; 

iii. Withholding the $148.8 million funding allocation for Auckland Council, 
pending further discussions about progressing three water service 
delivery reform. 

l) agree that 50 per cent of the $523.148 million allocation be allocated to 
territorial authorities, with the remaining 50 per cent allocated on a regional 
basis 

m) agree that the release of regionally allocated funding generally be based on at 
least two thirds of territorial authorities signing the MOU, with the Minister of 
Local Government having discretion to approve exceptions to this requirement 

n) agree that an initial disbursement of 50% of allocated funding be disbursed 
upon signing the MOU and the Funding Agreement, subject to 
recommendation l) below; 

 
 Yes/No

 
 
 
 
 

Yes/No 
 
  
Yes/No 
 
 
 Yes/No 

o) agree in principle, subject to shareholding Ministers’ approval, that Crown 
Infrastructure Partners review all Delivery Plans and confirm to the Secretary of 
Local Government that they are consistent with requirements set out in the 
Funding Agreement prior to any disbursement of funds;  

Yes/No

p) agree in principle, subject to shareholding Ministers’ approval, that Crown 
Infrastructure Partners monitor progress against requirements in the Delivery 
Plans, and provide relevant information on progress to the Secretary of Local 
Government; 

q) note that Treasury officials will provide separate advice to Crown Infrastructure 
Partners’ shareholding Ministers seeking decisions around the company’s role 
in the process, and outlining funding options and proposed constitution 
changes at a later date; 

Yes/No

r) authorise the Secretary of Local Government to approve disbursements to 
territorial authorities in accordance with Funding Agreements, taking into 
consideration the advice of Crown Infrastructure Partners; 

Yes/No

s) agree to the proposed allocation of the Three Waters Investment Package to 
territorial authorities and the rural drinking water suppliers package, as 
summarised in Appendix C; 

Yes/No
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t) note that Cabinet authorised the Minister of Local Government and the 
Minister of Infrastructure to determine the allocation of the rural drinking 
water suppliers package [CAB-20-MIN-0328.13 refers];  

Process for drawing down the tagged contingency 

u) agree to draw down an initial instalment of $269.634 million from the ‘Three 
Waters Infrastructure Investment and Service Delivery Reform Programme’ 
tagged contingency, so that disbursement of funds to local authorities that 
meet the funding conditions can commence in September 2020; 

Yes/No

v) note that this initial instalment includes $8.060 million in departmental funding 
in 2020/21, to meet the costs associated with the initial implementation of the 
three waters reform programme; 

w) note that The Treasury considers that drawing down the bulk of the tagged 
contingency of $701.940 million in the first year puts reform of three waters at 
risk as, unless agreed through future budgets, there will be limited further 
funding to provide a financial incentive for local authorities to opt in to reform 
in 2021; 

x) note that approval to a second draw down of the tagged contingency will be 
sought from Ministers in late 2020, and will include an update on progress 
toward the three waters reform objectives; 

y) approve the following changes to appropriations with a corresponding impact 
on the operating balance and net Crown debt: 

 $million – increase/(decrease) 

Vote Internal Affairs 

Minister of Local 
Government 

2020/21 2021/22 2022/23 2023/24 2024/25 
& 

Outyears

Departmental Output 
Expense: 

Local Government Policy and 
Related Services  
(funded by revenue Crown) 

8.060

 
 

- 

 
 

- 

 
 

- 

 
 

- 

Non-Departmental Other 
Expense:  

Grants for Water 
Infrastructure and Delivery 

261.574

    

Total Operating 269.634 - - - - 
 

Yes/No

z) agree that the change to appropriations for 2020/21 above be included in the 
2020/21 Supplementary Estimates and that in the interim the increases be met 
from Imprest Supply; and 

Yes/No
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aa) agree the expenses incurred under recommendation v) above be charged 
against the Three Waters Infrastructure Investment and Service Delivery 
Reform Programme tagged operating contingency established on 6 July 2020 
[CAB-20-MIN-0328.13 refers]. 

Yes/No

 
 

Allan Prangnell  
Executive Director, Three Waters 
Department of Internal Affairs 
 
 
 
 
 
 
 

David Taylor 
Manager, National Infrastructure Unit 
The Treasury 
 

Hon Nanaia Mahuta  Hon Grant Robertson 
Minister of Local Government Minister of Finance  
_____/_____/_______ ___ _____/_____/_______  

 
 
 

Hon Tracey Martin  Hon Shane Jones 
Minister of Internal Affairs  
 

Minister for Infrastructure 
 

_____/_____/_______ ___ _____/_____/_______
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Appendix A: Three Waters Steering Committee Terms of Reference 
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Appendix B: Memorandum of Understanding 
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Appendix C: Proposed Three Waters Investment Package Allocation 

Region Territorial 
Authority 

Proposed allocations: Total 

TA allocation 
($m) 

Regional 
allocation ($m) 

Northland Far North district  $       5.90  $     14.13 

 

$       28.26  

 Whangarei district  $       5.89  

Kaipara district  $       2.35  

Waikato Thames-Coromandel 
district  $       2.40  $     33.30   $       66.61   

Hauraki district  $       1.53  

Waikato district  $       5.67  

Matamata-Piako district  $       2.47  

Hamilton city  $       8.73  

Waipa district  $       3.41  

Ōtorohanga District  $       1.25  

South Waikato district  $       1.94  

Waitomo district  $       1.75  

Taupo district  $       4.16  

Bay of Plenty Western Bay of Plenty 
district  $       3.46  $     21.12  $       42.23   

Tauranga city  $       7.46  

Rotorua district  $       4.71  

Whakatane district  $       3.49  

Kawerau district  $       0.39  

Ōpōtiki District  $       1.60  

Gisborne Gisborne district $       5.52  $       5.52  $       11.04   
Hawke’s Bay Wairoa district  $       4.79  $     25.0   $       50.0   

Hastings district  $       9.11  

Napier city  $       6.26  

Central Hawke's Bay 
district  $       4.84  

Taranaki New Plymouth district  $       5.05  $       8.95  $       17.89   
Stratford district  $       1.19  

South Taranaki district  $       2.70  
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Manawatū-
Whanganui 

Ruapehu district  $       2.80  $     20.27  $       40.54   
Whanganui district  $       3.16  

Rangitikei district  $       2.41  

Manawatu district  $       2.54  

Palmerston North city  $       4.67  

Tararua district  $       2.51  

Horowhenua district  $       2.17  

Wellington Kapiti Coast district  $       3.13  $     29.90   $       59.80   
Porirua city  $       3.09  

Upper Hutt city  $       2.55  

Lower Hutt city  $       5.70  

Wellington city  $     10.89  

Masterton district  $       2.20  

Carterton district  $       0.92  

South Wairarapa district  $       1.42  

Tasman-Nelson-
Marlborough 

Tasman district  $       4.89  $     14.01  $       28.02   
Nelson city  $       2.86  

Marlborough district  $       6.26  

West Coast Buller district  $       2.27  $       7.62   $       15.25   
Grey district  $       1.92  

Westland district  $       3.43  

Canterbury Kaikoura district  $       0.94  $     50.00   $       99.36   
Hurunui district  $       3.75  

Waimakariri district  $       4.01  

Christchurch city  $     20.26  

Selwyn district  $       5.33  

Ashburton district  $       3.99  

Timaru district  $       3.43  

Mackenzie district  $       2.56  

Waimate district  $       1.68  

Waitaki district  $       3.73  

 Chatham Islands territory  $       0.32    

Otago Central Otago district  $       4.73  $     20.60   $       41.20   
Queenstown-Lakes district  $       4.74  

Dunedin city  $       7.92  

Clutha district  $       3.20  
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Southland Southland district  $       7.03  $     11.15   $       22.95   
Gore district  $       1.10  

Invercargill city  $       3.02  
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Reference: T2020/2664    SH-11-5-3 (Water) 
 
 
Date: 30 July 2020 
 
 
To: Minister of Finance 

(Hon Grant Robertson) 
 
 
Deadline: None 
 
Local Government Briefing: Discussions with Auckland Council 
on the Three Waters Reform Programme and the separation of 
Watercare 

This aide memoire provides you with advice on the proposals included in a Department 
of Internal Affairs (DIA) briefing regarding next steps in relation to Auckland Council 
and three waters reform, and the proposal to progress policy work to separate 
Watercare’s balance sheet from that of Auckland Council.  
 
The briefing suggests that Ministers Mahuta and Twyford meet with Auckland Council 
ahead of announcements on three waters stimulus funding (as agreed in T2020/2459), 
to signal a preferred approach of accelerating the separation of Watercare. We 
understand that Ministers Mahuta and Twyford met on Wednesday 29 July to discuss 
the briefing, and signalled their appetite to progress this work at pace. 
 
While we are, in principle, supportive of policy work to explore the separation of water 
service entity balance sheets, we consider that this work has implications outside of the 
Three Waters Reform Programme, and so should receive further consideration before 
being adopted as the Government’s preferred approach. 
 
The proposal has significant fiscal implications for the Crown 

DIA’s briefing suggests that any separation of Watercare from Auckland Council will 
require some form of Crown guarantee for Watercare’s debt. We think that more work 
is required before any commitment is made to progress this work, for a number of 
reasons: 
 
• This will have fiscal implications for the Crown which are not clearly outlined in 

the briefing, including: 
 

o additional funding is likely to be sought for DIA to carry out this work, which 
would likely need to be charged against the between-Budget contingency, 
and 

o any Crown guarantee would see the Crown take on risks, creating a 
significant contingent liability for the Crown to be disclosed at each 
Economic and Fiscal Update. As context, Watercare’s borrowings are 
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approximately $1.7 billion as outlined in its 2019 annual report. If called 
upon, any guarantee would have a direct impact on the Crown’s fiscal 
indicators. 

 
• Any Crown support for Watercare’s debt is likely to set expectations that the 

Crown also guarantee the debt of the new water entities to be created as part of 
the Three Waters Reform Programme, with additional contingent liabilities of 
several billion dollars. DIA is yet to begin the policy development process to 
determine the appropriate form and status of the new water entities. 

 
• There is a need to first consider the wider policy issue of the appropriate role for 

central government in relation to local government borrowing. DIA is currently 
preparing a government response to the Productivity Commission inquiry into 
local government funding and financing, which may provide deeper consideration 
of this issue. We understand the response is likely to be considered by Cabinet 
after the election.  

 
We have previously raised this last point in the context of DIA advice around the Local 
Government Funding Agency (T2020/2215 refers). We consider this to be a substantial 
policy consideration. Given the appetite of Ministers Mahuta and Twyford for 
progressing the separation of Watercare from Auckland Council at pace, we 
recommend caution in setting precedents for local government guarantees in a limited 
context. Should you wish to get further advice on this wider policy question, we 
recommend you signal your interest to scope and prioritise this work with your office. 
 
The policy work could have significant implications for the three waters reform 
programme 

The financial and commercial capability required to progress this policy work is 
identical to that required to carry out the Three Waters Reform Programme. This is a 
major work programme requiring significant leadership and planning capability to 
manage often tense relationships with local government and the co-development of 
policy options on complex issues.  
 
Even if further funding is provided to progress Watercare focused work in parallel, DIA 
is still likely to have capacity and capability challenges in managing two major pieces of 
work. We also have some concerns about DIA’s ability to manage major work 
programmes. This could risk the government's objectives of the wider Reform 
Programme. 
 
There needs to be a strategic approach to Auckland 

The briefing mentions central government objectives around transport and urban 
growth in Auckland, and proposes negotiating with Auckland Council so that 
progression of the separation of Watercare results in the achievement of central 
government objectives. 
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Central government agencies are working collaboratively with Auckland Council, 
including through the provision of Crown funding, across a number of large 
interdependent initiatives to achieve the government’s housing and urban development 
objectives including: 
 
• City Rail Link, including development areas surrounding key stations to provide 

urban development outcomes (approximately $4.6 billion). 
 

• The Auckland Transport Alignment Project (approximately $29 billion across local 
and central government funding). 
 

• The New Zealand Upgrade Programme (a total of $3.48 billion of Crown 
investment in transport, some of which is included within ATAP investment 
figures). 
 

• Kainga Ora Large Scale Redevelopment Programmes across five areas in 
Auckland (while funding sources for infrastructure and land development costs 
are yet to be agreed, current cost estimates from Kainga Ora total approximately 
$2 billion). 

 
In order to drive good outcomes from the significant level of Crown investment, there is 
a need for central government to effectively coordinate in our interactions with 
Auckland Council and be clear on how these initiatives relate to each other.  
 
Ideally, the government should clearly articulate its strategic priorities for Auckland 
before making further policy decisions or engaging with Auckland Council. This will 
help to understand whether policy initiatives such as separation of Watercare’s balance 
sheet from that of Auckland Council will support the achievement of the government’s 
objectives in Auckland. If you wish, officials can provide you with further advice on 
setting and articulating these strategic priorities.  
 
Next steps 

The Treasury is organising a meeting with DIA officials in the week beginning 3 August 
to discuss our involvement in this work, as we have not been involved to date.  
 
We recommend that you discuss with your colleagues your appetite for progressing 
this work, and seek further information on the fiscal implications of this work, and 
potential resourcing effect on the Three Waters Reform programme, before agreeing to 
progress this work. 
 
 
 
 
Morgan Dryburgh, Senior Analyst, National Infrastructure Unit (NIU), 
David Taylor, Manager, National Infrastructure Unit, National Infrastructure Unit (NIU), 

 
 

s9(2)(k)

s9(2)(k)
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Reference: T2020/2861    SH-11-5-3 (Water) 
 
 
Date: 14 August 2020 
 
 
To: Minister of Finance (Hon Grant Robertson) 
 
 
Deadline: None 
 
 
Local Government Briefing: Three Waters Reform Programme 
and the separation of Watercare – Further advice 

This aide memoire provides you with advice on the Department of Internal Affairs (DIA) 
briefing proposing officials carry out policy work to progress the early separation of 
Watercare’s balance sheet from Auckland Council (i.e. ahead of the broader Three 
Waters Reform Programme). While DIA discussed the work at a high level with us, the 
Treasury was not consulted on the briefing or the details of the proposed work.  
 
We consider that there is insufficient information on the benefits, costs, and risks to 
enable Ministers to appropriately consider the trade-offs of the separation of Watercare 
in advance of the broader Three Waters Reform Programme.  
 
We are not averse to investigating the benefits of an early-separation of Watercare, but 
think that it is important that the process is staggered, and manages risks to the Three 
Waters Reform Programme, including not pre-empting future decisions.  
 
Additionally, we note that:  
• we have concerns with the significant amount of, and in some cases unclearly 

scoped, work occurring within the local government sector (and the associated 
impact on departmental resourcing/sector fatigue) 

• it would be beneficial to have clearer governance, roles and responsibilities for 
the Three Waters Reform Programme, and  

• the timeframes set by DIA for this work are ambitious.  
 
There are trade-offs between progressing separation and the wider Three Waters 
Reform Programme… 

The early-separation of Watercare is a significant work programme which DIA is 
suggesting be progressed at a rapid pace. One potential benefit of doing this work 
earlier could be the ability to flush out key challenges in the financing and governance 
of standalone water service entities, ahead of the Three Waters Reform Programme.  
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The interim measures put in place to support the early-separation of Watercare are 
likely to create precedent risks for Crown support in the wider Three Waters Reform 
Programme. This means it is crucial that work on early-separation is carefully 
contemplated and not rushed. 
 
The Watercare case may also be different enough from the broader Three Waters 
Reform Programme that solutions are not directly transferable. This could lead to 
inefficiencies in the long run.  
 
It is almost certain that this work will put pressure on available departmental resources 
to undertake significant commercial and legal advice for both workstreams, both within 
DIA and the Treasury. While additional resourcing could mitigate this risk to some 
degree, it is unclear whether there is sufficient benefit to be gained from the early-
separation of Watercare that would justify additional resource. Additional investigative 
work to assess the costs, benefits, and risks of separation, before a final decision to 
progress, would mitigate this risk. 
 
We also have broader concerns with DIA’s ability to manage such a large, complex 
programme of work. We understand that the next stages of the Three Waters Reform 
Programme are already tracking behind the milestones discussed by Cabinet. For 
example, the Cabinet Economic Development Committee (DEV) directed the Minister 
of Local Government to report back to Cabinet with initial advice on water entity policy 
proposals in July 2020, and with detailed proposals in December 2020. No report was 
provided in July, and DIA has advised that the December report back is likely to 
provide only initial advice to Cabinet. It is not clear whether legislation can be prepared 
to give effect to the reforms in 2021 as planned. Adding a further work programme of 
this significance may create risks for both pieces of work. 
 
… meaning Ministers need more information before deciding to commit to this 
work 

We understand from DIA officials that the Ministers of Local Government and Urban 
Development wish to progress the early-separation of Watercare at pace. We think that 
there needs to be a cautious approach to the next stages of this work, as there is a risk 
it gives the impression that Ministers have already committed to progressing the early-
separation of Watercare. 
 
As noted above, we consider there is a significant amount of work to be undertaken 
before the costs and benefits of this proposal can be properly weighed. The point at 
which this information is available should be the point at which Ministers make a 
decision on whether or not to separate Watercare from Auckland Council. If the 
benefits of this do not match the expected fiscal impacts, the case for accelerating this 
work before the wider three waters reforms is less clear, and we would recommend 
Ministers not pursue early-separation of Watercare. 
 
The next steps, as set out in the DIA briefing, do not explicitly contain such an ‘off 
ramp’ for Ministerial decision-making, and there is a very real risk that the Crown will be 
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locked into an outcome, before properly considering the trade-offs. We have included 
recommendations at the end of this aide memoire to give effect to this.  
 
If Ministers do proceed with the early-separation of Watercare, there is a trade-off 
between the benefits of separation and the fiscal impact on the Crown… 

The DIA briefing outlines the potential benefits in terms of expanded borrowing 
capacity for Watercare in Auckland Council as a result of separation. DIA notes that 
these estimates are uncertain (both in scale and likelihood), as they are based on pre-
COVID work. There is also the potential that these benefits may not be realisable in the 
short-term (bringing into question the benefit of the early-separation of Watercare).  
 
It is not yet clear whether or to what extent separation is necessary to expand the 
borrowing capacity of Watercare. DIA also suggests that without Crown support, 
Watercare’s credit rating is likely to reduce from the current Auckland Council rating of 
AA. However, there is currently no analysis as to the impact (if any) of a lower credit-
rating on the outcomes delivered by Watercare. 
 
Any potential benefits of separation need to be weighed against the potential fiscal 
impact on the Crown of any support measures that may be necessary to facilitate the 
balance sheet separation. As noted in T2020/2664, any Crown guarantee would see 
the Crown take on risks, creating a significant contingent liability for the Crown. This 
would potentially be a major fiscal commitment, with possible implications for prudent 
debt levels, fiscal buffers, and/or credit ratings. Further work is needed to assess these 
impacts. 
 
Any Crown support is likely to set expectations that the Crown provide the same 
support to the new water entities to be created as part of the Three Waters Reform 
Programme. DIA is yet to begin policy work on the detailed nature of these new water 
entities or their funding and financing arrangements, though DEV invited the Minister of 
Local Government to report to Cabinet in December 2020 with detailed policy 
proposals. 
 
The Three Waters Reform Programme, and its objectives, will also influence the size of 
the benefits. The Reform Programme, as discussed by DEV in June 2020, proposes to 
have new water entities with structurally separated balance sheets established and 
functioning from July 2023. This means that if the benefits of Watercare separation do 
not occur in the short term, they could be achieved as a result of the Reform 
Programme without the need for this additional work. 
 
…which requires a significant amount more work to support Ministers in making 
trade-offs 

There is not enough information yet to reliably estimate any benefits in terms of 
expanded borrowing capacity as a result of this work. There is also a significant 
amount of work required to determine potential options for Crown support for a 
separated Watercare (including whether any Crown support is required at all). 
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The Treasury would need to undertake detailed examination related to where the risks 
lie under the various structural separation options, to determine the costs and benefits 
of the various approaches to separation and mechanisms for borrowing. 
 
If you agree to direct officials to undertake this work in the future, the Treasury may 
need further resourcing. We can advise you further on the level of need, or the 
prioritisation trade-offs required at a Treasury level in the short-term.  
 
DIA has indicated the potential for additional funding for this work to come from the 
tagged contingency established to meet the 2020/21 departmental costs for the wider 
Three Waters Reform Programme. However, drawing down from this tagged 
contingency to Vote Finance baselines would require Cabinet decisions, given joint 
Ministers have already draw down the departmental funding to Vote Internal Affairs 
baselines. Alternatively, joint Ministers could agree to a baseline transfer from Vote 
Internal Affairs to Vote Finance. 
 
Recommendations 

We recommend that you defer making a decision on the following 
recommendation until you have received further advice on the benefits and trade-offs 
of the early-separation of Watercare: 
 
d direct officials from the Department of Internal Affairs and the Treasury to jointly 

engage with Auckland Council and Watercare to develop a work programme that 
facilitates the early separation of Watercare while also advancing the objectives 
of the Three Waters Reform Programme. 

 

We further recommend that you amend recommendation f in the briefing to 
explicitly state that Ministers will decide, as part of the October report-back, whether or 
not to continue with the early-separation of Watercare. This could be achieved by 
adding “and seek agreement from Ministers to proceed with the early-separation of 
Watercare” before the semicolon at the end of recommendation f.  
 
 
 
 
 
 
 
 
 
Morgan Dryburgh, Senior Analyst, National Infrastructure Unit (NIU), 
David Taylor, Manager, National Infrastructure Unit, National Infrastructure Unit (NIU), 
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Reference: T2020/3543     SH-11-5-3 
 
 
Date: 24 November 2020 
 
 
To: Minister of Finance (Hon Grant Robertson) 
 
 
Deadline: 5pm, Wednesday 25 November 2020 
(if any) 
 
 
Three Waters Review: Ministerial Strategy Meeting 25 
November 2020 

The Minister of Local Government has convened a strategic meeting of Three Waters 
Ministers on 25 November 2020 to provide an update on the current reform programme 
to date and seek Ministers’ views on the future approach to reform. 
 
The Three Waters Reform Programme will implement important structural change to 
address systemic issues including significant under-investment in infrastructure, 
capacity and capability issues, and funding and affordability issues. As a large, 
transformative programme it will deliver significant benefits, but also have substantial 
fiscal implications. 
 
This aide memoire highlights key issues relating to decisions the Minister of Local 
Government plans to seek from Cabinet in December, and on the wider reform 
programme through 2021, and suggests topics you may wish to raise with your 
colleagues at Wednesday’s meeting. 
 
The Minister of Local Government is seeking to continue a voluntary 
approach to reform 

The central decision that the Minister of Local Government intends to discuss at this 
meeting, and agree through the December Cabinet paper, is to continue the current 
voluntary approach to the three waters reform programme. 
 
The voluntary approach being proposed involves Cabinet making decisions on the 
design and boundaries of water entities in May 2020, with local authorities making a 
decision on whether or not to participate in the reforms from September 2021, following 
which legislation would be passed to enact the reforms. 
 
We consider that there is currently not enough information available yet about the costs 
and benefits of the voluntary and mandator approaches to reform for Ministers to make 
an informed decision. Because of this, locking in a particular approach now may result 
in the Government not being able to achieve all its objectives in three waters reform. 
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A voluntary approach will likely require significant additional funding 
through Budget 2021 

The material supplied for this meeting states that a voluntary approach is only likely to 
be successful if accompanied by an incentives package, which could include cash 
payments to local authorities. We understand that funding for this incentives package 
will be sought through Budget 2021. 
 
In June 2020, the Minister of Local Government sought $3 billion to form three 
‘tranches’ of investment that would incentivise local government participation in the 
reform programme [DEV-20-SUB-0099]. This decision was rescinded and, 
subsequently, around $700 million was provided as an incentive from the CRRF [CAB-
20-MIN-0328.123] and provided to local government as ‘tranche one’ incentives. 
 
Based on this, it is possible the Minister of Local Government may anticipate seeking 
up to $2.3 billion, forming the two further ‘tranches’ of investment, as a financial 
incentives package through Budget 2021. We think that this is likely, as the Department 
of Internal Affairs has lodged a Specific Fiscal Risk with the Treasury of $2 billion 
operating over the forecast period ($1b for each of 2021/22 and 2022/23). 
 
Unless the December Cabinet paper makes any decisions around the voluntary 
approach subject to Budget decisions, Ministers may have limited choices 
through Budget 2021 and there will be expectations of significant funding being 
provided. 
 
You may wish to consider the viability of the voluntary approach in the context of the 
available funding at Budget 2021. In this case, the Government could explore taking a 
mandatory approach, which would likely significantly reduce the fiscal impacts of 
reform when compared with the voluntary approach (this is explained further below). It 
is likely that a mandatory approach still requires some level of funding from the Crown 
for transition and implementation costs, but there would be little need for any financial 
incentives. This would be a trade-off against the likely negative reaction of the local 
government sector to a mandatory approach. 
 
Talking points 

• We suggest you discuss with Three Waters Ministers your expectations around 
Budget 2021 and outline the recently agreed Budget 2021 strategy. In particular, 
how the reform fits with the government’s priorities for Budget 2021, the available 
operating allowances, and emphasise that non-financial incentives should be 
explored to achieve to government’s objectives.  

 
• We also recommend that you discuss with your colleagues the need for the 

upcoming Cabinet paper to make clear the additional marginal costs, including 
the costs of an incentives package, of proceeding with a voluntary reform 
approach rather than a mandatory approach. 
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Which will require a clear a negotiating strategy from central 
government… 

The material provided is silent on how any incentives package will be offered to local 
government. We consider that the voluntary approach needs to be approached as a 
negotiation with local government, and a clear negotiation strategy should be agreed 
by Cabinet including clear bottom lines and conditions. 
 
The incentives provided should represent the minimum necessary to achieve the 
reforms. Some elements of what is being proposed as incentives are likely to be fixed 
costs, such as providing for the costs of transferring assets to the new water entities, 
will provide very little option for scaling. Other elements, such as cash payments to 
councils, would be variable dependent on what local authorities would be willing to 
accept in order for them to choose to continue with reform. 
 
We strongly recommend that the amount of any cash incentives being given to local 
government be determined through a negotiation process within a defined fiscal 
envelope, with clear parameters aimed at achieving the Government’s reform 
objectives. 
 
This negotiation should take into account that for most local authorities, water assets 
will represent a significant future liability as increasing standards, aging assets and 
climate change will require significant capital investment.  
 
Talking point 

• We recommend that you discuss with your colleagues the need for the upcoming 
Cabinet paper to set out a clear negotiating strategy to arrive at the minimum 
incentives required to achieve participation in the reforms. 

 
...as well as decision points for Ministers to consider when a voluntary 
approach may no longer be appropriate 

The Government may decide to progress with a voluntary approach now, but at certain 
points throughout the process this approach may no longer be appropriate. For 
example, if the requested incentives package is not approved through the Budget 
process, there is a significant risk that the voluntary approach will not succeed. 
 
Similarly, if the voluntary approach leads to a majority of local authorities opting out of 
the reforms, there may not be a ‘critical mass’ of participating councils to create 
successful new water entities. 
 
Talking point 

• We recommend that you discuss with your colleagues the need for the reform 
programme to include concrete decision points in the process where the 
voluntary approach can be reviewed, and changed if it is no longer appropriate. 
The latest point at which this could occur is likely to be May next year. 
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There is significant pressure on an ambitious programme of work 

There is a significant amount of risk in the reform timeframes as currently set out. We 
understand that the Minister of Local Government has set a hard deadline for 
legislation implementing the reforms to be passed before local authority elections in 
October 2022. This provides very little room for timeframes to slip, and requires much 
work to be done in parallel, and is likely to create significant cost pressures for the 
programme. We are aware that the Minister of Local Government has written to you 
requesting a meeting and seeking additional programme funding for the current 
financial year. We are working with DIA officials on this request and can provide you 
with further advice if requested. 
 
Talking point 

• We suggest you discuss with your colleagues how to manage this risk so that 
tight timeframes do not impact on the quality of decisions or the likelihood of 
achieving the programme’s objectives. This could include alternative approaches 
to the final reform legislation being passed before October 2022. 

 
 
 
 
 
 
 
Morgan Dryburgh, Senior Analyst, National Infrastructure Unit (NIU), 
David Taylor, Manager, National Infrastructure Unit (NIU),  
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Joint Local Government briefing 

Hon Nanaia Mahuta     Hon Grant Robertson 
Minister of Local Government  Minister of Finance 
       Minister for Infrastructure 
 

Copy to: Hon Dr Megan Woods 

Minister of Housing 
 

Title: Three Waters Reform Programme: Watercare separation proposal 
update 

Date: 2 December 2020 
 

Key issues 

The Department of Internal Affairs and the Treasury have been working with Auckland Council and 
Watercare Services Limited to identify and consider options for separating Watercare from the 
council in advance of the broader three waters reform programme. This briefing provides an update 
on this work. 

Officials do not recommend proceeding with an accelerated separation of Watercare as it is unlikely 
to deliver material benefits in advance of the wider reform programme and there are significant 
wider programme risks.  

 

Action sought Timeframe  

Note that three options for the potential separation of Watercare have been 
informally tested with Auckland Council, Watercare and rating agencies Standard 
& Poors and Moody’s; 

note that all options would require some form of Crown support;  

agree that any separation of Watercare from Auckland Council proceed as part of 
the wider three waters reform programme;  

note that the Minister of Local Government intends to seek Cabinet agreement 
to provide up to $2 million to Auckland Council to continue engagement with 
Northland and the Three Waters Reform Programme; and 

forward a copy of this briefing to the Mayor of Auckland the Chair of Watercare.  

9 December 
2020 

 
Contact for telephone discussions (if required) 

Name Position  Direct phone line After hours 
phone 

Suggested 
1st contact 

Michael Chatterley  

(DIA) 

Commercial and Financial 
Lead, Three Waters 

Y 

(DIA) 

Richard Water 

(DIA) 

Partnership Director, 
Three Waters 

 

Morgan Dryburgh 

(Treasury) 

Senior Analyst, National 
Infrastructure Unit 

Y 
(Treasury) 

 

Return electronic document to: Victoria.Brauer@dia.govt.nz and Morgan.Dryburgh@treasury.govt.nz 

Ministerial database reference LG202000933 (DIA) & T2020/3638 (Treasury) 

 
 

s9(2)(g)(ii)

s9(2)(g)(ii), s9(2)(k)

20210476 Item 7
Page 55 of 256

mailto:Victoria.Brauer@dia.govt.nz
mailto:Morgan.Dryburgh@treasury.govt.nz


The Department of Internal Affairs 

 Te Tari Taiwhenua 

  Page 2 of 15 

Purpose 

1. In August 2020, the Minister of Local Government and the Minister for Urban 
Development sought advice on whether a separation of Watercare Services Limited 
(Watercare) from Auckland Council could be achieved ahead of the wider three waters 
reform programme [LG202000767 refers]. This advice covered any potential benefits, 
expected work programme and anticipated costs of undertaking such work.  

2. This briefing provides you with an overview and assessment of the options examined, 
and recommends that separation of Watercare from Auckland Council proceed on the 
same path and timeframe as part of the wider three waters reform programme (the 
reform programme).  

Executive summary 

3. On 6 July 2020, Cabinet agreed to a package of $701.940 million to support local 
government investment in three waters infrastructure [CAB-20-MIN-0328.13 refers]. 
Auckland Council was notionally earmarked to receive $148 million of this funding. 
Instead, it was agreed that officials explore the possibility of separating Watercare 
from Auckland Council in advance of the wider reform programme. 

4. Three options were developed for the accelerated separation of Watercare from 
Auckland Council: a ‘commercial’ separation (option one); and two legislative change 
options (options two and three). Although there is little practical difference between 
the legislative options. 

5. All three options have significant limitations in terms of achieving the objectives of an 
accelerated separation, such as improving the debt treatment of Auckland Council and 
Watercare, and furthering the reform programme. Officials do not recommend 
proceeding with an accelerated separation of Watercare for several reasons: 

5.1 The separation is unlikely to deliver material benefits in terms of additional 
debt capacity in advance of the wider reform programme. 

5.2 Any options that would support accelerated separation would require more 
blunt forms of Crown support (such as guarantees), which increases fiscal and 
precedent risks and warrant more careful consideration. On the other hand, 
options that support careful consideration are unlikely to meet the timing 
requirements ahead of the broader reforms. 

5.3 Moody’s already excludes Watercare from its assessment of Auckland Council 
and in how it calculates the debt-to-revenue ratio for Auckland Council. The 
primary basis for Moody’s exclusion is that Watercare is considered a ‘self-
supporting’ entity when applying their ratings methodology. 

5.4 Successful separation would not result in any benefit to Auckland Council on its 
overall rating, or give it any further headroom in the debt-to-revenue 
calculation from a Moody’s perspective. 

5.5 The time it would take to give effect to an early separation through legislation 
would not provide benefits significantly earlier than the wider reform 
programme. 

5.6 The separation may undermine wider efforts to the reform sector, such as 
engagement with Northland councils on a potential upper north island water 
services entity. 
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5.7 Progressing any of the options would place significant additional time and 
resource pressure on the existing reform programme, which is already 
operating within tight timeframes. 

6. Nonetheless, the exercise has been useful and supported the Department of Internal 
Affairs (the Department) with analysis on entity and legislative design for the wider 
reform programme.  

7. Auckland Council has also been engaged with the reform programme, including as a 
member of the Three Waters Reform Programme Joint Steering Committee. The 
council has also undertaken preliminary discussions with Northland councils about a 
multi-regional water services entity. Officials recommend offering financial support to 
the council to support their engagement with the reform programme and Northland 
councils.  

8. The paper notes that the Minister of Local Government intends to seek up to  
$2 million from the tagged operating contingency Three Waters Infrastructure 
Investment and Service Delivery Reform Programme to support Auckland Council with 
these discussions.  

Background  

The reform programme and stimulus funding 

9. The reform stimulus funding was designed to support economic recovery post COVID-
19 and address persistent systemic issues facing the three waters sector. This is 
through a combination of stimulating investment, through job creation, and 
maintaining investment in water infrastructure renewals and maintenance.  

10. Reforming current water service delivery into larger scale providers will realise 
significant economic, public health, environmental, and other benefits. Balance sheet 
separation is an important aspect of the reform programme.   

11. However, of equal importance is ensuring that other objectives of the reform 
programme are met. These include the establishment of publicly owned water entities 
that have clear, independent, governance arrangements, and a financially sustainable 
structure that delivers three waters infrastructure and services to the requisite 
standard. 

12. As part of the reform programme funding, Cabinet and delegated Ministers made 
available $702 million for the reform programme this year. The funding included a 
$523 million stimulus package for local authorities to invest in three waters service 
delivery and infrastructure. 

Stimulus funding and Auckland Council 

13. Auckland Council is the only local authority not to receive a stimulus package, although  
$148 million was notionally earmarked for Auckland.  

14. Instead, the Minister of Local Government, the Minister for Urban Development and 
the Mayor of Auckland agreed to explore separating Watercare from Auckland Council 
in advance of broader three waters programme1. Auckland’s previous experience with 

                                                      
1 The Minister of Local Government and the Minister for Infrastructure met with the Mayor of Auckland on 04 

August 2020 (via Zoom) to discuss an alternative to direct fiscal stimulus. 
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aggregation of water service delivery puts it closer to some of the reform objectives 
than most other regions.  

15. This approach aligned with a key reform objective – to separate water assets and 
liabilities from existing council balance sheets and enable new multi-regional water 
entities to make independent investment decisions and borrow on their own.  

16. Separation has appeal to Auckland Council and Watercare, who are currently 
constrained by various financial covenants that are limiting their ability to fund and 
finance infrastructure needs. Preliminary analysis by officials, based on Standard and 
Poor’s (S&P) rating methodologies, suggested that separation could provide additional 
debt headroom of up to $1 billion to Watercare, and $1.2 billion to Auckland Council.  

Options 

17. Officials from the Department and the Treasury developed three potential options to 
test the benefits and feasibility for the accelerated separation of Watercare, which 
were informally tested with Auckland Council, Watercare and S&P: 

17.1 option one: a ‘commercial’ separation 

17.2 options two and three: legislative change 

18. A detailed description of the features that make up each option is included as 
Appendix A. 

19. Officials consider all three options would not achieve the benefits of accelerating the 
separation of Watercare.  

20. There is a trade-off present in all options between the speed at which they could be 
implemented and the fiscal and precedent risks to the Crown. Any additional debt 
headroom for Watercare would need to be delivered sufficiently in advance of broader 
reform programme to deliver benefits. Option one, which may achieve separation in a 
shorter timeframe, would require more comprehensive Crown support. This is likely to 
set a precedent for the wider reform programme, as well as give rise to fiscal risks if 
Crown support is not carefully considered.  

21. The other options considered would likely reduce the fiscal risk to the Crown and 
create less precedent, but would not deliver material benefits sufficiently far in 
advance of the wider reform programme. 

22. All of the options considered would place significant additional time and resource 
pressure on the existing reform programme, which is already time sensitive and 
operating within tight timeframes. 

Status-quo reform programme (preferred option) 

23. Officials’ preferred option is to suspend further work on the accelerated separation of 
Watercare, and instead focus on how Auckland will be incorporated in the wider multi-
regional reform programme.  

24. Ministers have already indicated to the Mayor of Auckland that Auckland needs to 
consider a multi-regional water service delivery partnership with Northland. A portion 
of stimulus funding held in contingency could be used to help manage transitional and 
cross-subsidisation concerns raised, as referred to in paragraphs 7 and 8, above.  

25. Not proceeding with the accelerated separation means any potential financial benefit 
to Watercare may not be realised ahead of the reform programme. However, this 
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needs to be considered in the context of the wider reform programme. Continuing on 
the current reform path will ensure officials are focussed on the reform objectives and 
will not create challenging competing timelines. 

Option one: commercial separation 

26. Option one involves a commercial separation of Watercare from Auckland Council with 
no legislative changes, offering the greatest potential timetable advantages (estimated 
implementation no earlier than June-September 2021). However, it offers no 
advancement on the wider reform programme as a similar no-legislation model is not 
a feasible outcome for multi-regional water services entities.  

27. To overcome the link between Auckland Council and Watercare (to break the ‘legal 
and moral’ recourse) the Crown would need to be put in front of Auckland Council for 
all liabilities. Auckland Council and Watercare would be able to enter into commercial 
or contractual arrangements on matters such as insurance and agreeing a price path. 

Comment 

28. While this option provides some immediate opportunities, it also potentially runs the 
risk that the credit rating outcome sought may not be achieved as the commercial 
separation without legislation is difficult to prove. At a minimum, substantial Crown 
support would be required to attempt to trigger the needed change in rating agency 
treatment. However, even with greater Crown support, S&P has indicated the 
intended outcome of a separate rating treatment may not be achieved. This option is 
therefore unlikely to deliver on one of the main reform objectives of accelerated 
separation. 

Options two and three: legislative change 

29. Options two and three both involve legislative change to give effect to accelerated 
separation of Watercare and Auckland Council – whether through targeted “surgical” 
amendment of key provisions (option two) or more comprehensive reform of 
legislation to establish new governance arrangements, and address planning and 
strategy, pricing and charging, and consumer protections (option three). 

Comment 

30. Neither option is straightforward. Because legislation relating to Watercare is 
embedded across local government legislation, a quick and “surgical” amendment of 
key provisions to separate Watercare is not possible. The policy and drafting required 
will be complex – in effect, many of the decisions required to separate Watercare also 
arise for the broader reform programme. We have obtained independent legal advice 
on the amendments required from our legal advisors – this is summarised below.  

31. To separate Watercare from Auckland Council, policy decisions and legislation would 
need at minimum to deal with the following issues: 

31.1 Ownership and governance – Watercare would need to be established as an 
independent statutory entity, with protections to ensure it could not be sold 
into private ownership (in whole or part). The existing requirement for local 
government to maintain ownership and control of water services would have 
to be addressed.   
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31.2 Iwi/Māori relationship – consideration would need to be given to engagement 
with iwi and Māori about the future ownership and governance of Watercare 
to ensure they were not locked out of the outcome in perpetuity. 

31.3 Planning and strategy – decisions would need to be made about how Auckland 
Council maintains control over Watercare’s planning and strategy to ensure 
that overall spatial and urban development remains co-ordinated following 
separation. At present, planning and strategy is hardwired into detailed 
provisions across local government legislation. 

31.4 Pricing and charging – the statutory basis for Watercare’s ability to charge 
consumers, along with controls on the price of its services, is spread across 
local government legislation and will be particularly difficult to disentangle.  
Effectively, Auckland Council sets controls through its planning processes. Both 
pricing, charging and overall controls to protect consumers will need detailed 
policy decisions and legislation. 

31.5 Accountability – new provisions would be required to ensure that Watercare 
had the right corporate and performance reporting requirements, which were 
transparent and publicly available. Again, existing arrangements are hardwired 
into detailed provisions across local government legislation. 

Note: This is not an exhaustive list –detailed policy work would be required to achieve any 
balance sheet separation. 

32. There is a risk that, if separation of Watercare occurs in advance of the broader reform 
programme, the political and practical dynamics will result in new arrangements for 
Watercare that are quite different to the ultimate result for the remainder of local 
government. This would create difficulties, both in terms of the broader reform 
programme, and over generations given the size of Watercare and its monopoly status. 

33. Legislative change will be resource intensive. Given the scope of policy decisions and 
likely complexity of legislation, the time to complete this will be very similar to the 
broader reform, losing any early mover advantage. 

34. Ultimately, the result would be two Bills in Parliament, and potentially before select 
committee (one for Watercare, and one establishing entities for the remainder of local 
government) at the same time. This would pose significant risks to the broader three 
waters reform programme and may create public confusion during the submissions 
process. 

Potential benefits 

Potential benefits to Auckland Council 

35. Structural separation would enable Auckland Council and Watercare to have access to 
more capital. Currently, Watercare’s stand-alone forecast debt-to-revenue ratio is 
higher than the Auckland Council group ratio. To accommodate Watercare borrowing, 
Auckland Council must limit its borrowing in other areas, restricting their ability to 
invest in Auckland. Watercare also, by implication, moderates its capital programme.  

36. Auckland Council is expected to be able to borrow up to $1.2 billion more following 
financial separation than it otherwise would have (in peak Watercare borrowing years) 
based on Auckland Council’s internal ceiling / S&P methodology. This is illustrated by 
Figure 1, overleaf.  
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Figure 1: Watercare stand-alone/Auckland Council forecast debt to revenue ratio (LHS) and 
potential additional Auckland Council borrowing following separation (RHS) 

 

Source: Auckland Council, Watercare data and DIA’s calculations. 

Potential benefits to Watercare  

37. As a water utility, Watercare would not be expected by credit rating agencies or 
investors to be subject to the same debt to revenue limit as Auckland Council. 
Separation could allow Watercare to progress its capital expenditure programme 
unimpeded from Auckland Council’s borrowing constraints, enabling it to up to $1 
billion more in the medium term. This additional headroom, and the ability to borrow 
directly without council constraints, could be used to support several government 
infrastructure and reform objectives.  

38. As above, Moody’s already considers Watercare a ‘self-supporting’ entity, so an 
accelerated separation would have no impact on Moody’s assessment.  

Potential benefits to the Crown 

39. Accelerated separation could benefit the advancement of the wider reform objectives 
and demonstrate progress on the reform. The legislative options would provide 
valuable lessons for the reform, with option three potentially offering a legislative 
framework that could be used as a model for the proposed multi-regional water 
services entities.  

40. Once separated, Watercare would also have more flexibility to contribute to the 
reform objectives by utilising its experience and capability to undertake the significant 
improvements required outside of the Auckland region. 

41. Watercare’s accelerated separation could provide an opportunity to test the rating 
agencies’ level of comfort with separated water entities and the required Crown 
support to ensure that the model that is ultimately adopted for the multi-regional 
entities achieves the desired borrowing capabilities. 

Risks 

42. There is a risk that, by running a separate process that solely benefits Auckland Council 
and Watercare, other councils will be disenfranchised from the reform process. 
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43. There is also a possibility that Auckland Council, having not received any fiscal 
incentive from the stimulus package, will have little inducement to meaningfully 
engage in the accelerated separation. 

44. If legislative change is required to give effect to accelerated separation, the scope of 
the policy decisions required means the result will likely be two bills in Parliament, and 
potentially select committee (one for Watercare, and one establishing entities for the 
remainder of local government) at the same time. This will pose significant risks to the 
broader three waters reform programme and may create public confusion during the 
submissions process. 

45. Officials consider the potential advantages of continuing with the accelerated 
separation programme are limited and uncertain when assessed alongside the 
potential challenges an accelerated separation may create for the wider reform 
programme.  

Options analysis 

46. While financial benefits can be quantified, and are prima-facie favourable, there are 
other considerations that should be explored, as outlined in Table 1 below. 

Table 1: Options consideration 

Consideration Description 

Balance sheet / rating 
agency outcome 

• The underlying rationale for Watercare acceleration is to free up balance 
sheet capacity for Auckland Council / Watercare. The benefit from the 
potential increase in financing needs to be well understood, including 
identification of what the additional financing will be used for.  

• The quantum that is ‘freed up’ needs to be meaningful and deliver value 
to Auckland Council / Watercare / Crown. 

• The certainty of the balance sheet outcome differs depending on the 
specifics of the structure (e.g. level of Crown guarantee and degree of 
Watercare vs Auckland Council control). 

• How to deliver certainty that any additional balance sheet capacity is 
utilised. 

Reform programme 
contribution  

• The extent to which the structure is consistent with the expected long-
term Water Reform structure and therefore helps to resolve commercial 
or policy issues. 

• Options that are substantially different from the direction of the wider 
reform programme are likely to make the early separation less attractive. 

• There is also risk of creating precedent that local authorities may see as a 
better outcome. 

Ongoing participation 
incentives 

• Watercare’s scale and experience means their inclusion in future water 
entities is important to the delivery of the water reform objectives. 

• This issue considers the incentives on Auckland Council and/or Watercare 
to participate in future amalgamation. 

Issues with achieving a 
legislative change / 
durability of solution 

• It has been acknowledged that for Watercare acceleration to have the 
merit, it needs to be sufficiently accelerated from the water reform 
timetable. This is particularly difficult for options involving legislation. 

Crown support • To overcome or break the ‘legal and moral’ recourse link between 
Auckland Council and Watercare, the Crown would need to be put in front 
of Auckland Council for all liabilities. 

• Level and type of Crown support appropriately balances costs, risks and 
benefits. 

Ongoing administration 
burden 

• Administrative burden for Auckland Council and Watercare kept to a 
minimum (noting full water reform to come). 
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Consideration Description 

Upfront administrative 
burden 

• The work programme and tasks required to achieve early separation need 
to be clearly defined to ensure that all parties can progress with a clear 
understanding of the requirements from parties involved (Auckland 
Council, Watercare, and the Crown). 

47. Officials have examined the three options against the above considerations and have 
weighted the alignment of each option with the considerations in Table 2, below. 

48. While the legislative options have greater alignment, they do not present a convincing 
case for proceeding with accelerated separation. Further, the legislative timetable for 
these options creates a direct clash with the broader reform programme, which will 
pose significant risks and create public confusion. Option one has been assessed as 
having the least alignment with the considerations and, except for some benefits 
regarding the timetable, does not present any significant advantages. 

Table 2: Consideration alignment 

* The higher the score the more favourable the option has been weighted as aligning with the 
consideration (1 = minor alignment; 2 = some alignment; 3 = significant alignment). Option 
four has not been assessed as the features of the full reform solution are still being 
determined. 

Effect of dual rating on potential benefits 

49. Our analysis to date has focussed on estimating the additional borrowing capacity for 
Auckland Council and Watercare based on S&P’s rating methodology.  

50. Based on S&P methodologies and ‘pre-COVID’ council financial forecasts, the 
Department previously estimated that successful separation could make up to  
$1.2 billion of additional borrowing headroom available to Auckland Council (while 
maintaining its internal debt to revenue ceiling) and up to $1.0 billion to Watercare. 
Subsequent work with Auckland Council, Watercare and S&P has confirmed this level 
of potential benefit could be achieved from separation.  

51. However, Auckland Council is also rated by Moody’s, which has a different 
methodology to S&P2.  

                                                      
2 Note, Auckland Council is the only council to carry a rating from Moody’s. 

Considerations Commercial (Option 1) Legislative (option 2 & 3)  

Balance sheet outcome (30%) 
(1) (2) 

Reform programme contribution (10%) ✘ (0) ✘ (0) 

Ongoing participation incentives (10%) 
(1) (2) 

Timetable advantages (5%) 
(2) ✘ (0) 

Enduring solution (10%) 
(1) (3) 

Crown support required (25%) 
(1) (2) 

Ongoing administration burden (5%) 
(1) (2) 

Upfront administrative burden (5%) 
(1) (2) 

Weighted score (0-3) 0.95/3 1.80/3 
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52. Moody’s already excludes Watercare from its assessment of Auckland Council and its 
calculation of the debt to revenue ratio for Auckland Council. The primary basis for 
Moody’s exclusion is that Watercare is considered a ‘self-supporting’ entity when 
applying their ratings methodology. 

53. Successful separation would not result in any benefit to Auckland Council on its overall 
rating, or give it any further headroom in the debt-to-revenue calculation from a 
Moody’s perspective.  

54. Department officials considered advice from its commercial advisers and Auckland 
Council on whether it may be appropriate for the Council to move to a single rating. In 
considering whether to move to a single rating, we note that: 

54.1 Auckland Council’s international bonds are rated by both Moody’s and S&P, 
and dropping Moody’s rating may: 

54.1.1 raise questions for investors (and potentially S&P); and 

54.1.2 be considered an event of default (untested). 

54.2 Auckland Council’s treasury policy requires it to maintain at least two long-
term credit ratings. 

54.3 Moody’s may continue to shadow rate Auckland Council for a period and this 
may be available to investors. 

S&P’s informal feedback on options 

55. Officials from the Department have informally tested the options with S&P to establish 
whether any of the proposals would achieve a separate rating treatment. S&P has 
provided clear direction that Watercare would be considered on Auckland Council’s 
balance sheet, as long as there are any guarantees or shared financial facilities or 
considerations in place from the Council.  

56. Even with the proposed legislative measures (options two and three), S&P would likely 
continue to consider that Auckland Council’s responsibility to Watercare, as a key 
public service provider to its rate-paying base, would be significant. 

57. This hinders the achievability of a separation of balance sheets without significant 
Crown intervention. This may include guarantees demonstrating a lessening of 
relationship with Auckland Council and a strengthening of relationship with the Crown. 
Ultimately, S&P will look for financial independence and sustainability to assess 
whether an entity such as Watercare is self-supporting.  

58. The Treasury has not yet assessed what implications a guarantee could have on the 
Crown accounts. However, we note that any guarantee provided to Watercare to 
achieve early separation may need to be stronger than that provided for under the 
wider reform proposal. This may set an undesirable precedent or constrain the future 
decision pathway for the wider reform programme.  

Relationship to the wider reform programme 

59. While there are limited financial/balance sheet benefits to Auckland Council from 
separating Watercare from its balance sheet, these should not be considered 
indicative of the financial benefits of the wider three waters reform programme. 

60. This is because Auckland Council is the only council to carry a rating from Moody’s. 
Furthermore, the proposed water services entities are expected to have greater debt 
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capacity than councils – as a regulated utility, they would not face the same debt-to-
revenue covenants as councils currently do. 

Preferred option 

61. Officials from the Department recommend suspending work on an accelerated 
separation of Watercare. This recommendation is based on the above considerations 
of the potential costs, risks and benefits of an accelerated separation work 
programme, and the already ambitious timeline of the wider reform programme.  

62. Based on feedback from S&P, the accelerated work programme may not successfully 
achieve the intended outcome of a separate rating agency treatment of Watercare. 
Meanwhile, it could raise several additional challenges for the wider reform 
programme, including adding to an already ambitious legislative timetable.  

63. There is a risk that, if separation of Watercare occurs in advance of broader reform 
programme, the political and practical dynamics will result in new arrangements for 
Watercare that are quite different to the remainder of local government. This may 
create difficulties both in terms of the broader reform programme, and over 
generations given the size of Watercare and its monopoly status. 

64. Auckland Council officers have indicated that option one is the most feasible due to 
timeline advantages. However, based on rating agency feedback, the lack of formal 
separative measures may mean a separate treatment by S&P would not be achieved, 
resulting in no borrowing advantage through an accelerated separation. 

Auckland Council position  

65. Officials from the Department have only informally tested the options with Auckland 
Council officers, and as such this advice does not represent Auckland Council’s 
position. Nor have the options been canvassed with elected members. Council officers 
will look to brief Auckland Council formally once Ministers have had the opportunity to 
consider the options and officials’ recommended way forward.  

66. Council officers note that none of the options would provide any additional debt 
headroom for Auckland Council. This a result of Moody’s already excluding Watercare 
when assessing Auckland Council’s credit rating. It is noted that the potential 
additional headroom for Watercare (of approximately $1 billion) would be a benefit to 
Auckland Council Group and to Auckland.   
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Recommendations 

We recommend that you: 

a) note that officials from the Department of Internal Affairs, the
Treasury, Auckland Council and Watercare Services Limited assessed
three options for the accelerated separation of Watercare, but none of
these would achieve the benefits sought;

b) note that officials consider that all three options create risks to the
wider three waters reform proposal, and are unlikely to be achievable
ahead of the wider reform timeline;

c) agree to consider the balance sheet separation of Watercare from
Auckland Council as part of the wider three waters reform programme;

Yes/No 

d) note that Auckland Council has begun discussions with Northland
councils on a multi-regional water services entity and is engaged with
the reform programme;

e) note that the Minister of Local Government intends to seek Cabinet
agreement to allocate up to $2 million of stimulus funding to Auckland
Council from the tagged operating contingency Three Waters
Infrastructure Investment and Service Delivery Reform Programme to
support its engagements with the Northland councils and three waters
reform programme; and

f) forward a copy of this briefing to the Mayor of Auckland, Hon Phil
Goff, and the Chair of Watercare Services Limited, Margaret Devlin.

Yes/No 

Richard Ward   David Taylor 
Partnership Director, Three Waters   Manager, National Infrastructure Unit 
Department of Internal Affairs       The Treasury 

Hon Nanaia Mahuta Hon Grant Robertson 
Minister of Local Government Minister of Finance 

Minister for Infrastructure 

 /  /       /        / 

/

06 12 2020
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Appendix A: Separation option features 
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Extract from: Cabinet Committee Briefing T2020/3673:Briefing for Cabinet Business 
Committee, 09 December 2020 
 
Progressing the Three Waters Service Delivery Reforms  
Hon Nanaia Mahuta, Minister of Local Government 
Treasury contact: Morgan Dryburgh                  
Sign out contact: David Taylor  
Description:   This paper seeks agreement to continue a voluntary approach to the Three Waters Reform 
Programme, agreement to the timetable for reform, and agreement to progress legislation to enable the 
voluntary approach to occur within the proposed timetable. It also seeks agreement to fund programme 
costs of the Reform Programme from the tagged operating contingency Three Waters Infrastructure 
Investment and Service Delivery Reform Programme. 
Comments:  
The Treasury is supportive of the reform programme and its objectives, and we are keen to ensure that an 
appropriate level of information is available to Ministers about the potential costs and benefits of the 
different approaches to progressing the reforms. 
The Treasury was consulted on a draft of this paper that did not include estimates of the potential costs and 
benefits of the reforms beyond programme costs for the current and next two financial years. 
The paper has now been updated to indicate that DIA estimates the cost of transition to new water entities 
could cost up to $100 million, and an incentives package, which the paper states would be necessary to 
achieve a voluntary approach to reform, could cost between $1 and $1.5 billion. We note that the potential 
cost of equalising any adverse effects on councils, such as stranded assets, have not been estimated in the 
paper, which could be an additional cost of reform. 
Treasury Recommendation  
We recommend that MoF support the paper, but note that the voluntary approach to reform may need to be 
revised when substantive policy decisions are presented to Cabinet in May 2021, specifically moving to a 
mandatory approach, depending on the amount of funding available to the Reform Programme through 
Budget 2021. 
Fiscal Implications  
DIA notes that the voluntary approach to reform is likely to cost the Crown between $1.1 billion and $1.6 
billion total operating over the forecast period, for the costs of transition and financial incentive payments to 
councils. This funding is likely to be sought through Budget 2021, subject to receiving an invitation to submit 
an initiative. The paper seeks agreement to continue the voluntary reform approach, subject to funding 
being made available through Budget 2021. There is a risk that publicising the voluntary approach creates 
greater expectations of funding being provided by the government through Budget 2021. We consider that a 
mandatory approach could be adopted by the Government as an alternative to the voluntary approach, 
which could allow the reforms to be achieved at a significantly lower fiscal cost but potentially at a greater 
cost to the Crown's relationship with local authorities. Ministers will have an opportunity to consider whether 
to continue with a voluntary approach in May 2021, when substantive policy decisions on the reforms are 
presented to Cabinet. 
The paper also seeks agreement to appropriate $9 million operating funding in 2020/21 to meet increased 
programme costs in 2020/21 for the Department of Internal Affairs and to commence a publicity campaign 
for the reforms. This funding would be charged against a tagged contingency, established as part of the 
COVID-19 Response and Recovery Fund July Package, which has unallocated funding remaining. This 
represents a total increase of DIA’s programme costs by 87% over a 6 month period, however we 
understand that it is necessary to appropriate this additional funding for 2020/21 to ensure the ongoing 
delivery of the programme. 
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Funding source Three Waters Infrastructure Investment and Service Delivery Reform Programme 
Operating $m Capital $m 
20/21 21/22 22/23 23/24 24/25 & 

outyears 
20/21 21/22 22/23 23/24 24/25  

9.000          
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Reference: T2021/269     SH-11-5-3 
 
 
Date: 11 February 2021 
 
 
To: Minister of Finance (Hon Grant Robertson) 
 
 
Deadline: None 
(if any) 
 
 
Aide Memoire: Three Waters Ministers meeting - 15 February 
2021 

You are attending a Three Waters Reform Programme Ministers meeting on 15 
February 2021.  
 
This aide memoire provides you with advice on the topics that Ministers are being 
asked to discuss, and suggests questions you may wish to ask during the meeting. 
This advice also includes the views of the New Zealand Infrastructure Commission, Te 
Waihanga, as the government’s primary advisors on infrastructure policy.  
 
Both the Treasury and Te Waihanga remain broadly supportive of the new direction to 
reform agreed by Cabinet in late 2020, particularly the ‘opt out’ approach. We are also 
pleased to see economic regulation included and a commitment to fewer water entities 
in order to achieve scale. 
 
Incentives package 

The incentives package should be informed by what success looks like 

The Department of Internal Affairs (DIA) has proposed a package of financial and non-
financial incentives to encourage councils to not opt out of the reform programme 
through the voluntary approach. This has been submitted as an initiative through 
Budget totalling $370m opex and $872m capex over the forecast period, although we 
understand the capital amount could be sought as a repayable Crown loan, which 
could be fiscally neutral depending on the repayment timeframe. 
 
There remains a lack of clarity about the quantum of funding required to achieve 
Ministers’ outcomes under a voluntary approach, and whether incentives structured as 
a repayable Crown loan will be sufficiently attractive to the local government sector. 
This presents some challenges in respect of agreeing the incentives package through 
the Budget process. We are discussing this with DIA. 
 
Any financial incentive should be considered as the cost of the voluntary approach. DIA 
has not defined what success in a voluntary approach looks like (e.g. 75% of councils). 
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It is therefore difficult to determine whether the proposal will be effective e.g. if 100% of 
councils are required, then under the voluntary approach there is a risk that no amount 
of funding could achieve the objective.  
 
We consider Ministers should agree what the minimum conditions are for success of 
the voluntary approach, and under what conditions a mandatory approach might be 
considered. 
 
Te Waihanga has expressed the view that now that Cabinet is proposing an ‘opt out’ 
approach whereby the disincentives of not participating are much clearer, there is a 
much weaker rationale to persevere with a second financial incentive conditional on 
participation in the reforms. The disincentives from not participating, such as the 
increased challenges for councils meeting regulatory requirements and ongoing debt 
constraints, ought to be compelling enough reasons to participate. 
 
You may wish to ask: 
• What would successful reform look like in terms of the number of councils opting 

in (either per entity or overall)? 
• Is there a minimum ‘opt in’ target in place that would allow us to achieve the 

benefits of reform? E.g. minimum population coverage, minimum capital asset 
base, etc. 

• What is the likely reaction of the local government sector to the Crown loan 
approach? What are the risks of using this approach for each of the elements of 
the financial incentives? 

• What would an alternative approach look like, if it appeared the voluntary 
approach to reform had a high probability of not achieving success? (e.g. 
increased incentives, adoption of a mandatory approach) What impact would any 
alternatives have on the timeframes for reform? 

 
Upcoming engagement with local authorities 

DIA will shortly engage with the sector on preliminary proposals…. 

We understand that the material will contain discussion of options for entity form, 
governance, and scenarios of entity numbers of 2, 4, 8 and 13 entities.  
 
We have concerns with this approach, as it may not immediately be clear why some of 
the larger number of entity scenarios (8 or 13) are being put forward, when Cabinet has 
clearly indicated a goal of a small number of entities. 
 
Additionally, and consistent with previous advice, Te Waihanga would like the material 
to consider the case for a single water entity, as many high-performing overseas 
jurisdictions have opted for a single water entity. Domestic experience also shows that 
single entity utility providers, such as Transpower (transmission) and NZ Transport 
Agency (State highways), can be very effective. While having more than one entity 
enables performance to be benchmarked between entities within New Zealand, 
benchmarking could also be achieved by comparing performance with overseas 
jurisdictions, such as the Australian states and territories.  

20210476 Item 9
Page 73 of 256



 

Treasury:4416410v1  3 

 
We consider that the concerns of both the Treasury and Te Waihanga would be 
addressed if the material for engagement with the sector is clear about the factors 
influencing the range of options being considered, and why analysis has discounted 
particular entity configurations. 
 
…which is likely to set expectations and constrain choices 

The options communicated to the sector as part of this engagement will set 
expectations for the range of options from which Ministers will ultimately make 
decisions.  
 
Given the limited information provided about what will be communicated to the sector, 
we strongly recommend that you request to review and comment on the material for 
discussion with local government before it is released. 
 
You may also wish to ask:  
• What further analysis has been carried out on the case for one water entity? 
• What is DIA’s strategy for engagement with the sector, particularly in relation to 

issues where they receive strong pushback from local government? 
 
Stormwater 

You are also being asked to indicate comfort with the proposal to include responsibility 
for stormwater infrastructure in the scope of the new water entities, alongside drinking 
water and wastewater. 
 
Te Waihanga strongly supports transferring stormwater responsibility to the new water 
entities. This will mean stormwater provision can benefit from greater economies of 
scope and scale, which is critical to better service delivery outcomes – and avoids the 
diseconomies of scope and scale that councils will be left with if they are to manage 
stormwater alone. 
 
The Treasury considers that, at a principled level, the inclusion of stormwater within the 
scope of the new water entities is likely to be necessary to address current challenges 
around the provision of stormwater infrastructure and the limitations that places on 
housing supply. 
 
 
Morgan Dryburgh, Senior Analyst, National Infrastructure Unit (NIU), 
David Taylor, Manager, National Infrastructure Unit (NIU),  
 

s9(2)(k)
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Treasury Report:  Budget initiative - Transforming three waters service 
delivery for New Zealanders 

Date:   9 March 2021 Report No: T2021/426 

File Number: SH-11-5-3 

Action sought 

  Action sought  Deadline  

Minister of Finance 

(Hon Grant Robertson) 
 
 

Note that the Treasury has 
recommended scaled funding for the 
Budget 2021 initiative Transforming 
three waters service delivery for 
New Zealanders 

Agree to the Treasury’s 
recommended approach of 
addressing the majority of funding 
for the reforms outside of the Budget 
2021 process 

Agree to meet with the Minister of 
Local Government to discuss the 
initiative and the wider Three Waters 
Reform Programme 

15 March 2021 

Contact for telephone discussion (if required) 

Name Position Telephone 1st Contact 

Morgan Dryburgh Senior Analyst, 
National Infrastructure 
Unit (NIU) 

✓ 

David Taylor Manager, National 
Infrastructure Unit (NIU) 

 

Minister’s Office actions (if required) 

Return the signed report to Treasury. 
 
Note any 
feedback on 
the quality of 
the report 

 

 
Enclosure: No 

s9(2)(g)(ii)s9(2)(g)(ii), s9(2)(k)
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Treasury Report:  Budget initiative - Transforming three waters service 
delivery for New Zealanders 

Executive Summary 

There is a timing mismatch between Budget 2021 decisions and the complex and inter-
related decisions that Ministers will make on the Three Waters Reform Programme (the 
Reform Programme).  
 
This timing mismatch risks closing off sensible options for funding the Reform Programme, 
as you will have made decisions on the Budget package by the time decisions on the Reform 
Programme are being made. 
 
The Treasury is broadly supportive of the Reform Programme as a way to address 
infrastructure challenges 
In June 2020, Cabinet agreed to the Three Waters Reform Programme. It is intended that the 
Reform Programme will improve the efficiency and effectiveness of three waters service 
delivery, and achieve a greater ability to deliver enabling infrastructure to support growth. In 
order to meet this objective, it is likely the Programme will see ownership of Three Waters 
assets move from local authorities to a small number of entities that are self-financing and 
have high levels of asset management capability and capacity. The Treasury is broadly 
supportive of the Programme. 
 
DIA has submitted a Budget 21 initiative for departmental costs, entity transition 
costs, and a financial incentive package 
In December 2020, Cabinet agreed to continue with a voluntary approach to the reforms, 
subject to sufficient funding being made available through the Budget process. The Minister 
of Local Government then requested to submit an initiative for the Reform Programme for 
consideration as part of Budget 2021.  
 
The Budget 2021 initiative Transforming three waters service delivery for New Zealanders 
seeks funding to support the delivery of the Three Waters Reform Programme of: 
 

a) Departmental programme costs ($24.500 million total operating over the forecast 
period); and 

 
b) Entity transition costs ($281.600 million total operating over the forecast period); 

and 
 

c) A financial incentive package ($872 million total capital and $64.190 total 
operating over the forecast period). 

 
The Treasury has recommended scaled funding of this initiative of $14.500 million total 
operating over the forecast period, to meet DIA’s departmental establishment, 
implementation and transition costs in 2021/22 only. 
 
In parallel to this initiative, DIA is developing a package of non-financial incentives to 
encourage participation in the reforms. Combined with the fact that the councils that 
participate will likely avoid significant future costs of water infrastructure investment, and the 
$523 million already provided by the Crown to local authorities for the first phase of the 
Reform Programme, a number of local authorities may be willing to participate in the reforms 
without the need for a significant additional financial incentive. However, DIA has not been 
able to have sufficiently robust discussions with the sector to understand local authorities’ 
actual negotiating position.  
 

20210476 Item 10
Page 76 of 256



 

T2021/426 Budget initiative - Transforming three waters service delivery for New Zealanders Page 3 

 

We also understand that DIA is developing a new proposal indicating potentially higher costs 
of reform. The indicative costs of this proposal are in the region of $2.34 billion total costs, 
which could be allocated between Crown operating funding, or loans to the entities.  
 
Due to a timing mismatch, the Treasury recommends limiting Budget 21 commitments 
to scaled departmental costs and making substantive funding decisions once you 
have more information 
As you consider transition costs and financial incentives in Budget 21, you have limited 
information regarding the Reform Programme. For example, DIA have indicated that 
comprehensive information to inform the structure of an incentives package cannot be 
provided until advice about the number and boundaries of the water services entity has been 
developed and considered by Ministers. This is likely to be complete by the end of March. 
 
The Treasury considers essential information for developing an incentives package needs to 
include a definition of success, an assessment of the minimum funding required for the 
reform, discretionary funding options, clear cost/risk attribution, and a strategy for eliciting 
willingness to participate from local authorities. In the absence of this information, there is 
material risks that the scale and structure of the funding either fails to achieve the outcomes 
desired through the Reform Programme (for example through a high number of local 
authorities choosing to opt-out) or represents poor value for money. 
 
This information will not be available until after Budget decisions are made. Cabinet 
decisions on key elements of the Reform Programme will not be sought until May 2021, 
including number and shape of entities, and necessary level of participation from local 
authorities. Cabinet is scheduled to make final decisions on the Budget package on 12 April 
2021. This mismatch in timing means that you will have likely already made decisions on the 
Budget package by the time decisions on Three Waters Reform are being made.  
 
Given the size and significance of the reforms and their potential benefits, we want to ensure 
that all choices in relation to funding the costs of reform remain open to you, that you have as 
much information as possible about all the costs associated with the reforms, and that the 
mismatch in timing between the Reform Programme and Budget does not prematurely close 
off sensible options. 
 
There are options for funding the reform costs that would not require a commitment 
through Budget 2021… 
The Budget initiative seeks to fund discretionary financial incentives for local authorities from 
interest free loans between the Crown and the water entities. The money from these loans 
would be paid upfront to local authorities. Over time the water entities would then repay the 
Crown. 
 

 
… including options for progressing the decision to commit any Crown funding… 

If, following the further advice from DIA on potential funding packages, you decide that some 
amount of Crown funding is justified or required, there are a range of options for providing 
that funding. 
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a) Funding could be agreed as a pre-commitment against Budget 2022. This is the 
Treasury’s recommended approach, and would provide you with the greatest 
flexibility in working with the local government sector to determine the minimum 
Crown funding necessary to achieve the reforms, without constraining your 
choices through Budget 2021. However it would constrain your choices through 
Budget 2022 by reducing the available allowances. 

 
b) You could set aside funding in Budget 2021 in a tagged contingency. The amount 

set aside would need to be an estimate of costs, due to the current lack of 
information. This would constrain your ability to allocate funding through the 
Budget to other priorities. 

 
c) A combination of these options could also be used to spread funding across 

Budgets 21 and 22, although any funding commitment in Budget 21 would suffer 
from the same uncertainty as option b. 

 
But no matter the option chosen, a good strategy is the key to success 
Understanding the position of local authorities regarding the reforms will be key to many of 
the trade-offs that you will need to make, for example whether to continue with the voluntary 
approach, or the amount of any financial incentives. We consider that the government should 
develop an iterative strategy for engaging with local authorities that elicits their willingness to 
participate in the Reform Programme in relation to a range of scenarios. In order to be 
effective, this strategy will need to be informed by a clear view on what success looks like. 
 
The key elements that Ministers will need to revise through engagement will be the number 
of water services entities, the amount of funding the Crown is willing to contribute towards 
the transition, and the decision between a voluntary and mandatory approach. 
 
Ministers will need to consider trade-offs between these three facets of the approach in order 
to ultimately develop water entities that achieve the reform objectives at a cost the 
Government is willing to pay. 
 
Alignment with other Government programmes of work 

There are a number of other programmes of work that involve the Crown striking a bargain 
with local government in return for some financial incentives. The Urban Development 
Ministerial group is meeting on 17 March 2021, which may provide a forum for coordinating 
objectives and financial incentives across different programmes of work. 

Recommended Action 

We recommend that you: 
 
a note that there is a mismatch in timing between the Three Waters Reform Programme 

and the Budget process resulting in limited information being available in time for 
Budget 2021 

 
b note that the Treasury has recommended making substantive funding decisions 

outside of the Budget process, and has therefore recommended scaled funding for the 
Budget 2021 initiative Transforming three waters service delivery for New Zealanders  

 
c note that the Treasury’s recommendation is a departure from the usual expectations of 

fiscal management, but takes into account the size and significance of the Three 
Waters Reform Programme and its potential benefits 
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d agree to the Treasury’s recommended approach of addressing the majority of funding 
for the Three Waters Reform Programme outside of the Budget 2021 process, once 
you have received comprehensive advice to inform the structure of an incentives 
package as part of Cabinet decisions in May 2021  

 
Agree/disagree 

 
e agree to meet with the Minister of Local Government to discuss the reform approach, 

financial incentives, and the links to elements of the wider Three Waters Reform 
Programme, particularly: 
a. The future timeline for receiving advice, including Ministerial decision points, for 

gaining greater clarity on the funding package; and 

b. How to develop and progress a strategy for gaining an understanding of local 
authorities’ negotiating position in relation to the reforms. 

 
Agree/disagree 

 
f discuss with the Minister of Local Government how to link any financial incentives 

provided to local authorities as part of the Reform Programme with the Government’s 
Urban Growth Agenda objectives and strategic housing market policy objectives. 

 
If you do not agree to recommendation (d) above: 

 
g agree to commission further advice from DIA to inform a Budget 2021 package, by 19 

March 2021  
 

Agree/disagree 
 
 
 
 
 
David Taylor 
Manager, National Infrastructure Unit 
 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
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Treasury Report: Budget initiative - Transforming three waters service 
delivery for New Zealanders 

Purpose of Report 

1. This report provides advice on the Budget 2021 initiative Transforming three waters 
service delivery for New Zealanders and its role in supporting the wider Three Waters 
Reform Programme (the Reform Programme). 

2. This Budget initiative is part of a larger set of complex and inter-related decisions that 
Ministers will need to make around how to structure, fund and deliver the reforms in the 
first half of 2021. These decisions are expected from Cabinet in May 2021, and 
therefore do not align with Budget timeframes.  

3. We are providing you with this report due to concerns that this timing mismatch risks 
closing off sensible options for funding the Reform Programme. This report provides 
advice on how to sequence decisions in order to support better outcomes for 
investment in the Reform Programme, including options for funding that investment. 

Background 

4. In June 2020, Cabinet agreed to launch the Three Waters Reform Programme [DEV-
20-MIN-0099], with the aim of improving three waters service delivery by creating a 
small number of multi-regional water entities, owned by local government with 
professional governance arrangements and the ability to access finance independently. 

5. The Reform Programme is necessary due to significant deficits in New Zealand’s three 
waters infrastructure (drinking water, wastewater and stormwater), the majority of 
which is provided by local authorities. The reforms are expected to improve the 
efficiency and effectiveness of three waters service delivery, and achieve a greater 
ability to deliver enabling infrastructure to support growth, urban development and 
renewal in regions that are under housing and growth pressure by: 

a Improving asset management capability; and 

b Enabling more efficient funding and financing of three waters infrastructure. 

Achieving the outcomes of the Reform Programme is also likely to assist in progressing 
Government objectives on housing affordability, as the supply of bulk infrastructure is a 
key constraint in the supply of land for housing. 

6. The Treasury is broadly supportive of the Three Waters Reform Programme and 
recognises that decisions about how to fund the transition from the current system to 
new entities, including the provision of any incentives to local authorities, are integral to 
the success of the Programme. 

7. The first stage of the Reform Programme, which is currently underway, also included a 
package of $710 million for local authorities to invest in three waters infrastructure. This 
funding provided an incentive for local authorities to sign a memorandum of 
understanding to participate in the development of what the new water entities will look 
like, as well as funding the commencement of additional water infrastructure projects to 
assist in stimulating the construction sector in the wake of COVID-19. 

8. Cabinet agreed in June 2020 that the programme would be progressed on a voluntary 
basis, where local authorities would “opt in” to participating and implementing the 
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reforms. In December 2020, Cabinet agreed, subject to sufficient funding being made 
available through the Budget process, to continue the voluntary approach. Local 
authorities would be asked to decide on participation in late 2021. This decision would 
be on the basis of an “opt out” approach, whereby all affected councils would be 
included in the new arrangements unless they decide not to participate [CAB-20-MIN-
0521.01 refers]. In December 2020, the Minister of Local Government then requested 
to submit an initiative for the Reform Programme for consideration as part of Budget 
2021 

9. The next significant milestone in the Reform Programme is Cabinet decisions on key 
design elements of the new water entities, including the number and boundaries of the 
entities and governance arrangements. Cabinet is scheduled to consider a suite of 
papers on these issues in May 2021. 

Summary of the Budget initiative and Vote team assessment 

10. The Budget 2021 initiative Transforming three waters service delivery for New 
Zealanders was developed by the Department for Internal Affairs (DIA) and submitted 
by the Minister of Local Government. It seeks funding to support the delivery of the 
Three Waters Reform Programme.  

11. The Treasury considers that the funding sought can be split into the following 
categories1: 

Departmental programme costs 

a Departmental programme costs ($24.500 million total operating over the 
forecast period); this includes the DIA’s departmental costs of establishment, 
transition and implementation of new entities; and additional outyears funding for 
DIA’s local government policy function unrelated to three waters; 

Transition costs to ensure local authorities are no worse off2 

b Entity transition costs ($281.600 million total operating over the forecast 
period) including funding for DIA and local authorities to carry out the work 
necessary to transfer assets, liabilities, staff, and services from local authorities to 
the new water entities, as well as departmental support costs for DIA; and 

Discretionary financial incentives to support voluntary participation 

c A financial incentive package ($872 million total capital and $64.190 total 
operating over the forecast period) to be paid to local authorities that decide to 
participate in the reforms. The capital component reflects an interest-free Crown 
loan to the new water entities, who would make the incentive payments to 
councils. The operating expenses reflect the concessionary element of the loan. 
DIA has indicated a preference for the loan to be repaid in full within 10 years, 
which could make the loan fiscally neutral under the current fiscal management 
approach. This approach would allow the capital component to be dealt with 
outside of the budget process and would limit any impact on allowances to any 
loan subsidy amount. However, the loan has not been considered as fiscally 
neutral in the Budget process as no repayment schedule has been provided in 
the initiative. 

 
1 The initiative, and subsequent information received from DIA, uses a multitude of terms such as 
‘efficiency dividends’, ‘incentive payments’ interchangeably to describe some elements of the funding 
sought. We consider that this language obfuscates what the funding will be buying. 
2 The element of this funding that would be provided to local authorities could also be considered part 
of a financial incentive package. 
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12. The initiative includes a scaled option ($45.269 million total operating and $281.500 
million total capital over the forecast period). This seeks full DIA departmental costs, 
and to fund the entity transition costs by way of an interest free loan to the new water 
entities. 

13. The Treasury has recommended scaled funding of this initiative of $14.500 million total 
operating over the forecast period, to meet DIA’s departmental establishment, 
implementation and transition costs in 2021/22 only [T2021/359 refers]. We do not 
consider that sufficient justification has been provided for ongoing funding for DIA’s 
wider local government policy function to be included in this initiative, or for the 
discretionary financial incentives to be funded by the Crown.  

14. Given the significance of the reforms and the scale of the initiative, we have worked 
with DIA during the development of this initiative in late 2020 and early 2021 to 
highlight the type of information we consider necessary to support Ministers to make 
sufficiently informed decisions on the subject of a financial incentive through Budget 
2021. This information has not been included with the initiative. 

Financial incentives  

15. The Vote team recommendation is based on an assessment that the initiative did not 
outline a clear justification for financial incentives to be paid to local authorities, the 
necessary quantum of funding, and the outcomes being achieved. Through discussions 
with DIA, we understand its position to be that some form of financial incentives will be 
required in order to get sufficient local authority participation in the reforms, based on 
its discussions with the sector.  

16. It is likely that some Crown funding will be required to achieve success. However, DIA 
has not outlined a definition of success in terms of sufficient local authority 
participation.  

17. DIA has not been able to have sufficiently robust discussions with the sector to 
understand local authorities’ actual negotiating position. Without this information, it is 
very difficult to determine the size of any incentives needed to achieve success. DIA is 
still conducting analysis of how each council is impacted by the future costs and is still 
to complete policy work on the number and nature of the new water service entities. 
DIA is also developing a package of non-financial incentives to encourage council 
participation. The attractiveness of such incentives, combined with the fact that the 
councils that participate will likely avoid significant future costs of water infrastructure 
investment, may reduce the cost of any further financial incentives necessary to 
achieve local authority participation. Councils therefore have not been presented with a 
full picture of the costs and benefits of reforms to inform their negotiating position. 

18. Until these issues are fully considered, the need for, type and quantum of any 
additional financial incentives is not clear, and it is hard to assess how much Crown 
funding for financial incentives represents good value for money. The Vote team 
recommendation was also made in recognition that, while Cabinet has agreed to 
progress with the voluntary approach in December 2020, the decision was made 
subject to funding being made available through Budget 2021. The Government still 
has an alternative non-financial option to achieve reforms by making council 
participation mandatory through legislation, although this approach does carry risks 
(outlined below). 
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You will be able to make better decisions with better information… 

19. We have met with DIA throughout the preparation, submission and assessment of this 
initiative and expressed the view that comprehensive advice to inform the structure of 
an incentives package needs to include: 
a Definition of success – An assessment of what success looks like in the context 

of a voluntary approach, such as the number of councils that need to opt into the 
reform, or a certain percentage of population covered. The Treasury’s initial view 
is that a high degree of participation will be required, as the benefits of the 
Programme come from having entities with scale and a system that can support 
price-quality economic regulation; 

b Required contribution to fixed costs –The minimum funding from either the 
Crown or from the entities (including programme costs, transition costs and any 
financial incentive) that DIA considers necessary to achieve success; 

c Discretionary incentive options – Scalable options above the minimum 
incentive that are clearly linked to the likelihood of achieving success. This could 
include options for the allocation methodology for any financial incentives, linked 
to the measures of success; 

d Clear cost/risk attribution – The optimal balance of funding sources between 
the water entities and the Crown, including the rationale for any Crown grants or 
concessional loans; 

e Consideration for water assets – Any incentive will be part of a broader 
financial settlement with local authorities, including consideration for the assets 
themselves. Local authorities are likely to view these payments as an overall 
package. DIA currently recommend that local authorities be paid for any debt 
associated with water assets (“water debt”). The use of water debt is likely the 
lowest value that local authorities would accept for consideration. We understand 
that water debt is currently $6 billion (i.e. many multiples of any financial 
incentive). Alternative asset-based approaches would be significantly higher, as 
equity in the sector is approximately $58 billion;  

f Strategy for eliciting willingness to participate – A clear strategy for testing 
the local government sector’s willingness to accept any incentive package, to 
ensure the Crown achieves its objectives at an appropriate cost, including 
feedback loops and off-ramps where the Government could consider a 
mandatory approach. 

… but this will not be available until after Budget decisions are made 

20. DIA have indicated that the information described in paragraph 19 above cannot be 
provided until advice about the number and boundaries of the water services entity has 
been developed. They have indicated that this advice, as well as advice to inform 
decisions around the financial incentives package, is scheduled to be presented to 
Three Waters Ministers at the end of March for discussion on 12 April 2021. 

21. We understand that DIA is developing a new proposal indicating potentially higher 
costs of reform. The indicative costs of this proposal are in the region of $2.34 billion 
total costs, which could be allocated between Crown operating funding, or loans to the 
entities.  

22. Cabinet is scheduled to make final decisions on the Budget package on 12 April 2021. 
This mismatch in timing means that you will have likely already made decisions on the 
Budget package by the time decisions on Three Waters Reform are being made.  
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Proposed approach to resolving funding challenges 

23. We are aware that the Budget initiative represents a small part of the complex and 
inter-related decisions that Ministers will make over the coming months relating to the 
Three Waters Reform Programme.  

24. We are concerned that the options for funding the necessary costs of the Reform 
Programme have been developed with the primary objective of reducing the fiscal 
impact on the Crown, and potentially before sufficient information is available to assess 
the appropriate mix of incentives. These options may not therefore provide adequate 
consideration of the funding mix that is most likely to deliver the Government’s 
objectives. 

25. We want to ensure that all choices in relation to funding the costs of reform remain 
open to you; that you have as much information as possible about all the costs 
associated with the reforms; and that the mismatch in timing between the Reform 
Programme and Budget does not prematurely close off sensible options. 

There are options for funding the reform costs that would not require a commitment 
through Budget 2021… 

26. The Treasury’s recommendation to provide scaled Crown funding through the Budget 
for this initiative represents our ‘first best’ advice based on the limited information 
provided in the initiative and because the initiative does not clearly demonstrate value 
for money. Overall, we are recommending that the majority of costs associated with the 
Reform Programme are committed at a later date, once more information is available. 

Loans can be dealt with outside the Budget process, although the loan approach may carry 
risks 

27. The Budget initiative seeks to fund discretionary financial incentives for local authorities 
from interest free loans between the Crown and the water entities. The money from 
these loans would be paid upfront to local authorities. Over time the water entities 
would then repay the Crown. 

28. In settling on this structure, we understand that DIA have considered the following 
factors to be relevant: 

a The need to signal that the Crown is contributing significant financial support to 
the Programme, particularly given local authorities will have calibrated their 
expectations around the support provided in 2020. This supports DIA’s 
preference for an interest free loan, rather than on commercial terms.  

b The desirability of paying any incentive quickly. DIA consider that a financial 
incentive is more likely to achieve council participation if it can be paid to local 
authorities as soon as they make the decision to not opt out of the reforms. The 
alternative would be for the water entities to make the payment on establishment 
without Crown involvement – this would be unlikely to occur prior to 2024. 

29. 
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30. Providing funding through loans to the entities can be considered at a future date, 
provided that the loan is made on commercial terms and the principal amount is fully 
repaid within the 10 year capital forecast period. In this case, the loan could be 
considered as fiscally neutral under the current fiscal management approach. If 
Ministers choose to provide an interest-free loan, this would require additional 
operating funding to recognise the concessionary element of the loan. Such operating 
funding could be charged against the between-Budget contingency or as a pre-
commitment against Budget 2022 allowances. The Budget 2021 initiative identified up 
$64.190 million in operating expenses would be required to recognise the 
concessionary elements on a loan of $872 million.  

… including options for progressing the decision to commit any Crown funding… 

31. If, following further advice on potential funding packages, you decide that some amount 
of Crown funding is justified or required, there are a range of options for providing that 
funding. 

a Funding could be agreed as a pre-commitment against Budget 2022. This would 
provide you with the greatest flexibility in working with the local government 
sector to determine the minimum Crown funding necessary to achieve the 
reforms, without constraining your choices through Budget 2021. This is the 
Treasury’s recommended approach. This represents a departure from usual 
expectations of fiscal management, and will reduce the available allowances at 
Budget 2022 thereby constraining your ability to allocate funding to other 
priorities.  

We consider that if this approach is taken, the decision on the funding required 
should be made after further engagement with local authorities to understand the 
necessary size of any incentive with a high degree of confidence. This would 
most usefully occur after Cabinet consideration of details of the Reform in May, 
as councils would then have a full picture of the reforms, including costs and 
benefits, to inform their position. 

b You could set aside funding in Budget 2021 in a tagged contingency, with the 
amount drawn down determined in the future based on a set of conditions being 
met. The amount set aside would need to be an estimate of costs, due to the 
current lack of information supporting the required funding package. This option 
is more consistent with the general fiscal management approach, but it would 
carry opportunity costs as it would constrain your ability to allocate funding 
through the Budget to other priorities. 

c A combination of these options could also be used to spread funding across 
Budgets 21 and 22, although any funding commitment in Budget 21 would suffer 
from the same uncertainty as option b. 
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…or the Government could seek success with no Crown funding for incentives 

32. Ministers could alternatively seek to achieve success in the reforms with no Crown 
funding. For example, councils may choose not to opt out of participation on the basis 
that avoidance of future costs of infrastructure investment, and the non-financial 
incentives package, are sufficiently attractive.  

33. An alternative to providing a financial incentives package to support a voluntary 
approach is switching to a mandatory approach to reform. This approach is unlikely to 
be costless. However if engagement with local authorities indicates a high likelihood 
that the voluntary approach is unlikely to achieve success, the mandatory approach 
could avoid the efficiency impact of a large number of local authorities opting out of the 
reform and achieve the maximum water infrastructure and service delivery benefits of 
reforms.  

But no matter the option chosen, a good strategy is the key to success 

34. The government should develop an iterative strategy for engaging with local authorities 
that elicits their willingness to participate in the Reform Programme under various 
scenarios.  

35. Based on recent discussions with DIA, we understand that the success of a given 
number of water entities is highly dependent on a small number of councils not opting 
out. Therefore, understanding the position of local authorities regarding the reforms will 
be key to many of the trade-offs that you will need to make, for example whether to 
continue with the voluntary approach, or the amount of any financial incentives.  

36. We consider that there are three key elements that Ministers would need to trade off 
under an iterative approach: 

a number of water services entities; and 

b the amount of funding the Crown is willing to contribute towards the transition; 
and 

c the decision between a voluntary and mandatory approach.  

37. A good strategy to inform the trade-offs between these elements would involve: 

a Local authority engagement following the Three Waters Ministers meeting on 12 
April, to elicit views on the number and boundaries of entities being considered 
and the likelihood of opt-outs for each scenario; 

b The results of this engagement feeding into Cabinet decisions on 19 May; 

c Engagement with local authorities following the announcement of Cabinet 
decisions on the details of the reform, but not including an offer of any financial 
incentives. This would allow local authorities to begin to express their willingness 
to participate; 

d Advice to Ministers on the results of sector engagement, informing the level of 
financial incentives the government should offer; 

e Further engagement with local authorities on the financial incentive, gathering 
further information about willingness to participate; 

Potential further advice to Ministers informing decisions on any increase to the 
financial incentives required, based on sector feedback and likelihood of success; 

A final package of reform proposals and incentives that is offered to the sector, 
ideally with a high likelihood of success. 
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38. DIA has previously expressed the view that the final point for Ministers to choose 
between a voluntary and mandatory approach will be at the point Cabinet makes 
decisions on the Reform Programme in May 2021. We think that it is important that 
following any point of engagement in the iterative process outlined above, Ministers 
remain open to switching to a mandatory approach, if the reaction of the sector 
indicates that the likelihood of achieving success is low, or the price of achieving it will 
be too high. 

39. A logical ‘point of no return’ for considering a mandatory approach would be the 
initiation of the public consultation process that we understand the Minister of Local 
Government intends to create via an amendment to the Local Government Act 2002. 
Following the initiation of this process, local authorities would then consult with their 
communities and make a decision on opt out – effectively locking the Crown into the 
outcome. 

Alignment with other Government programmes of work 

40. There are a number of work programmes that involve the central government working 
with local government in return for financial incentives. The process outlined above 
would ideally incorporate all of central government’s objectives in a given local 
authority, with the funding incentives that are available (for example, the Infrastructure 
Fund being progressed by the Minister of Housing). This would ensure any funding 
provided maximises outcomes and actively works towards meeting the government’s 
objectives and raises living standards. 

Next Steps 

41. Given the complexity of the decisions around the reform approach, financial incentives, 
and the links to elements of the wider Reform Programme, we recommend that you 
meet with the Minister of Local Government to discuss: 

a The future timeline for receiving advice, including Ministerial decision points, to 
gain greater clarity on the funding package; and 

b How to develop and progress a strategy for gaining an understanding of local 
authorities’ negotiating position in relation to the reforms. 

If your preferred option is to set aside some contingent funding for the reforms as part 
of Budget 2021, we recommend that you use this meeting to also: 

c Discuss with the Minister of Local Government the likely magnitude of any 
funding that could be set aside in Budget 2021; and 

d Commission a report from DIA to inform how much to include in the Budget 2021 
package, by 19 March 2021; note that the Treasury will provide you with advice 
on this report by 23 March. 

42. We also recommend that you discuss with the Minister of Local Government how to 
link any financial incentives provided to local authorities as part of the Reform 
Programme with the Government’s Urban Growth Agenda objectives and strategic 
housing market policy objectives. The Urban Development Ministerial group is meeting 
on 17 March 2021, which may provide a forum for coordinating objectives and financial 
incentives across these different work programmes.  

43. We will continue to work with DIA to ensure that the information prepared for 
consideration by Ministers provides a suitable basis for decisions about any financial 
incentives package. 
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Reference: T2021/717     SH-11-5-3 
 
 
Date: 22 March 2021 
 
 
To: Minister of Finance (Hon Grant Robertson) 
 
 
Deadline: 3.30pm Tuesday 23 March 2021 
(if any) 
 
 
Three Waters Reform Programme - meeting with the Minister of 
Local Government 23 March 2021 

You are meeting with the Minister of Local Government on Tuesday 23 March 2021 to 
discuss the Three Waters Reform Programme reform approach and financial 
incentives. 
 
The Treasury provided you advice on the Department of Internal Affairs (DIA) Budget 
2021 initiative for the Three Waters Reform, informed by DIA’s advice (T2021/653 
refers). DIA, in response to a request from you, provided you with further advice on 
funding options (including phasing) [LG202100316 refers].  
 
Below are some speaking points, informed by this material, that you may wish to raise 
with the Minister during your meeting. 
 
There remains significant uncertainty around the scale of the costs… 

The advice from DIA states that the optimal number of water services entities for New 
Zealand (i.e., success) is likely to be either three or four (to deliver better economic and 
efficiency benefits). 
 
There are two main factors that appear to drive the cost of achieving success of the 
Reform Programme: 
• Whether the Government adopts a voluntary or mandatory approach to local 

authority engagement in the reform; and 
• The amount of financial incentive that local authorities require to participate in the 

reforms. 
 
DIA has advised that three or four entities is only achievable if there is a very low 
number of opt-outs from local authorities. Participation from Christchurch, and to a 
lesser extent Auckland, is also key to achieving success of the reforms, as without 
these cities’ participation there will remain a large variance in price, quality and 
efficiency of water service delivery across New Zealand. 
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DIA indicates that if there are a large number of opt-outs under a voluntary approach, 
the viable number of water entities likely drops to two.  
 
Under a voluntary approach, unless the discretionary financial incentives paid to local 
authorities are very large, there is a high risk of opt-outs. The amount that DIA has 
estimated will be required is $2.5 billion on top of the fixed costs (e.g. transition costs) 
of the reform. 
 
Additionally, participation from Christchurch and Auckland will also likely require large 
incentives. These incentives would have to be separate from the overall/generic 
discretionary financial incentives being developed by DIA. 
 
… which will only be made clearer through engagement with the local 
government sector 

We are concerned that the current sequence of Cabinet decision-making and sector 
consultation risks either the Government adopting less-than-optimal water services 
arrangements for New Zealand, or bearing a large fiscal cost with a risk of not 
achieving success. 
 
These risks could be managed by adopting an iterative process. This would involve the 
Government making a decision on the number of water services entities based on the 
optimal arrangements for New Zealand. The Government could then engage with the 
sector to understand the potential quantum of fiscal cost associated to minimise the 
risk of opt outs under a voluntary approach. Ministers could then consider the trade-offs 
required to achieve the reforms optimally, including consideration of the benefits and 
risks of moving to a mandatory approach.  
 
This process would need to be complete by July 2021, to align with the planned 
consultation that local authorities will conduct, under the proposed amendments to the 
Local Government Act 2002, from July to December 2021. 
 
If reform success looks like few opt-outs, and Auckland and Christchurch in, you may 
wish to discuss with the Minister of Local Government: 

• How the Minister foresees feedback from the local government sector being 
incorporated into the Government’s decision-making processes, both prior to 
Cabinet decision-making in May, and during the local authority consultation 
phase 

• How the Minister plans to determine willingness to participate from Christchurch 
and Auckland Councils, in particular, given their criticality to the success of the 
reforms 

• What a reasonable amount of Crown contribution towards the reform programme 
would be under the voluntary and mandatory approaches (and the risks/trade-offs 
required) 
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• What happens to the Government’s approach to the reform if the Crown 
contribution required is greater than the amount that could be made available 
through Budgets 21 and 22 

 
 
Morgan Dryburgh, Senior Analyst, National Infrastructure Unit (NIU), 
David Taylor, Manager, National Infrastructure Unit (NIU),  
 

s9(2)(k)

s9(2)(k)
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Treasury:4435127v1                    

Treasury Report:  Three Waters Reform Programme and the LGFA - letter 
for the Minister of Local Government 

Date:   30 March 2021   Report No: T2021/804 

File Number: SH-11-5-3 

Action sought 

  Action sought  Deadline  

Minister of Finance  

(Hon Grant Robertson) 
 
 

Sign the enclosed letter to the 
Minister of Local Government. 

None 

Contact for telephone discussion (if required) 

Name Position Telephone 1st Contact 

Morgan Dryburgh Senior Analyst, 
National Infrastructure 
Unit (NIU) 

✓ 

David Taylor Manager, National 
Infrastructure Unit (NIU) 

 

Minister’s Office actions (if required) 

Send a copy of the signed letter to the Minister of Local Government. Return the signed report to Treasury. 

 
 

Note any 
feedback on 
the quality of 
the report 

 

 

Enclosure: Yes (attached) 

s9(2)(g)(ii)s9(2)(g)(ii), s9(2)(k)
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Treasury Report:  Three Waters Reform Programme and the LGFA - 
letter for the Minister of Local Government 

Purpose of Report 

1. You have requested a letter to send to the Minister of Local Government, asking her to 
investigate the role that the Local Government Funding Agency (LGFA) could play in 
the establishment of the new multi-regional water entities being progressed as part of 
the Three Waters Reform Programme. 

2. This report provides you with a draft letter to the Minister of Local Government 
(attached). 

Recommended Action 

We recommend that you: 
 
a sign the attached letter 
 
 
b send the signed letter to the Minister of Local Government. 
 
 
 
 
 
 
 
David Taylor 
Manager, National Infrastructure Unit 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
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Hon Nanaia Mahuta 
Parliament Buildings 
WELLINGTON 6160 
 
 
Dear Nanaia 
 
The Three Waters Reform Programme that you are leading is one of the largest reform 
programmes that our Government is progressing. As you are aware, I am interested in 
ensuring that the Reform Programme is able to deliver on its objectives of better 
outcomes for New Zealand’s people, environment, and economy. 
 
In my role as Minister of Finance, I am interested in understanding the potential role of 
the Local Government Funding Agency (LGFA) in funding the new water services 
entities. Given the potential for significant impact on the sector’s funding requirements I 
would like officials to work with the LGFA to assess options for the funding and 
financing of the new entities. 
 
I would appreciate it if you could investigate having officials provide advice to us on this 
matter prior to Cabinet’s consideration of the reform proposals in May. 
 
 
 
 
Yours sincerely 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
 

20210476 Item 12
Page 93 of 256



 
 

Treasury:4436642v1  1 

Reference: T2021/856    SH-11-5-3 
 
 
Date: 7 April 2021 
 
 
To: Minister of Finance (Hon Grant Robertson) 
 
 
Deadline: 11.30am 8 April 2021 
(if any) 
 
 
Three Waters Reform Programme – Ministers' meeting 8 April 
2021 

You are attending a Three Waters Reform Programme Ministers meeting on 8 April 
2021. 
 
This aide memoire provides you with advice on the topics for discussion at the meeting, 
and incorporates the views of the New Zealand Infrastructure Commission, Te 
Waihanga, in the relevant sections. 
 
The Treasury and Te Waihanga remain supportive of the direction of the reform 
programme, and the majority of the proposals to be discussed at this meeting align with 
the Government’s objectives for reform. However, we are concerned that the speed at 
which the Reform Programme is moving means there will be a high level of uncertainty 
around the implementation of the reforms when Cabinet is scheduled to make 
substantive policy decisions in May. 
 
Governance of water entities 

The proposed governance structure is complex, but should support the 
Government’s objectives… 

The key features of the governance structure proposed for the new water entities are a 
governors’ representative group and independent selection panel as intermediate 
structures between local authorities as the owners of the entities, and the entity boards. 
 
The complexity of the proposed governance structure reflects the Government’s 
objectives of retaining local authority ownership of water assets alongside financial 
independence of the water entities1. To ensure that the debt of water entities is “off 
balance sheet”, it is necessary to remove substantive control of the water entities from 
local authorities. 
 

 
1 Financial independence in this instance refers to ensuring the debt of the water entities is considered to be separate 

from that of local authorities, or “off balance sheet”. 
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… so managing local government expectations of influence will be key 

Te Waihanga notes that the role local authorities will play in the governance of the 
proposed water entities may not be as substantial as they might have preferred or 
expect. This may mean local elected members are unsatisfied with their lack of 
influence over the new entities, and could be a key point of contention when the final 
proposals are released. This could be a key risk to a voluntary approach, and could 
also lead to friction between local authorities and the water entities once the entities 
are established. 
 
In the absence of direct local authority control over water entities, the main local 
authority point of influence will be through the planning system. Decisions on how local 
authority decision-making will occur in the reformed resource management system are 
likely to be made after Cabinet has made substantive three waters policy decisions. 
adds to the risk around local authority expectations of reform and level of influence. 
 
You may wish to ask: 

• How expectations about the level of local authority influence over the new 
water services entities are being managed? 

• What level of expectation has been set that the resource management 
reforms will provide for local authority influence over the new entities? 

• How the timeframes for resource management reform line up with  Reform 
Programme decisions, and how the risk that resource management reform 
will not deliver the level of influence that local authorities expect is being 
managed? 

 
Iwi/Maori rights and interests 

The proposed governance arrangements and mechanisms for Māori representation 
and input into the new water entities are also relatively complex, but appear suitable for 
the various interests the water entities will need to manage. 
 
As with the governance arrangements for the water entities, there are links between 
the reform proposals, resource management reforms, and work on freshwater, all of 
which will need to be aligned to ensure the proposals deliver on the expectations of 
Māori. 
 
The Treasury also supports the potential for delivery partnerships between local 
Iwi/Hapū and the water entities, as indicated on slide 15. 
 
Proposals for a Government Policy Statement (GPS) 

The slide pack proposes a Government Policy Statement (GPS) for three waters 
services, to support the Government’s stewardship role in three waters. 
 
From the information that we have been provided to date, it is unclear what specific 
problem the GPS is intended to address. The material mentions a range of functions 
that a GPS might play, such as providing direction to regulators, or setting expectations 
for the water entities to address inequalities. 
 

20210476 Item 13
Page 95 of 256



 

Treasury:4436642v1  3 

In the absence of a clear rationale, a GPS may add unnecessary complexity to the 
regulatory system. We are concerned that in the case of three waters services, adding 
additional expectations to the water entities beyond efficiently delivering high quality 
water services may distract from the step-change in behaviour needed to achieve the 
desired levels of quality and investment that are the drivers of this reform. 
 
Our initial view is that any proposal for a GPS needs to be supported by detailed 
information about the problem that it is trying to address. Specifically, given the range 
of other proposed levers, including economic and quality regulation, what marginal 
benefit is intended for a GPS. 
 
Te Waihanga considers it important that either a GPS or legislation are light-handed to 
ensure water entities have the autonomy to reflect the unique circumstances of their 
rohe and allow for innovation and efficiencies.  As an example, the needs of an urban 
Auckland water entity (should it remain separate) would be substantially different at a 
local level to the needs of the lower South Island. 
 
You may wish to ask: 

• What problem is the GPS is intended to solve? 
• What a GPS will deliver that could not be done through the various 

regulatory systems? 
• How is a GPS expected to interact with price-quality regulation – how will 

the independent regulator take and use the GPS? 
• Will a GPS or legislation still allow enough autonomy for water entities to 

reflect their unique circumstances of their rohe and find innovation and 
efficiencies? 

 
Commercial operations 

Te Waihanga have outstanding questions about the commercial operations of the new 
water entities. 
 
We understand water entities will not be permitted to produce dividends but will instead 
need to reinvest surpluses back into their networks. The requirement of provide 
dividends can be effective at incentivising efficient operations in the absence of market 
competition. Te Waihanga is concerned the provision of surpluses may not have the 
same effect.  

 
Also care needs to be taken regarding a prohibition on asset sales. While Te Waihanga 
acknowledges Cabinet has committed to council ownership, some level of asset sales 
and the rationalisation of stock are a normal part of business. There is also the issue of 
small supplies may be best operated by small communities as non-reticulated water 
supplies rather than stay within operation of larger water entities. 
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You may wish to ask: 
• What is the intent behind requiring water entities to reinvest surpluses 

rather than produce dividends for shareholders? 
• Will there be provision for water entities, in the normal course of business, 

to purchase and sell assets while retaining the overall commitment of 
council ownership? 

 
Transition and implementation 

The slides for discussion contain a very low level of information about the significant 
range of transition and implementation decisions that Ministers will need to make. To 
support the success of the reforms, it is important that there is a clear transition and 
implementation plan, including risk management. 
 
However, the transition material is scheduled to be presented to Cabinet for decision in 
June/July, after April/May date that Cabinet expected Ministers to make decisions in 
December 2020 [CAB-20-MIN-0521.01]. 
 
Early Reform Programme decisions that Cabinet is scheduled to take in May may 
constrain future decisions on the transition and implementation of the reforms. It is 
therefore important that Ministers have oversight of the potential trade-offs or 
implications for transition when making substantive decisions on the reform programme 
in May. 
 
Te Waihanga agree that a 12 month establishment phase and an 18 month transition 
phase is ‘ambitious’, but also agree that a speedy transition will reduce uncertainty, 
particularly for existing staff, and the unlikely potential for decisions to be ‘gamed’. 
 
You may wish to ask: 

• How will the transition and implementation considerations be considered by 
Ministers in more detail prior to seeking decisions from Cabinet? 

 
 
 
 
 
 
 
 
 
Morgan Dryburgh, Senior Analyst, National Infrastructure Unit (NIU), 
David Taylor, Manager, National Infrastructure Unit (NIU),  
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Treasury Report:  Auckland infrastructure and the Three Waters Reform 
Programme - work programme alignment and strategic 
considerations 

Date:   7 April 2021 Report No: T2021/843 

File Number: SH-11-5-0 

Action sought 

  Action sought  Deadline  

Minister of Finance 
(Hon Grant Robertson) 

Note the upcoming decisions on 
various central government work 
programmes and investments in 
Auckland that you may wish to 
better align and leverage 
 
Refer a copy of this report to the 
Ministers of Housing, Transport, and 
Local Government 

8 April 2021 

Contact for telephone discussion (if required) 

Name Position Telephone 1st Contact 

Morgan Dryburgh Senior Analyst, 
National Infrastructure 
Unit (NIU) 

✓ 

David Taylor Manager, National 
Infrastructure Unit, 
National Infrastructure 
Unit (NIU) 

 

Minister’s Office actions (if required) 

Return the signed report to Treasury. 

Refer a copy of this report to the Ministers of Housing, Transport, and Local Government 
Note any 
feedback on 
the quality of 
the report 

 

 

Enclosure: No 

s9(2)(g)(ii)
s9(2)(g)(ii), s9(2)(k)
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Treasury Report:  Auckland infrastructure and the Three Waters Reform 
Programme - work programme alignment and strategic considerations 

Purpose of Report 

1. This report provides you with an overview of upcoming decisions on various central 
government work programmes and investments in Auckland that you may wish to 
better align and leverage to support your Three Waters Reform Programme Objectives. 
We will discuss this with you at the Weekly Agency Meeting on Thursday 8 April 2021.  

Analysis 

Initial context  

2. At your meeting to discuss the Reform Programme with the Minister of Local 
Government on 23 March, you asked for further advice on the various Crown 
objectives in Auckland and how to best achieve the efficiencies and development the 
Government is aiming for.  

3. Ahead of any substantive advice from officials, this report provides an overview of the 
issues. Agencies are aware that we are providing you with this overview but have not 
been consulted in detail.  

Three Waters context 

4. The Government is progressing the Three Waters Reform Programme. The Reform 
Programme is currently proceeding under a voluntary approach to local authority 
participation, where councils will be asked to make a decision about whether or not 
they ‘opt out’ of the Reform Programme by December 2021.  

5. Under the voluntary approach to the Reform Programme, DIA has advised Ministers 
that a large package of financial and non-financial incentives will be required to ensure 
continued local authority participation. DIA has indicated that the financial incentives 
required could be in the vicinity of $2.3 billion to $3.3 billion. 

6. The proposed financial incentives package is made up of three components: $300 
million of transition/implementation costs of the reform programme, $500 million of ‘no 
worse off’ costs for local authorities, and a discretionary amount between $1.5 billion 
and $2.5 billion of financial incentives. Funding for the $300 million and $500 million 
amounts has been allocated as part of recent decisions around Budget, but the 
remaining discretionary amount of up to $2.5 billion remains unfunded. There is 
potential, albeit uncertain, that a component of the latter discretionary amount could be 
met by way of a Crown loan repaid from water service entity revenues. 

Auckland Council context for Three Waters Reform 

7. The participation of Auckland is important to the success of the Reform Programme, in 
particular for achieving the efficiency outcomes for the new entities. Under a voluntary 
approach DIA has indicated Auckland will likely require an unspecified amount of 
Auckland-specific financial incentives over and above the proposed $2.5 billion 
discretionary package to participate in the reform.  
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8. The current timeframes for the voluntary approach involve the Crown providing 
councils with the ‘package’ of what is being offered to incentivise them not to opt-out in 
mid-July. In order to provide this package to Auckland, Ministers will need some level 
of certainty about what additional incentives (if any) Auckland Council is seeking to 
continue to participate.  

9. We understand that DIA will soon be briefing Ministers proposing that targeted 
engagement between Auckland Council and senior Ministers occurs between mid-April 
and mid-May to provide greater certainty on Auckland Councils likelihood of 
participation.  

10. If the Government shifted to a mandatory approach to the Reform Programme, the 
objective of engaging with and providing any incentives to Auckland Council would not 
be to achieve participation in the reforms, but to support cooperation through the 
transition and continued water infrastructure investment at the levels currently 
anticipated. There may also be opportunities to leverage the incentives for other work 
programmes. Under a mandatory approach these objectives would apply across all 
local authorities, meaning that the approach to Auckland should shift if a change to 
make the Reform Programme mandatory were to occur. 

Other key Government programmes in Auckland  

11. If the Reform Programme proceeds on a voluntary basis, there are a range of 
Auckland-related infrastructure initiatives progressing across a range of portfolios, 
which the Government could leverage to help incentivise Auckland Council into 
participating in the Reform Programme.  

12. The following five key programmes/investments have complementary goals related to 
improving infrastructure provision, services, housing and urban outcomes in Auckland: 

a) NZ Upgrade Programme (up to around $7b (based on recent reported cost 
estimates) is for projects in Auckland to be prioritised within $6.8b funding 
envelope) – joint Minister decisions will be sought on this in mid-April 2021 

b) Auckland Housing Programme – investment in Large Scale Projects (LSPs) to 
deliver 17,800 (public houses and affordable and market houses) in Auckland 
over the next five years, which includes additional funding from a successful 
Budget bid 

 

c) Housing Acceleration Fund parameter development (while not Auckland specific, 
depending on the fund criteria, some funding may be for projects in Auckland) 

d) Auckland Transport Alignment Project (ATAP) 

   

e) City Centre to Māngere rapid transit – funding and financing decisions beyond an 
initial NLTF allocation are yet to be made, though significant Crown funding is 
likely to be required. 

13. These programmes or investments all include aspects of:  

a) the Crown providing funding to Auckland Council, or Auckland being a significant 
beneficiary of Crown investment 

b) existing arrangements or future opportunities for co-funding to be provided by 
Auckland Council, and/or 

s9(2)(f)(iv)
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c) a need for coordination and integration with, or cooperation from, Auckland 
Council including non-financial contributions such as complimentary policy 
changes.  

Possible alignment of investment decisions towards a common goal 

14. Ministers may wish to consider aligning communication and decisions related to these 
programmes to leverage the best outcomes for the Crown across both the Three 
Waters Reform Programme and the respective programmes themselves. This could 
take a number of potential forms. 

Communication around existing and marginal Crown investment 

15. To ensure that Auckland Council receives a clear and consistent message from the 
Government about its expectations across the programmes, we consider that, at a 
minimum, all Ministers in the relevant portfolio areas should be aware of, and 
consistently messaging, the range of Crown investment currently occurring in 
Auckland. 

16. In particular, any engagement with Auckland Council could be explicit that marginal or 
additional Crown funding or investment decisions in a given programme (e.g. NZUP or 
ATAP) should be considered by the council as a further incentive for cooperating with 
other policy reforms e.g. any additional investment is should be considered as part of 
an incentive to participate in the Reform Programme under a voluntary approach. 

17. Table One in the attachment sets out the key upcoming decisions across these 
programmes of work. As officials undertake this work, and Ministers consider options 
and decisions, a coordinated strategic approach to engagement with Auckland Council 
could help to:  

a) ensure their existing signalled cooperation and contributions remain committed, 
and 

b) seek to secure further value from the Council, where possible.  

Linking of existing programmes 

18. Additional or alternative opportunities to support the Reform Programme could be 
achieved through the consideration of placing conditions on yet to be allocated 
alternative sources of Crown funding, 

19. As the Reform Programme is aimed at reforming water services to better deliver water 
infrastructure to support housing,  funding could be that 
councils participate in the Reform Programme and maintain current planned investment 
in three waters infrastructure until the establishment of the new water entities.  

Striking a ‘grand bargain’ 

20. A third option could be to take a multiple-programme ‘grand bargain’ approach towards 
Auckland and attempt to leverage two or more programmes to achieve the Crown’s 
objectives. This would be a more complex approach, especially with the different 
nature and timing of the programmes, but could result in an overall stronger Crown 
position in discussions or negotiations.  

s9(2)(f)(iv)
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Potential risks of this approach 

21. There is the potential that the Crown’s negotiating position in relation to programmes 
where funding has already committed is limited. We note that some agencies have 
raised questions about the ability to leverage already-committed programmes, and 
attempting to use these programmes to incentivise participation in the Reform 
Programme by Auckland Council will be of marginal impact 

22. A risk with the ‘grand bargain’ approach, and to some degree the approach of linking 
two or more programmes together, is that linking multiple pieces of work is likely to 
make each one more complex than it would be if it were progressed on its own. This 
could slow down the implementation of individual programmes, and may lead to 
concerns from agencies about their particular piece of work. 

Next steps 

23. The Treasury will discuss this advice with you at the weekly agency meeting on 
Thursday 8 April, including whether you would like to commission further advice or 
provide further direction.  

Recommended Action 

We recommend that you: 
 
a note the significant central government work programmes and investments in Auckland 

that you may wish to better align and leverage to achieve Auckland Council 
participation in the Three Waters Reform Programme under a voluntary approach 

 
b refer a copy of this report to the Ministers of Housing, Transport and Local Government  

 
 Refer/not referred. 
 

 
 
David Taylor 
Manager, National Infrastructure Unit 
 
 
 
 
 

Hon Grant Robinson 
Minister of Finance  
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April May June July August September October November December

Three Waters 

Reform

NZ Upgrade 

Programme

Auckland Housing 

Programme

Housing Acceleration 

Fund

Auckland Transport 

Alignment Project 

(ATAP)

City Centre to 

Māngere rapid 

transit

Cabinet decisions on reform 

programme incl: strategy (voluntary v 

mandatory); entity number; boundaries; 

governance

Ministers of 

Finance and 

Transport 

decisions on 

prioritisation, incl. 

Auckland projects, 

and forward 

process

Ministers of Housing 

and Transport 

Auckland 

Partnership 

discussion with 

Auckland Council. 

Opportunity to align 

cross-Crown 

investment

Under proposed voluntary approach, local authorities will consult with their communities in Q3-4 2021

Under the 

proposed 

voluntary approach 

decisions on  opt 

out  made by 

December 2021

Cabinet decisions 

on Fund design

National Land 
Transport 

Programme 2021-
2024 (which gives 

effect to ATAP) 
commences

Joint Minister decisions on governance 
arrangements and strategic direction to 

guide business case

Cabinet decisions 
on mode, route 
alignment, and 
delivery entity

Opportunity early-

May for an initial 

Ministerial 

conversation with 

Mayor of Auckland 

to influence 

allocations to LSPs

Table One: Upcoming decisions across key programmes
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Treasury Report:  Three Waters Reform Programme – Ministers' meeting 
12 April 2021  

Date:   9 April 2021 Report No: T2021/923 

File Number: SH-11-5-3 

Action sought 

  Action sought  Deadline  

Minister of Finance 
(Hon Grant Robertson) 
 

Discuss with the Minister of Local 
Government the importance of 
Three Waters Ministers agreeing to 
a range of actions at the meeting on 
Monday 12 April: 

Discuss with Three Waters 
Ministers the possibility of delaying 
Cabinet decisions on the Reform 
Programme, to provide more space 
for discussions with local 
government 

Refer a copy of this report to the 
Minister of Local Government 

12 April 2021 

Contact for telephone discussion (if required) 

Name Position Telephone 1st Contact 

Morgan Dryburgh Senior Analyst, 
National Infrastructure 
Unit (NIU) 

✓ 

David Taylor Manager, National 
Infrastructure Unit, 
National Infrastructure 
Unit (NIU) 

 

Minister’s Office actions (if required) 

Return the signed report to Treasury. 

Refer a copy of this report to the Minister of Local Government. 
 
Note any 
feedback on 
the quality of 
the report 

 

 
Enclosure: No 

s9(2)(g)(ii)s9(2)(g)(ii), s9(2)(k)
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Treasury Report:  Three Waters Reform Programme – Ministers' 
meeting 12 April 2021  
 

Purpose of Report 

1. You are attending a Three Waters Reform Programme Ministers meeting on 12 April 
2021. The topics for discussion at this meeting are the number of proposed water 
services entities and their geographic boundaries, and the Government’s reform 
strategy for the Reform Programme. 

2. This report provides you with advice on what a good reform approach could look like, 
taking into account the discussions about shifting away from a voluntary approach that 
we understand have occurred recently, and the heavily constrained timeframes that the 
Reform Programme is operating within. 

Analysis 

A voluntary reform strategy is unlikely to achieve the outcomes that Ministers are 
seeking… 

3. In December 2020, Ministers agreed to proceed with a voluntary approach to three 
waters reform [CAB-20-MIN-0521.01]. Under the voluntary approach, local authorities 
would be invited to consult with their communities on the Reform Programme proposals 
in late 2021, and would then make a decision to either continue participating in the 
reform, or opt out.  

4. The Treasury considers that continuing with a voluntary approach to the Reform 
Programme is unlikely to deliver on all of the Government’s objectives in relation to 
three waters services because: 

a A voluntary approach carries a high risk of opt-outs, particularly from large 
metropolitan centres such as Auckland and Christchurch; a large driver of the 
reforms has been to ensure that New Zealand as a whole benefits from well-
managed water services; and 

b As we have previously advised you [T2021/717], a voluntary approach may 
necessitate choosing a less-than-optimal number of water entities, in order to 
accommodate the possibility of local authority opt-outs. 

5. To deliver on its objectives, the Government should aim to achieve a result where all 
councils are included by the reforms. Over time, any local authorities not covered by 
the reforms would likely end up experiencing worse outcomes for their three waters 
services. Additionally, any local authority opt-outs risk a reduction in the efficiency of 
reforms as a whole, as the final entities would be less likely to achieve the scale 
required to capture the maximum benefits of reform. Opt-outs would also make 
implementing economic regulation for water pricing and quality more difficult, and this 
will be a key regulatory element to achieving the benefits of the reforms. 

6. Additionally, DIA has advised Ministers that a large package of financial and non-
financial incentives will be required to support local authority participation under a 
voluntary approach. DIA has indicated that the financial incentives required to achieve 
certainty of the voluntary approach could be $2.5 billion of financial incentives in 
addition to funding allocated as part of recent decisions around Budget. 
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7. Providing this level of funding when it is uncertain whether the outcome being sought 
will be achieved would not represent a prudent fiscal management approach. However, 
we note that under a mandatory approach it is possible that some additional funding for 
financial incentives will be required (e.g. to manage expectations and mitigate transition 
risks) – but the outcomes being sought are much more certain. 

 
… therefore DIA has proposed an alternative approach 

8. The DIA briefing ‘Three Waters Reform Strategy’ [LG202100361] proposes what is 
referred to as a legislated “all in”’ approach. We understand that this describes a 
mandatory approach (i.e. where participation by local authorities will be mandated by 
central government through legislation) that is preceded by discussions with local 
authorities to gain their agreement1 to the Government mandating local authority 
participation. 

9. The Treasury is strongly supportive of any actions by Ministers to progress this 
approach, given the challenges with the current voluntary approach noted above and 
the certainty that this new strategy would provide for achieving the reform objectives. 

This new reform strategy may require some additional financial incentives over and 
above the funding that has already been committed… 

10. DIA have suggested that additional financial incentives are still likely to be required 
under the legislated “all in” approach, over and above the $300 million for transition and 
establishment costs and the $500 million ‘no worse off’ payments already proposed as 
part of the Budget package. 

11. The additional financial incentives suggested by DIA as part of the legislated “all in” 
approach would achieve two functions: 

a Retain the good will of the local government sector, which would support local 
authority cooperation throughout the transition to the new entities, and good faith 
participation by local government in other large Government reform programmes, 
such as resource management reform; and 

b Provide a lever for the Crown to require that local authorities continue with the 
planned investment in three waters infrastructure, as committed in their 2021-
2031 Long Term Plans, for the transition period until new water entities are 
established. 

… although the amount of financial incentives that may be required is uncertain 

12. We agree that to achieve the Government’s objectives around maintaining a good 
working relationship with local government, there may be a need to provide some 
additional financial incentives (in addition to the transition costs, no worse off costs, 
and all other benefits of reforms), however the exact amount that may be necessary is 
impossible to determine without first engaging with local government. 

13. DIA have suggested that a minimum of $710 million in additional discretionary financial 
incentives is likely to be required under a legislated “all in” approach, as this is an 
expectation set within the sector by the funding provided for participation in the Reform 
Programme in July 2020 from the Covid Response and Recovery Fund. However, this 
remains an assumption until it can be tested with local government. 

 
1 At this stage it is unclear what this agreement would look like – whether individual councils would 
agree to the approach, or agreement would be gained through a representative body such as Local 
Government New Zealand (LGNZ) 
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14. DIA have also discussed with us that they think special incentives (on top of the 
additional discretionary financial incentives) are likely to be required for the large 
metropolitan councils (particularly Auckland and Christchurch) through the legislated 
“all in” approach. The amount these regions receive over and above any financial 
incentives offered to the wider sector is uncertain and would best be determined 
through engagement. However we do recommend that, in the first instance, the case 
for this additional funding is considered alongside opportunities to leverage existing 
Crown investments or already committed funding sources in those metropolitan 
councils, as opposed to providing additional new funding. 

15. In relation to the objective of binding councils to continue planned infrastructure 
investment, we disagree with the view that the only way to achieve this is through the 
provision of additional financial incentives; we believe that the Crown could achieve this 
by requiring this as a condition of funding that has already been committed, such as the 
$500 million ‘no worse off’ costs, or by placing conditions on alternative funding 
sources, such as the Housing Acceleration Fund (HAF). This could also be achieved 
through legislation. 

16. We also consider that under a legislated “all in” approach, the importance of keeping 
any financial incentives ‘clean’ and separate from other Government programmes of 
work would be reduced. Any financial incentives provided for Three Waters Reform 
should also aim to achieve multiple Government objectives, for example, including 
conditions that local authorities commit to land-use changes to enable housing growth. 

Next Steps 

We recommend that you approach a legislated all-in strategy through an iterative 
engagement process akin to a negotiation… 

17. An iterative process of engagement with local government is required to determine the 
amount of additional financial incentives that would be required under a legislated “all 
in” approach, as this amount will ultimately be determined by what is acceptable to 
local government. Ministers will then have discretion as to how much is provided, 
judged against achieving the goal of maintaining a good relationship with local 
government. Any such decisions would also be well-informed, based on evidence and 
engagement with the sector. 

18. This approach would be consistent with previous Treasury advice [T2020/1406, 
T2021/426] to approach any discussion of financial incentives with local government as 
a negotiation within a pre-agreed funding envelope. 

 
…. which will be challenging, but achievable, given the timeframes for Reform 
Programme decisions 
 
19. Cabinet is scheduled to make substantive decisions on elements of the Reform 

Programme from the middle of May 2021 through to the end of June, by way of a suite 
of linked Cabinet papers. DIA’s strategy for the legislated “all in” approach remains 
within this timetable, which was calibrated for a voluntary approach. DIA advises that 
making decisions at this time was desired by Ministers to ensure that legislation 
establishing the new water entities can be in place by mid-2022, which we understand 
is a priority for Ministers.  
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20. This leaves a very small window of action for negotiation with local government 
regarding a legislated “all in” approach to be carried out, providing limited opportunity 
for officials to develop advice on how to leverage broader spending taking place 
outside of water reform, as well as meaning that local government has relatively limited 
information about the likely final scope of reform. 

21. We recommend that you ask the Minister of Local Government to consider whether 
there is the ability to change the sequence of policy decisions to provide for more time 
to develop a package of incentives that best leverages existing Crown investments, as 
well as being able to support local government to have an informed discussion, and still 
deliver legislation by mid-2022 as intended. 

22. However, in the absence of that discussion, this advice has been prepared on the 
assumption that there is no room to change the current timeframes for decisions on the 
Reform Programme. 

23. In order to approach this new reform strategy as a negotiation, Cabinet will need to 
authorise Ministers to negotiate and also set a funding envelope for any financial 
incentives that Ministers may wish to provide. To avoid making financial commitments 
during the Budget 2021 moratorium on financial decisions, this decision would need to 
occur after 20 May 2021, when Budget 2021 is announced. 

24. DIA has provided an indicative high-level timeline of key dates for achieving the new 
reform strategy, however we consider that given the complexity of interactions, and 
highly compressed timeframes, Ministers need to be provided with, and agree to, a far 
more detailed process of engagement to ensure the success of this approach. 

25. We think an indicative process to deliver this reform strategy could look like: 

a 12 April – Three Waters Ministers agree to switch to progressing the new 
legislated “all in” approach to reform and authorise senior Ministers to conduct 
initial engagement with the local government sector on what may be required to 
support this approach. 

b Weeks of 12 and 19 April – Senior Ministers hold discussions with the relevant 
local government parties advising that they are now approaching this as a 
legislated “all in” approach. 

These discussions involve all Ministers being on the same page in terms of what 
the Crown wants to achieve from Reform, and existing Crown investment in local 
government, to ensure maximum leverage of existing Crown funding in 
discussions. 

The discussions also seek local government views on the suitability of any 
additional financial incentives being provided by the water entities themselves, as 
this has previously been suggested and received a negative reaction from local 
government [T2021/426 refers]. 

c These engagements would result in a list of local government aspirations or 
requests that would be passed to officials across DIA, the Treasury and the 
Ministries of Housing and Urban Development and Transport. 

d Officials prepare advice on a suitable Reform package, including funding 
envelope and additional considerations such as existing Crown investment 
(particularly in metropolitan councils such as Auckland and Christchurch) that 
could be used to leverage participation, as well as central government bottom 
lines for negotiation. 
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e This package would feed into decisions by the Cabinet Economic Development 
Committee (DEV) and Cabinet on 19 and 24 May to agree a funding envelope for 
negotiations and any other additional incentives required, and delegate a sub-
group of Ministers to return to local authorities. Any further funding agreed at this 
point would need to o be charged as a pre-commitment against Budget 2022. 

f Senior Ministers then engage in iterative discussions with local government, to 
achieve agreement to the mix of cash incentives and other ‘strategic’ incentives 
that will achieve local government support for the new approach. 

g A good negotiation strategy for these iterative discussions would be to start by: 

i negotiating an overall Reform package, within the existing funding 
envelope, along with non-financial incentives, that local government will 
accept. 

ii If the overall package that will gain agreement from the majority of local 
government, but not some particularly vocal councils such as the large 
metropolitan councils, decisions on existing Crown investments (such as 
those described in T2021/843) could be included.  

iii Providing additional financial incentives to specific local authorities, such as 
large metros, would be a last resort if the previous parts of the negotiation 
approach still fail to achieve the agreement of local government. 

h The final package of incentives would then be discussed by DEV and Cabinet on 
20 June and 5 July to formally agree the Government’s reform strategy and the 
final incentives package. 

26. The plan outlined above is indicative only of the type of content we would expect to see 
in an overall reform strategy, and has been developed without consultation with DIA, 
for illustrative purposes. We recommend that you request DIA officials to develop a 
detailed plan similar to this that can guide Ministerial actions over the next two months. 
Given the tight timeframes and high level of interdependencies in this work, we 
recommend this needs to be completed by 23 April 2021. 
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Recommended Action 

We recommend that you: 
 
a discuss with the Minister of Local Government the importance of Three Waters 

Ministers on Monday 12 April: 

i Agreeing to switch to progressing a legislated “all in” approach through 
discussions with local government 

ii Authorising a small number of senior Ministers to hold discussions with local 
government about the potential incentives required to achieve this approach 

iii Directing officials from DIA to develop a detailed, step-by-step engagement 
process to guide interactions with local government through this process by 23 
April 2021 

iv Directing officials from DIA, the Treasury, HUD and MoT to work together on the 
results of this engagement to prepare a negotiating envelope of incentives for 
consideration at DEV on 19 May 

 
b discuss with Three Waters Ministers the possibility of delaying Cabinet decisions on 

the Reform Programme, to provide more space for discussions with local government 
 
 
c refer a copy of this report to the Minister of Local Government 
 
 Refer/not referred. 
 
 

 
David Taylor 
Manager, National Infrastructure Unit 
 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
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Treasury:4448888v4                    

Treasury Report:  Three Waters Reform Programme – policy comments on 
package of draft Cabinet papers 

Date:   7 May 2021   Report No: T2021/1103 

File Number: SH-11-5-3 

Action sought 

  Action sought  Deadline  

Minister of Finance  

(Hon Grant Robertson) 
 
 

Discuss the Treasury’s feedback on particular 
elements of the proposed system with the 
Minister of Local Government. 

Recommend, as part of Ministerial Consultation 
changes to the draft Three Waters Reform 
Programme Cabinet papers 

Refer a copy of this report to the Minister of Local 
Government 

10 May 2021  

Contact for telephone discussion (if required) 

Name Position Telephone 1st Contact 

Morgan Dryburgh Senior Analyst, 
National Infrastructure 
Unit (NIU) 

 

David Taylor Manager, National 
Infrastructure Unit (NIU)

 

Minister’s Office actions (if required) 

Return the signed report to Treasury. 

Refer a copy of this report to the Minister of Local Government 
 
Note any 
feedback on 
the quality of 
the report 

 

Enclosure: No 

s9(2)(k), s9(2)(g)(ii)
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Treasury Report:  Three Waters Reform Programme – policy comments 
on package of draft Cabinet papers 

Executive Summary 

1. This report provides you with advice on the three draft Cabinet papers relating to the 
Three Waters Reform Programme that have been circulated for Ministerial consultation 
by the Minister of Local Government. 

2. There are four key issues, in addition to the reform strategy, that we have highlighted 
for your consideration. These issues, in order of priority, are:  

a Regulatory complexity The regulatory regime looks very complex, and there is 
a high risk that it undermines the key outcomes sought from the reforms, which is 
the ability of WSEs to both close the infrastructure deficit and deliver growth 
infrastructure efficiently.   

b Crown support: In general we support the proposed Crown support measures 
relating to your role under the Public Finance Act in approving any Crown 
lending, such as the provision of a liquidity facility. However, we also consider 
that further work is required to appropriately calibrate this level of support to 
ensure that the incentives are appropriate. 

c Complexity of governance arrangements: The proposed governance and 
entity form deliberately reduces local authority influence, as required to achieve 
balance sheet separation. However, the model is very complicated and the 
Crown would have a lot of levers for entity influence, while the entities are 
ultimately owned by local authorities. There should be a better balance of WSE 
control and independence (to focus on its core objectives) with the interests of 
varying stakeholders.  

d Further considerations: While we accept there may be an argument for some 
aspects of stormwater infrastructure transferring to the WSEs, further work is 
required to identify the appropriate parameters for this transfer. This means 
understanding the implications and incentives of different aspects, and ensuring 
the responsibilities are allocated to the entities best able to deliver on the 
proposed outcomes, prior to committing to including stormwater infrastructure in 
the reforms. 

Recommended Action 

We recommend that you: 

a Discuss with the Minister of Local Government, as a high priority action, the 
complexities in the regulatory regime and the high risk that it undermines the key 
outcomes sought from the reforms, which is ability of WSEs to both close the 
infrastructure deficit and deliver growth infrastructure efficiently; and  

b Recommend to the Minister of Local Government that: 

i. The legislated objectives for the WSEs focus on those necessary to support its 
core function of delivering and maintaining core water infrastructure; and 

ii. The Government Policy Statement (GPS) requirements be amended to: 

1. Provide for an ad hoc GPS in circumstances not adequately covered by 
existing mechanisms (such as entity objectives and regulation); and 
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2. Only require WSEs to have regard to the GPS, to ensure that central 
government strategic direction is taken into account, but doesn’t constrain 
the ability of the entity to decide how to best deliver on its objectives. 

c Discuss, as a medium priority action, that further work is required on appropriately 
calibrating the level of Crown support to ensure that incentives are appropriately 
balanced; and 

d Recommend to the Minister of Local Government, that the recommendations 
regarding the liquidity facility in Cabinet Paper 2 are amended to make clear that: 

i. The facility would be available only in circumstances where WSEs had lost 
access to the debt markets but remained creditworthy; and 

ii. Any lending would need to be necessary or expedient in the public interest and 
lending would occur on commercial terms. 

e Recommend to the Minister of Local Government that the recommendation in Paper 2 
agreeing to transfer the existing CDEM arrangements to the WSEs is amended to 
indicate further work is required to determine the right arrangements and calibration for 
the water entities. This should balance Crown liability against the size of the new 
entities and incentivise investment in resilience.  

f Discuss with the Minister of Local Government, as a medium priority action, the 
complexity of the governance and entity form, including the appropriate level of Crown 
levers for WSE influence, to ensure an appropriate balance of WSE control and 
independence (to focus on its core objectives) and the interests of stakeholders; 

g Discuss with the Minister of Local Government, as a low priority action, understanding 
the implications and incentives of different aspects of the stormwater system, and 
ensuring the responsibilities are allocated to the entities best able to deliver on the 
proposed outcomes, prior to committing to include in the reforms. 

h Recommend to the Minister of Local Government that the recommendations relating to 
stormwater in Paper 1 are amended so that Cabinet does not agree to the inclusion of 
stormwater in the entities now, but notes that a decision will be sought once the work 
currently underway has been completed, and the implications are better understood. 

i Refer a copy of this report to the Minister of Local Government 

 Refer/not referred. 

 
 
 
 
 
David Taylor 
Manager, National Infrastructure Unit 
 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
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Treasury Report: Three Waters Reform Programme – policy comments 
on package of draft Cabinet papers 

Purpose of Report 

3. This report provides you with advice on three draft Cabinet papers relating to the Three 
Waters Reform Programme, which the Minister of Local Government has circulated for 
feedback by 7 May. These three papers are scheduled to be discussed at the Cabinet 
Economic Development Committee (DEV) on 19 May 2021.  

Background 

4. The draft Cabinet papers cover the majority of the substantive decisions about the form 
and function of the new water services entities (WSEs) being established by the 
Reform Programme, as well as setting in place a large part of the regulatory system 
that they will operate under. 

5. The three papers seek decisions on the following elements of the reforms: 

a Cabinet Paper 1 – A new system for three waters service delivery 

This paper sets out the overall framework for the new WSEs including the 
number and boundaries of the WSEs, their purpose and objectives, and the key 
elements of the regulatory framework (such as a Government Policy Statement 
(GPS)). 

This paper also discusses the Crown’s reform strategy and requests additional 
financial incentives for local authorities. The Treasury’s advice on this is 
addressed separately in the Treasury Report T2021/1161 Three Waters Reform 
Programme – negotiation approach and financial incentives. 

b Cabinet Paper 2 – Designing the new three waters service delivery entities 

This paper sets out the governance and accountability framework for the entities 
and discusses mechanisms for consumer and community voice. This paper also 
seeks agreement to Crown support measures for the new entities. 

c Cabinet Paper 3 – Protecting and promoting iwi/Māori rights and interests in the 
new three waters service delivery model 

This paper summarises iwi/Māori rights and interests in the three waters service 
delivery reforms. 

6. There are four key issues, in addition to the reform strategy, that we have highlighted 
for your consideration. These issues, in order of priority, are:  

a Regulatory complexity 

b Crown support 

c Governance 

d Further considerations 
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Key Issue #1: Regulatory Complexity 

7. While we are supportive of the reform programme and its objectives, we consider that 
the proposed system design is complex and is likely to limit the effectiveness of the 
reforms. In particular, we are concerned that the proposed framework will impose a 
number of competing expectations on the WSEs. These expectations will make it 
difficult for the WSEs to operate in a way that supports efficient investment at the scale 
required to address the existing infrastructure deficit and support growth.  

The regulatory system places an overly broad set of expectations on WSEs  

Entity objectives 

8. Under the proposed reforms, the WSEs would have eight high-level objectives 
prescribed in the legislation, as well as a series of operating principles. We consider 
that the WSEs will struggle to interpret, prioritise, and give effect to this many 
objectives. This is likely to add to transaction costs and reduce efficiency. 

9. We consider that the legislated objectives for the entities should focus on those 
necessary to support their core functions of delivering and maintaining core water 
infrastructure: 

a Water services, and related infrastructure, are  

i delivered and managed in an efficient and financially sustainable manner; 

ii sustainable and resilient, mitigating the negative effects of climate change 
and natural hazards; and 

iii support and enable housing and urban development; 

b WSEs operate in accordance with best commercial and business practices. 

10. While the other objectives remain relevant for the regulatory system, we consider they 
are best given effect to by other stakeholders. These stakeholders will apply influence 
to the WSEs as they carry out their core function:  

a Taumata Arowai have primary responsibility for protecting and promoting public 
health and the environment; 

b local authorities are already tasked with promoting the social, economic, 
environmental, and cultural wellbeing of communities in the present and for the 
future. They will apply influence in their role as owners and governors; and  

c the economic regulatory regime will act to protect the interests of customers and 
communities through economic regulation, as well as the local authority 
influence.  

Government Policy Statement 

11. We acknowledge that there will be circumstances where strategic direction from the 
Crown may provide useful guidance to the WSEs on how they should engage with 
unanticipated risks or opportunities.  

12. However, we consider that any such direction needs to be balanced against ensuring 
that the entities, with suitably qualified boards, are enabled to plan and manage 
investment with a high degree of certainty. In most cases risks or opportunities are best 
managed by the WSEs themselves (subject to their objectives and operating 
principles), or by economic and/or water quality regulation. 
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13. A prescriptive Government Policy Statement (GPS) that is expected to always been in 
place and updated on a regular cycle (such as the requirement in Cabinet Paper 1 for a 
three-yearly GPS that must be given effect to) could result in uncertainty for the WSEs, 
restrict decisions that the entities should be best placed to make, and ultimately 
constrain efficient investment and limit the effectiveness of the reforms.  

14. We have a specific concern about the impact of this uncertainty during the initial period 
of WSE operation. While S&P have indicated that the WSEs are likely to have a strong 
credit profile, this is contingent on the regulatory system providing for independent 
economic regulation that supports the ongoing financial sustainability of the WSEs, 
including a significant step change in revenue (likely through a sustained increase in 
prices smoothed over a period of perhaps five years). 

15. There is a risk the GPS may be used in ways that reduce the credibility of the 
economic regulatory regime or add additional and unfunded expectations on to WSEs. 
If this occurs it may have a material impact on both the cost of finance available to 
WSEs and their ability to sustain the leverage needed to meet their infrastructure 
needs.  

16. We note that the paper indicates a GPS is a key feature of the Scottish Water model. 
However, Scottish Water is entirely owned by the Scottish Government, which means 
there is clear accountability to the Scottish Government. This differs from  the proposed 
model for New Zealand. 

17. Given this, we recommend that the GPS requirements be amended to: 

a provide for an ad hoc GPS in circumstances that are not adequately covered by 
existing mechanisms; and 

b WSEs are only required to have regard to the GPS. This ensures that central 
government strategic direction is taken into account, but it does not constrain the 
ability of the WSEs to decide how best to deliver on their objectives. 

Key Issue #2: Crown Support 

18. Cabinet Paper 2 proposes that the WSEs have access to two forms of ‘Crown support’: 

a A liquidity facility established on similar terms to that currently available to the 
Local Government Funding Agency (LGFA).1  

b Insurance coverage for uninsurable risk, with the starting assumption being that 
coverage currently provided to local authorities under the Civil Defence 
Emergency Management Act 2002 (CDEM Act) would be extended to WSEs.  

19. As part of the RES, S&P indicated that providing both forms of support would result in a 
significant uplift in credit rating – from A- to AA+. S&P’s analysis indicates that 
providing only the coverage for uninsurable risk would likely have credit ratings remain 
at A-. 

 

 

 
1 See section 15 of the Local Government Borrowing Act 2011.  
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Liquidity facility 

20. Agreeing to the provision of a liquidity facility is a decision for you as Minister of 
Finance, given the alternative would be lending to the WSEs under the Public Finance 
Act 1989. Under the terms proposed in Cabinet Paper 2, WSEs would have access to 
the facility where: 

a you consider it necessary or expedient in the public interest to provide access; 

b access was necessary to meet an exceptional and temporary liquidity shortfall; 
and 

c the money was lent on commercial (i.e. non-concessional) terms. 

21. We consider that the provision of a liquidity facility to WSEs can be justified on the 
terms noted above. The WSEs will have an ongoing need for debt capital to finance 
their investment needs. The provision of the facility helps provide an important 
financing backstop should the WSEs temporarily lose access to the debt markets and 
is likely to provide meaningful benefit in terms of cost of finance. S&P has indicated 
that providing a liquidity facility would result in a significant uplift in credit rating – from 
A- to AA+.  

22. The primary risk of providing a liquidity facility to an entity is that it heightens the 
expectation that the Crown will support the entity should it fall into financial distress. 
The Crown can manage this risk in two ways: 

a By limiting access to facilities solely to entities that (i) borrow from the private 
debt markets, and (ii) where those debt market already price in a significant 
degree of Crown support. While the Crown will not be a shareholder in the WSEs, 
the market is likely to assume a high degree of support is likely, particularly given 
the proposed ownership structure means they will have no access to equity 
capital.  

b Being explicit that the facility is only available for where the entity has exhausted 
other alternatives, and purely for liquidity reasons (i.e. the entity remains a 
creditworthy borrower). While this approach appears to be the direction proposed 
in Cabinet Paper 2, we consider it should be spelt out more clearly in the 
recommendations.  

23. We propose that recommendation 49 in Cabinet Paper 2 be amended to be clear that 
the facility would be available only in exceptional circumstances where WSEs had 
temporarily lost access to the debt markets (and therefore liquidity) but remained 
creditworthy. Any lending would need to be necessary or expedient in the public 
interest, with money to be lent on commercial terms. 

WSEs would benefit from coverage of uninsurable risk, but this could be more tightly 
calibrated 

24. The WSEs are unlikely to have the ability to cost-effectively insure against the residual 
risk of a major event that causes significant damage to their infrastructure, such as an 
earthquake. The absence of this coverage will impact on their credit rating. 

25. For local authorities, this issue has been addressed through National Emergency 
Management Agency’s (NEMA) 60:40 arrangement, with the Crown meeting up to 60% 
of the cost of rebuild or repair.  
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26. This cost split arrangement was calibrated based on the assumption that the Crown 
would take the uninsurable gap. While we think maintaining this broad concept (Crown 
takes the uninsurable gap) is important, we consider further work is required to 
determine the appropriate calibration for Crown support for these new entities, taking 
into account potential incentives. 

27. We recommend that the recommendation in Cabinet Paper 2 agreeing to transfer the 
existing CDEM arrangements is amended to indicate further work is required to 
determine the final arrangements and calibration for the WSEs. Any arrangements 
should balance Crown liability against new size of entities and incentivise investment in 
resilience.  

Key Issue #3: Governance  

The governance approach is complex, and this has associated costs 

28. The governance structure for WSEs (and their associated entity form) has been 
designed to meet a number of competing interests. A low level of local authority 
influence is required for balance sheet separation, while Ministers have retained a 
desire to give effect to local needs. This has resulted in a very complex model. The 
papers propose that the WSEs are established as statutory body corporates, with a 
bespoke structure. Local authorities will be named as ‘owners’ but will not hold shares. 
The Crown also proposes to hold a variety of intervention or direction powers, in 
addition to the GPS. These include step-in rights should performance issues arise, and 
a general ability to direct WSEs in relation to expectations regarding their performance 
as publicly owned entities.   

29. While the proposed structure provides for these interests, we are concerned that in 
practice it will be difficult to implement and may duplicate influence delivered through 
other parts of the system. For example, local authorities will influence the investment of 
the WSEs through the planning system, and local communities will provide input into 
WSE activities through consumer panels. This could add additional transaction costs 
for all parties and detract from the potential efficiencies sought through reform. 

30. Additionally, the proposed influence for local authorities and mana whenua may be 
much lower than currently anticipated, and it would be important for the Crown to be 
realistic when it comes to articulating the role these groups would have in influencing 
the WSEs. 

31. The need to balance these interests also has financial consequences. The proposed 
WSE model does not include any equity. It was judged difficult to balance local 
authority interests in the allocation of equity while preserving balance sheet separation. 
Ministers have also indicated a preference against allowing for the payment of 
dividends, even in public ownership. The absence of equity means WSEs will need to 
fund themselves entirely through their operating cashflows and the debt capital 
markets. S&P have indicated that this is one of the major weaknesses of the model and 
constrains the financial risk profile of the WSEs.2  

 

 

 
2 Given the competing interests we have identified it would be difficult to provide WSEs with equity 
capital. Equity capital would be more feasible if the Crown was to take ownership, as this would 
address the challenges associated with balance sheet separation.   

20210476 Item 16
Page 118 of 256



 

T2021/1103 Three Waters Reform Programme – policy comments on package of draft Cabinet papers Page 9 

 

Alternative approaches are possible 

32. We consider that the interests of local authorities and mana whenua could be given 
effect to through a more streamlined, statutory process for input, rather than the current 
proposal to establish a Governor Representative Group, Independent Selection Panel 
and agree the entity Board. We are unsure that Crown step-in rights or a direction 
power are required, as these levers appear to have been taken from other frameworks 
not directly applicable to WSEs.  

33. For example, local authorities’ interest in ensuring that their strategic planning aligns 
with investment direction from the WSEs could be given effect to through a consultation 
process, rather than focusing on the appointment of the entity Board. It would still be 
important to manage expectations around the extent of influence that would be 
provided.  

Key Issue #4: Further Considerations 

Clarification on the aspects and implications of stormwater transferring to the WSEs 

34. Paper 1 seeks agreement to establish the entities to deliver stormwater services in 
addition to wastewater and drinking water. 

35. We find it difficult to support the inclusion of stormwater, as outlined in the paper, at this 
point in time. This is because a significant amount of work is still required on the 
implications for the wider system (including local roading, local authorities and the 
WSEs themselves) and clarification on what a transfer of stormwater responsibilities 
will entail.  

36. We consider that it is important that the new system appropriately allocates 
responsibilities to those entities that are best placed to deliver on the outcomes. There 
is a risk that if the aspects of stormwater to transfer to the WSEs are not clearly 
defined, then WSEs will not have sufficient capacity to focus on their substantive 
objectives of investing in water infrastructure. 

37. We recommend that you discuss with the Minister of Local Government amending the 
recommendations in Paper 1 so that Cabinet does not agree to the inclusion of 
stormwater in the WSEs now, but notes that a decision will be sought once the work 
currently underway has been completed, and the implications are better understood. 

Next Steps 

38. The Minister of Local Government is due to lodge these papers on 13 May for 
discussion at DEV on 19 May. We recommend that you raise the key policy issues in 
this paper, as well as the reform strategy issues, with the Minister of Local Government 
and seek appropriate amendments to the Cabinet papers prior to lodgement.  

39. We have discussed the concerns raised in this report with DIA and will continue to 
engage on these issues through the final development process of the Cabinet papers. 
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Treasury:4454277v1                    

Treasury Report:  Three Waters Reform Programme – negotiation 
approach and financial incentives 

Date:   7 May 2021  Report No: T2021/1161 

File Number: SH-11-5-3 

Action sought 

  Action sought  Deadline  

Minister of Finance  

(Hon Grant Robertson) 
 

Discuss with the Minister of Local 
Government 

10 May 2021 

Contact for telephone discussion (if required) 

Name Position Telephone 1st Contact 

Morgan Dryburgh Senior Analyst, 
National Infrastructure 
Unit (NIU) 

 

David Taylor Manager, National 
Infrastructure Unit (NIU) 

 

Minister’s Office actions (if required) 

Return the signed report to Treasury. 
 

Note any 
feedback on 
the quality of 
the report 

 

 

Enclosure: No 

s9(2)(g)(ii)s9(2)(g)(ii), s9(2)(k)
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Treasury Report:  Three Waters Reform Programme - Negotiation 
approach and financial incentives 

Purpose of Report 

1. The Minister of Local Government has sent you three draft Cabinet papers relating to 
the Three Waters Reform Programme and requested feedback by 7 May. 

2. Paper 1 - A new system for three waters service delivery includes recommendations 
relating to the Government’s approach to achieving reform including, consideration of a 
move away from a voluntary reform strategy; authorising senior Ministers to negotiate 
with local government; and agreement to a package of financial incentives. 

3. On 27 April 2021, the Minister of Local Government also forwarded to you the Local 
Government briefing ‘Three Waters Reform Strategy: Negotiation Approach’ containing 
advice on the reform strategy and potential for negotiation [LG202100458 refers]. 

4. This report provides you with advice to support your feedback to the Minister of Local 
Government on the draft Cabinet papers, as well as in wider conversations relating to 
the reform strategy and negotiation approach. 

5. Our advice on the other matters addressed in the draft package of papers is included in 
the Treasury Report T2021/1103 ‘Three Waters Reform Programme - package of draft 
Cabinet papers’. 

Analysis 

The paper discusses switching to a legislated “all in” approach…. 

6. On 9 April 2021, we advised you that continuing with a voluntary approach to the 
Reform Programme is unlikely to deliver on all of the Government’s objectives in 
relation to three waters services [T2021/923 refers]. 

7. The draft Cabinet paper proposes that the Government seeks to progress the 
legislated “all in” approach, which has been discussed in a number of previous 
briefings [LG202100361, T2021/923, LG202100458]. As noted previously, we 
understand that this describes a mandatory approach (i.e. where participation by local 
authorities will be mandated by central government through legislation) that is 
preceded by discussions with local authorities to gain their agreement1 to the 
Government mandating local authority participation. 

8. The Treasury remains strongly supportive of any actions by Ministers to progress the 
“all in” approach given the challenges with the voluntary approach we have previously 
advised you on, and the certainty that this new strategy would provide for achieving the 
reform objectives.  

… but we think there is a serious risk in the achievability of this new approach… 

9. Based on recent meetings we have attended with representatives from Local 
Government New Zealand (LGNZ) and the Department of Internal Affairs (DIA), we 
consider that there are two key barriers to achieving success with this new approach: 

 
1 At this stage it is unclear what this agreement would look like – whether individual councils would 
agree to the approach, or agreement would be gained through a representative body such as Local 
Government New Zealand (LGNZ). 
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a There is a gap between the legislated “all in” approach as described by DIA, and 
the approach that LGNZ have proposed and are using as the basis for 
discussions; and 

b The current timeframes by which Ministers are seeking agreement to the reforms 
are likely to create a negative reaction from the local government sector. 

Differing reform strategies 

10. DIA’s briefings, and the draft Cabinet paper, describe the legislated “all in” approach as 
being proposed by LGNZ.  

11. We understand that the approach LGNZ is seeking to achieve is different from what is 
described in the draft paper, and is essentially a continuation of the current voluntary 
approach with additional discussion with and endorsement from LGNZ. 

12. This creates an additional hurdle to negotiating with the local government sector, as 
discussions will first need to occur to reach agreement on the reform strategy that 
negotiations will proceed on. 

Timeframe risk 

13. We consider that this is the more material of the two areas of risk. We understand that 
Ministers are seeking agreement to the overall reform strategy (i.e. an announcement 
can be made that the Reform Programme is happening, and how sector participation 
will be achieved) by mid-July 2021, with the paper seeking final approval of the 
approach being discussed by Cabinet in June 2021. 

14. Based on the discussions with LGNZ that we have participated in, the local government 
sector has requested that a lot more information is provided to support the case for the 
reforms, before they can be in a position to consider reaching any negotiated position 
(whether on a voluntary or mandatory approach). 

15. It is highly unlikely that this process could occur and be concluded to the satisfaction of 
the local government sector within the next six weeks. 

16. If Ministers seek to negotiate with local government with the purpose of achieving 
agreement to a legislated “all in” approach by the end of June 2021, as proposed in the 
draft Cabinet paper, then there is a high risk that local government representatives feel 
backed into a corner by central government, and disengage from the process. 

17. There may be merit in exploring a way to separate the substantive reform decisions, 
including on the reform strategy, from discussions with local government, allowing the 
Government to work towards local government acceptance of the Reform Programme 
over a longer timeframe. 

The paper also seeks a large additional financial incentives package to support the 
proposed approach… 

18. Cabinet has already agreed through the Budget 2021 process to set aside $500 million 
in a tagged contingency (charged as a pre-commitment on Budget 2022) as an 
incentives package to support the reform strategy, as well as agreeing $296 million in 
Budget 2021 for the transition and implementation costs of the reforms.  

19. The draft Cabinet paper seeks agreement in principle from Ministers to an overall 
financial incentives package of up to either $2.5 billion or $3 billion to support the 
legislated “all in” reform strategy. The total amount sought is inconsistent throughout 
the paper, but we understand that at least $2.5 billion of the funding sought is in 
addition to the funding already committed through the Budget 2021 process. 
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Given the shift to a mandatory approach, the role of the incentives package will be to 
build goodwill towards the reforms  

20. Under the voluntary approach, it was proposed that financial incentives would be used 
to increase the likelihood of local authorities participating in the Reform Programme by 
choosing to not ‘opt out’ of the process, and thus become part of the water entities. 

21. Our advice on 9 March 2021 [T2021/426 refers] noted that DIA would likely have 
comprehensive information to inform the structure of an incentives package to support 
a voluntary approach after Budget 2021 decisions have been made. We recommended 
decisions on an overall funding package be made following the Budget to allow this 
information to be presented to Ministers. This information has not been presented to 
Ministers. 

22. As the new approach being sought through this paper would be legislated – i.e. local 
authority participation would be secured through primary legislation, as opposed to 
local authority choice – a financial incentives package is not required to achieve the 
reforms. Instead the financial incentives sought in the paper would act to increase local 
authority goodwill towards the reforms and reduce political barriers to legislating to 
achieve the reform outcomes.  

It is hard for us to quantify the goodwill benefit of the financial incentives, but our 
assessment is the proposed approach does not represent a good use of Crown 
funding 

23. It is hard for us to assess and advise you on the political benefits of the incentive 
package. That is a judgment for you to make.  

24. Beyond those political benefits, the paper does not make a case for the provision of 
financial incentives. The paper does not include any analysis or basis for the quantum 
of the financial incentives package, nor does it provide evidence as to the value for 
money of this funding. In part this reflects the fact that it is unclear what outcomes the 
funding will be used to secure. 

25. In this context we find it difficult to support the amount of funding being sought, even as 
an envelope for negotiations. 

26. In addition to this, we consider there is a risk that even though the Cabinet paper seeks 
a negotiating envelope at this stage, there is a substantial risk that this amount acts as 
an ‘anchor’ for actual negotiations heightening the risk that the full envelope ends up 
being fully spent. 

The size of the financial incentives package may have significant implications for 
future budget decisions 

27. Further funding for Three Waters ahead of the Budget 2022 process involves making a 
trade-off between progressing the reforms (if financial incentives are necessary) and 
Ministers’ ability to assess and prioritise spending decisions through Budget 2022.  

28. 
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You may wish to seek further clarity on the potential form and size of any incentives 
from the local government sector 

29. If you are not comfortable with the quantum of additional financial incentives being 
sought through the paper, especially given the difficultly in quantifying its appropriate 
form and size, and the risks involved, we recommend that you engage in discussions 
with local government around the size of any financial package they consider 
necessary. 

30. These meetings could occur as pre-meetings to official, Cabinet-mandated 
negotiations, prior to the Three Waters Reform Programme papers being discussed at 
DEV, and may provide you with assurance around the amount of funding to be 
provided as any negotiating envelope. 

If you consider that these additional financial incentives are necessary, we 
recommend supporting these with a clear negotiating strategy to control the 
significant fiscal risks 

31. The draft paper currently sets out the objectives that the Crown will be seeking in the 
negotiation, and delegates a group of senior Ministers (the Minister of Local 
Government, Minister of Housing and you in your capacity as both Minister of Finance 
and Minister for Infrastructure) to negotiate with local government and report back to 
Cabinet in June 2021, as well as seeking agreement to a financial incentives package. 

32. We consider that this should be supported by a clear negotiating strategy. Given past 
experience leading Crown negotiations, we recommend a strategy that: 

a Is simple to execute, avoiding bespoke and detailed negotiations that will be 
difficult to conclude in a timely manner; 

b Maximises the Crown’s points of leverage (namely the ability to legislate and to 
make trade-offs reflecting the broader pressures on local government); and   

c Includes a fall-back position, should the initial negotiating approach stall.  

33. Key elements of the strategy we would expect to see include:  

a Detail on the package of non-financial incentives that Ministers will be authorised 
to negotiate on alongside the agreed envelope of financial incentives;  

b A game-plan for how the engagements between senior Ministers and local 
government will be structured, including who, in practice, will conduct the 
negotiations;  

c If officials are expected to conduct negotiations with local government to some 
degree, sub-delegations from authorised Ministers to negotiate up to specific set 
financial and non-financial thresholds. This would then require Ministerial 
approval to negotiate above, creating a stepped approach to negotiations in order 
to protect the Crown’s fiscal position;  

d A proposal for managing the precedent risks of conducting individual discussions 
with particular metros, such as Auckland and Christchurch, as suggested in 
LG202100458. This should also seek to leverage other Crown spending to gain 
the support of these metros, as opposed to providing any additional funding; 

e The fall-back position may be a mandatory approach, or some variation that 
spreads some decisions over a longer timeframe, as discussed in paragraph 11 
above. 
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34. In the development of the negotiation strategy, and negotiating envelope, you may also 
with to consider: 

a Leveraging other government programmes to encourage acceptance of the Three 
Waters Reform Programme – you recently received advice discussing the 
opportunities for strategic alignment across government programmes 
(AMI20/21040926 /T2021/1070 refers), which could be of particular use in any 
bespoke negotiations with particular councils, such as Auckland.  

b Ensuring any additional discretionary financial incentives provided as part of the 
Three Waters Reform Programme contribute to other Government objectives – for 
example, any additional funding provided to councils could be required to fund 
infrastructure that supports additional housing. 

35. We recommend that the final Cabinet paper directs DIA officials to develop and report 
back to authorised Ministers with a clear negotiating strategy that covers these 
elements. 

The paper also discusses the new water entities bearing some of the cost of an 
additional financial incentives package 

36. The paper notes that the costs of an incentives package could be shared between the 
Crown and the new water entities, but does not commit any of the additional financial 
incentives sought to come from the water entities.2 

37. Until this is agreed, the split is not certain. We would consider that, if the split is not 
agreed, Ministers need to be comfortable with the Crown potentially bearing the cost of 
the entire incentives package being sought in this paper. 

38. We strongly recommend that this paper include agreement to the amount of any 
additional financial incentive to be borne by the water entities, and is explicit about the 
maximum amount of Crown support Cabinet is comfortable providing in the form of 
direct contribution (in contrast to via a loan or some other form of repayable 
contribution).We have discussed this feedback with DIA and they have indicated the 
final paper will seek agreement to the split of financial incentives between the Crown 
and the water entities. 

39. We also recommend that, as part of any negotiation with the local government sector, 
the acceptability of the water entities contributing to some of the financial incentives is 
tested. In testing this acceptability, the following considerations will be relevant: 

a Substitutability: the cost of any financial incentive provided by the water service 
entities will ultimately be borne by water consumers. Given this, local government 
may not view incentives provided by the entities as being as attractive as 
incentives provided by the Crown.  

b Quantum: the paper argues that the water services entities would have limited 
capacity to pay incentives on establishment, providing a figure of $1 billion - $2 
billion. This figure is based on analysis that assumes the entities initially earn 
revenue close to current levels, and below a level we consider financially 
sustainable. Once water service revenue begins to rise to the levels needed to 
sustain current and future operating and capital requirements, we consider the 
entities will have the long-term financial capacity to pay significantly more than $2 
billion. In part this reflects the low level of consideration they will pay for the 
assets on establishment.  

 
2 This payment would be in addition to the consideration already proposed to be paid by water 
services entities to local government on establishment. This consideration will be set in reference to 
“water debt” (borrowings used to pay for water assets), and is estimated to be approximately $6bn.   
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The primary issues facing such a payment are instead the timing (revenue would 
need to increase before large incentives could be paid without a risk to credit ratings), 
and distributional issues (for example between past and current water service 
consumers).  

c Timing: the proposal that the incentive payments by the water services entities 
are made immediately creates additional risk and complexity. For example, 
providing Crown loans to the entities prior to their establishment and ability to 
charge for their services is likely to create liabilities that the Crown may have to 
step into. We recommend that, if the entities do end up bearing some of the cost 
of any additional financial incentives that careful consideration is given to how 
this occurs prior to the funding being committed to local government. 

Financial recommendations 

40. If Ministers wish to proceed with discussing financial incentives with local government, 
we recommend Cabinet agrees the funding envelope before discussions start. This 
mitigates risks to the Crown of a large unfunded cost and raised stakeholder 
expectations. As a matter of principle, we recommend that policy and funding decisions 
are made at the same time. 

41. Once there is clarity as to the amount sought, and strong justification for that amount, 
we recommend Ministers agree up front to a funding envelope as a pre-commitment 
against the Budget 2022 operating allowance and/or multi-year capital allowance. 
Funding should be set aside in a tagged contingency that remains confidential until 
final decisions are taken on the reform strategy. Following negotiations with local 
government and further work by DIA, any funding not required could be returned to the 
centre or to allowances. 

42. We will work with the finance team at DIA to ensure that the financial recommendations 
included in the paper reflect this approach. 

Next Steps 

43. The Minister of Local Government is due to lodge these papers on 13 May for 
discussion at DEV on 19 May. 

44. The Treasury is engaged in discussions led by DIA and LGNZ that are intended to set 
up a process for the relevant parties to work together to support negotiations. We will 
continue to engage in this process to support the decisions that Cabinet makes 
regarding these papers. 

Recommended Action 

We recommend that you: 
 
a Discuss the reform approach, negotiation strategy and additional financial incentives 

proposed in the draft Cabinet paper with the Minister of Local Government, particularly: 

a. The risks that the proposed new approach is unlikely to be achievable, given the 
difference in starting position between LGNZ and the Crown, and the timeframes 
for decisions; 

b. That any additional financial incentives being sought beyond those already 
committed through Budget 2021 should be agreed to up front and charged 
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against allowances, and include a strong justification including detail of what 
outcomes are being bought; 

c. That as part of any negotiation with the local government sector, the acceptability 
of the water entities contributing to some of the financial incentives should be 
tested with the sector. 

b Recommend to the Minister of Local Government that the Cabinet paper be amended 
to: 

a. Direct DIA officials to develop and report back to authorised Ministers with a clear 
negotiation strategy covering the elements outlined in this paper; 

b. Seek agreement to the amount of any additional financial incentive to be borne 
by the water entities, being explicit about the maximum amount of Crown support 
Cabinet is comfortable with providing in the form of direct contribution. 

c refer a copy of this report to the Minister of Local Government 
 
 Refer/not referred. 
 
David Taylor 
Manager, National Infrastructure Unit 
 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
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Reference: T2021/1257     SH-11-5-3 
 
 
Date: 14 May 2021 
 
 
To: Minister of Finance (Hon Grant Robertson) 
 
 
Deadline: 9:30am, 17 May 2021 
 
 
 
Three Waters Reform Programme– Ministers' meeting 17 May 
2021 

You are attending a Three Waters Reform Programme Ministers meeting on 17 May 
2021. 
 
We understand that this meeting will be between a sub-group of the usual Three 
Waters Ministers and will be focused specifically on discussing the negotiation strategy 
and reform approach. 
 
This aide memoire summarises the Treasury’s key judgements regarding the 
negotiation approach as outlined in T2021/1161. This aide memoire also suggests 
some key points that we consider Ministers should discuss and agree on at the 
meeting on 17 May. 
 
In pursuing a new reform approach, we think it is critical to agree a fall-back 
position… 

Ministers are considering switching from the current voluntary approach to the Reform 
Programme to negotiating with local authorities on a legislated “all in” approach. 
 
As noted in our previous advice, the Treasury is strongly supportive of a switch to the 
“all in” approach given the challenges with the voluntary approach. 
 
However, we think it is important for you to discuss with your colleagues and agree, if 
possible, what the default (fall back) approach would be if negotiations do not succeed.  
 
We consider that there are three plausible “fall back” options, should negotiations stall 
or fail, listed in order of Treasury’s preference: 

1. Pursuing a fully mandatory approach, regardless of local authority support. This 
provides greatest certainty on achieving reform outcomes but risks the 
relationship with local authorities 
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2. Implementing the reforms only on small groups of willing councils – accepting a 
mix of water entities and local authorities delivering investment. This would mean 
some efficiencies in investment delivery and preserve relationships, but the cost 
of reform is unlikely to justify the benefits and outcomes. 

3. As a last resort, abandoning the service delivery reforms and only implementing 
economic regulation – leaving local authorities to meet the challenging upcoming 
investment requirements. This would mean accepting a less-efficient delivery of 
investment (with a correspondingly negative impact on prices) but may preserve 
the relationship with local authorities. 

Each of these fall back positions has draw backs, and in particular we consider options 
two and three are particularly undesirable. However, it is important to agree up front 
what will happen if negotiations are not successful in generating sufficient buy in from 
the sector. 
 
We strongly favour a mandatory approach as the Crown’s fall-back position if 
negotiation towards a legislated “all in” approach fails, as this is the only alternative that 
still achieves the reform (and its significant policy benefits) with the participation of all 
councils. We consider options two and three are particularly undesirable. 
 
… as well as what you are willing to trade off 

There are three key elements that Ministers will have to trade off in any negotiation 
towards a legislated approach: time, money and sector goodwill. It would be useful 
for you to discuss with your colleagues the scope to trade off these elements, 
particularly time.  
 
For example, previous briefings from DIA have indicated the intention for negotiations 
with the sector to conclude in late June 2021. Given that short timeframe, the most 
realistic pathway to support from local authorities is a large and unconstrained package 
of financial incentives. This package is unlikely to deliver good value-for-money in 
relation to alternative approaches.  
 
If there is the potential for shifting that timeframe out to the latest possible date which 
still achieves the Crown’s overall objectives, this would reduce pressure on the 
financial incentives and on the sector.  
 
Under the shift to this new approach, the role of a financial incentives package 
will change  

As the new approach that Ministers are considering would be legislated – i.e. local 
authority participation would be secured through primary legislation, as opposed to 
local authorities opting in voluntarily – a financial incentives package is not required to 
achieve the reforms, but would instead be mainly targeted at building goodwill from the 
sector towards the reforms. 
 
The negotiation strategy and amount of any additional financial incentives provided by 
the Crown should be recalibrated around this change in reform approach – i.e. previous 
sector expectations of a large financial incentives package were based around a 
voluntary approach. Under a legislated approach, the size of the financial incentive has 
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a much lower correlation with the likelihood of success i.e. around the engagement of 
local authorities. 
 
We think also think this provides legitimate options to consider what any additional 
Crown funding is used for – for example, further funding could be used to offset future 
price rises for water, or providing Crown equity into the water services entities. 
 
We recommend supporting any financial incentives with a clear negotiating 
strategy to control the significant fiscal risks 

If the Crown is going to enter into a negotiation, our previous experience has shown 
that agreeing a detailed, well-planned negotiation process, clear negotiating 
parameters, and having experienced negotiators involved will greatly improve 
outcomes. 

While this may take some additional time to set up and develop (possibly one to two 
weeks), within already tight timeframes, we consider that up-front time and effort will 
ensure an overall smoother negotiation process. 

Key elements we think a negotiating strategy needs to contain are:  

• Detail on the package of non-financial incentives that Ministers will be authorised 
to negotiate on alongside the agreed envelope of financial incentives;  

• Agreed parameters for negotiating including soft positions, hard positions, bottom 
lines, and best alternatives; 

• A game-plan for how the engagements between senior Ministers and local 
authorities will be structured, including who, in practice, will conduct the 
negotiations on behalf of the Crown and the process for seeking interim 
decisions;  

• A proposal for managing the precedent risks of conducting individual discussions 
with particular metros, such as Auckland and Christchurch. 

• A fall-back position, as discussed above. 

Next steps 

We consider that the detailed negotiation strategy needs to be developed to inform the 
mandate for negotiations sought through the Reform Programme Cabinet papers, 
which we understand are now likely to be discussed at DEV on 2 June 2021. 
 
It may be useful, following your discussions with Three Waters Ministers, for you to 
commission further work from officials on the negotiation strategy, particularly in areas 
of specific interest to you. 
 
 
 
Morgan Dryburgh, Senior Analyst, National Infrastructure Unit (NIU), 
David Taylor, Manager, National Infrastructure Unit (NIU),  
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Reference: T2021/1372     SH-11-5-3 
 
 
Date: 28 May 2021 
 
 
To: Minister of Finance (Hon Grant Robertson) 

Associate Minister of Finance (Hon Dr Megan Woods) 
Associate Minister of Finance (Hon David Parker) 

 
 
Deadline: 10.30am, 3 June 2021 
(if any) 
 
 
Three Waters Reform Programme – briefing for Government 
Administration and Expenditure Review Committee, 3 June 
2021 

The Minister of Local Government has lodged a suite of three papers relating to the 
Three Waters Reform Programme for consideration at the Cabinet Government 
Administration and Expenditure Review Committee (GOV) on 3 June. 
 
The Treasury continues to be supportive of the high level direction of the Reform 
Programme due to the benefits it is expected to deliver. In line with your request, we 
have worked closely with the Department of Internal Affairs on reform strategy and 
negotiation sections of these papers. The next stage of work, conducting any 
negotiations and discussions with LGNZ, will similarly need close engagement from the 
Treasury, and Ministers, to ensure it is successful. 
 
This aide memoire highlights key matters the Treasury considers you should be aware 
of in the first of these three papers - A new system for three waters service delivery. 
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The paper notes that there may be some ability for Ministers to control price rises 
through the transition period. This is true, but also carries risks. In our view the water 
sector does not currently raise a financially sustainable level of revenue to meet its 
current and future investment needs. If pricing increases are not carried out or are seen 
to be overly constrained, this will reduce the credibility of economic regulation and the 
attractiveness of the water service entities to the capital markets, particularly during 
their early years of operation. This has risks to a key plank of the reform proposition: 
the ability of the entities to take on high levels of borrowing at cost-effective interest 
rates.  
 
Policy decisions could be traded away 

Despite seeking Cabinet agreement to a large number of policy elements of the Reform 
Programme, the paper suggests that any of these policy elements could be put on the 
table to be revised and agreed with local government, as part of the incentives 
package. 
 
The paper notes that any individual amendments to the policy positions agreed by 
Cabinet would need to not undermine the reform objectives, but we are concerned that 
this opens the door to policy changes that materially weaken the reform proposition 
when considered as a package (an example might be increases in local authority 
influence in governance that weaken the commerciality and efficiency of the entities, 
and impact their credibility with the capital markets).   
 
The paper is seeking an additional $500 million in financial incentives from the 
Crown 

The paper seeks an additional $500 million as a pre-commitment against the Budget 
2022 operating allowance, to make up part of a negotiating envelope for discussing 
and agreeing with LGNZ the quantum of financial incentives that are likely to achieve 
the local government sector’s support for the Reforms. 
 
This funding is in addition to already-committed Crown funding of: 
• $296 million provided through Budget 2021 for implementation of the reforms; 

and 
• $500 million already pre-committed against the Budget 2022 operating allowance 

to provide a package ensuring councils are ‘no worse off’ as a result of the 
reforms. 

 
The financial incentives package is intended to increase local authority goodwill 
towards the reforms and reduce political barriers to legislating to achieve the reform 
outcomes. 
 
As we have previously advised, [T2021/1161 refers], it is hard for us to assess and 
advise you on the political benefits of the incentive package. However, we consider that 
any funding is likely to deliver greater value for money if any financial incentives are 
also required to be used to advance Government priorities, such as housing, or if 
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funding is targeted at other elements of the reform, such as offsetting price rises for 
consumers.  
 
Committing further funding against the Budget 2022 allowances may also have 
significant implications for future budget decisions. Future pressures on the Budget 
2022 operating allowance and the multi-year capital allowance are likely to be 
significant. Committing further funding now will constrain your ability to assess and 
prioritise spending decisions through Budget 2022. 
 
The paper proposes that the water services entities contribute up to $1.5 billion 
to the financial incentive package, and notes the timing of this payment could be 
accelerated through the use of Crown loans 

The water services entities will not have the financial capacity to support any payments 
until they are fully operational. This is not expected to occur until 1 July 2024. The 
paper notes that the Crown may nonetheless face pressure from LGNZ to have this 
part of the financial incentive paid to local authorities in 2022/23.  
 
The paper notes that there is an option for the Crown to pay money upfront on behalf of 
the water services entities, and then recover these payments from the water services 
entities through loans. The paper proposes that the loans would be ‘fiscally neutral’, 
with the consequence that they would not count against budget operating or capital 
allowances (though they would impact on net core Crown debt). In order to be ‘fiscally 
neutral’, the loans would need to be:  
• fully repaid within ten financial years, and 
• provided on commercial terms.  
 
The Treasury is not opposed to the water services entities contributing to the financial 
incentive package. While we note that that such a payment largely represents a shift of 
value from future water consumers to current ratepayers, we see this approach as 
strongly preferable to further Crown contributions. We nonetheless advise against the 
proposed use of loans, and recommend that any payments are made by the water 
entities themselves once they are operational. This reflects the following judgements: 
• Settlement risk: The Crown will make its payments to local authorities early in the 

reform process. There is a risk that the Crown will subsequently face ‘settlement 
risk’ (the risk that it is unable or unwilling to recover the full amount of these 
payments from the water services entities). This would occur if the reforms did 
not progress in the manner currently anticipated, or the financial capacity of the 
water services entities to repay the loans was less than expected. In relation to 
the latter, current analysis suggests that the water services entities will have the 
financial capacity to support $1.5 billion more borrowing on establishment without 
an impact on credit ratings. This analysis is based on assumptions regarding both 
transition (particularly price paths) and the amount of consideration the entities 
will pay to local authorities – neither of which may hold in practice.  

20210476 Item 19
Page 133 of 256



 

Treasury:4464485v1  4 

• Risk around fiscal neutrality: there are risks in relation to the Crown’s judgement 
that the loans are provided on commercial terms. The water services entities do 
not currently exist. The entities can be legally set up prior to becoming fully 
operational (i.e. before they are transferred the water assets), but would not have 
the financial capacity to support repayment. It would be difficult for the Crown to 
confidently set a commercial interest rate for the water services entities at this 
point. The directors of these entities would also be likely to seek indemnities and 
guarantees from the Crown before agreeing any loan (i.e. the Crown would be 
guaranteeing its own debt). Based on experience with reforms of this scale, it is 
likely that some aspects of the reforms will not progress in the manner currently 
anticipated. If loans are not repaid within ten financial years, then they may not 
be considered fiscally neutral under the current fiscal management approach. 

 
We expect LGNZ will make the timing of payments an important element of upcoming 
negotiations. The key element that the Crown can provide to offset the attractiveness of 
earlier payments is certainty of funding; that is, what will be provided and when. 
 
We will provide you with further advice on this matter in your role as one of the senior 
Ministers leading the negotiations with LGNZ. 
 
There are connections with other work programmes to be considered by Cabinet 

On Monday 31 May, Cabinet is due to consider a paper seeking further funding 
commitments to the transport components of the New Zealand Upgrade Programme. 
 
We note that if Cabinet agrees to provide additional Crown funding of $1.869 billion this 
will represent a significant increase in Crown investment in infrastructure in various 
regions, especially Auckland. Given the need to ensure Auckland supports the Reform 
Programme expressed through this three waters paper, it is worth acknowledging and 
emphasising this additional contribution as you consider engaging with Auckland to 
seek support for the reform programme. 
 
 
Morgan Dryburgh, Senior Analyst, National Infrastructure Unit (NIU), 
Fiona Stokes, Acting Manager, National Infrastructure Unit (NIU),  
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Reference: T2021/1481     SH-11-5-3 
 
 
Date: 8 June 2021 
 
 
To: Minister of Finance (Hon Grant Robertson) 
 
 
Deadline: 3.30pm 10 June 
(if any) 
 
 
Finance Priorities Meeting 10 June 2021 – alternative advice on 
the Three Waters Reform Programme 
On 8 June 2021, Cabinet considered a suite of three papers seeking decisions on the 
Three Waters Reform Programme.  

The paper ‘A new system for three waters service delivery’ sought agreement to a 
negotiating envelope for engaging with Local Government New Zealand (LGNZ) on the 
amount of financial incentives to be provided to local authorities as part of the Reform 
Programme, including up to $1.5 billion to be paid by the new water entities. 

We have taken on board questions raised by you about the appropriateness of the 
water entities paying financial incentives to local authorities. You will receive further 
advice on options for the potential quantum and the source of the financial incentives 
package for local authorities as part of joint advice from the Treasury and the 
Department of Internal Affairs on Friday 11 June. 

On Tuesday 8 June, we also raised with you the possibility of a model that would allow 
the Crown to provide equity investment into the water entities. A high-level description 
of this model is attached to this aide memoire at Appendix 1 for discussion at the 
Finance Priorities Meeting on Thursday 10 June. 

This model has not been raised with Ministers in detail due to the expressed 
preference for the new entities to not return dividends, to not pursue a shareholding 
model, and to provide for iwi influence.  

Next steps 

Following your discussion with officials, we will incorporate your views on the possible 
alternative equity model into our 11 June advice on options for the financial incentives 
package. 
 
 
 
 
Morgan Dryburgh, Senior Analyst, National Infrastructure Unit (NIU), 
David Taylor, Manager, National Infrastructure Unit, National Infrastructure Unit (NIU), 
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Finance Priorities Meeting
Alternative Approach – Shareholding Option

Incorporating a Crown shareholding as part of the reform programme

• In taking a shareholding, it would be preferable to make a payment for ‘new 
shares’ in the entity (i.e. the money would go to the entity, not local authority 
owners). This payment would come from the capital allowance

• We do not consider a shift to a shareholding model would be large in substance, 
but note that this option has not been socialised with the sector. The sector may 
seek a more explicit payment for the value of assets, there would need to be 
more discussion about relative ownership percentages, and (particularly if 
dividends were allowed for) it may be associated with privatisation/higher prices

• Allowing dividend payments would strengthen the commercial incentive on 
entities, and offer the potential for a return on shareholdings (TasWater is an 
example). Entities unlikely to be in a position to pay dividends in the near-term, 
given the need to close the infrastructure deficit 

• The Crown would need to consider how it exercised any shareholding, so as to 
avoid adding complexity and manage signalling risks (a minority holding may 
need to be passive, whereas 100% shareholdings are more straightforward)

Auckland

• Our base case is that Auckland will be part of the reform 
programme, but its scale and existing structure mean that Ministers 
could consider a different approach. Auckland Council has noted 
concerns about the proposed governance structure, and will likely 
seek to retain its current level of control of Watercare

• Watercare is likely to require balance sheet separation to meet its 
long-term investment needs. Auckland Council may seek balance 
sheet separation through a guarantee of Watercare’s debt, which 
we would be minded to advise against given the impact on 
Watercare’s incentives and precedent impact 

• The Crown taking a significant equity stake would provide an 
alternative method to achieve balance sheet separation, although 
would also raise issues of control and consistency with the rest of 
the sector. Key questions would relate to: (i) the value paid for the 
share, (ii) whether the Crown received any return on those shares, 
and (iii) how the Crown would exercise its ownership rights

Potential Issues Potential AlternativesCurrent Approach

➢ Complex ownership / governance arrangements 
that seek to provide influence to a broad group of 
stakeholders (local authorities, Iwi, Crown) while 
achieving separation from council balance sheets 

➢ Balance sheet separation delivered by bespoke 
statutory body corporate model that reduces local 
authority influence (including making ownership 
nominal rather than economic)

➢ Local authorities paid for ‘water debt’ but not for 
value of assets (we consider the economic value of 
assets is very low, given the scale of the 
infrastructure deficit)

➢ Proposal to maintain sector goodwill through large 
financial incentive package, including significant 
payment ($1.5bn) from water services entities to 
local authorities

➢ Negotiation approach, seeking endorsement from 
LGNZ (but not local authorities themselves) 

➢ We understand you may have concerns about the 
financial incentive package. Contribution by water 
services entities will be funded by debt and reduce 
their capacity to invest in infrastructure. Crown 
contribution is large relative to operating allowances 
and may not directly support Government objectives

➢ The Treasury also considers there are risks with the 
proposed ownership / governance model: 

o Nominal ownership may reduce accountability, 
and provide local authorities with a lower level 
of influence than they anticipate

o May reduce incentives on water services 
entities to operate commercially (for example 
to raise prices to the revenue cap and close 
infrastructure deficit in a timely manner) 

o Entities are reliant on debt markets, so not 
resilient if they get into difficulty – Crown 
implicit backstop

➢ We are preparing joint advice with DIA regarding 
the financial incentive package. Given the shift to a 
mandatory approach, we consider you have 
additional options around quantum and structure

➢ Beyond that advice, we wish to test your appetite 
for:

o A shareholding model that may provide a 
simpler way of achieving the Government’s 
reform objectives (we note that a company 
with distributed ownership may be able to 
achieve balance sheet separation, and might 
offer the potential for local authorities to 
receive longer-term returns through dividends)

o The Crown investing equity into one or more of 
the water services entities. This investment 
could strengthen entity balance sheets, would 
come from the capital allowance, and may 
assist balance sheet separation if an entity had 
one relatively large owner 
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Local Government briefing 

Hon Nanaia Mahuta  
Minister of Local Government 

Hon Grant Roberson 
Minister of Finance 

 

Title: Three Waters Reform: Approach to LGNZ Discussions 
Date: 11 June 2021 

 

Key issues 

This briefing provides you with advice, and seeks your feedback and direction, on the proposed 
approach to discussions with LGNZ with the aims of: 

• having LGNZ publicly endorse and actively promote the reforms, including by supporting 
Government policy announcements; and 

• designing a package of incentives to help best support the reform objectives. 
 
 

Action sought Timeframe  

Note the contents of this briefing and provide feedback to officials; and  

Agree to the recommendations of the briefing. 

By COB 
Monday 14 
June 2021 

 
Contact for telephone discussions (if required) 
 

Name Position  Direct phone 
line 

After hours 
phone 

Suggested 
1st contact 

Allan Prangnell Executive Director, Three 
Waters, Department of 
Internal Affairs 

✓ 

Nick Davis Policy Lead, Three Waters  

Morgan Dryburgh Senior Analyst, The Treasury ✓  

David Taylor Manager, National 
Infrastructure Unit, The 
Treasury 

 

 

Return electronic document to: Nick Davis, nick.davis@dia.govt.nz 

Cohesion reference: {8C1D1D7B-7437-4B45-B007-48189FC5DAD2} 

Ministerial database / Treasury 
report reference 

LG202100696 (DIA) 
T2021/1515 (Treasury) 
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Purpose 

1. This briefing provides you with advice, and seeks your feedback and direction, on the 
proposed approach to discussions with Local Government New Zealand (LGNZ) with 
the aims of: 

1.1 having LGNZ publicly endorse and activity promote the reforms, including by 
supporting Government policy announcements; and 

1.2 designing a package of incentives to help best support the reform objectives, to 
be presented to the local government sector by the Government on 15 July 
2021 at the LGNZ conference. 

2. The briefing seeks your agreement to: 

2.1 the process and timeline for conducting the discussions with LGNZ; 

2.2 an initial starting position on the elements of the three waters reform support 
package that need to be agreed ahead of a mid-July announcement. 

Background  

3. This briefing anticipates that Cabinet will agree to the recommendations contained in 
the paper ‘A new system for three waters service delivery’, as lodged for discussion at 
Cabinet on 14 June 2021. This includes the shift to a legislated “all in” approach to 
reform (which differs from the voluntary approach Cabinet agreed in December).  

4. As part of these decisions, the Minister of Local Government and Minister of Finance 
are expected to be invited by Cabinet to lead discussions with the local government 
sector, supported by officials from the Department of Internal Affairs and the Treasury 
to:  

4.1 build support within the local government sector for the reforms; and 

4.2 discuss and agree the broad shape of a three waters reform package that can 
be announced at the Local Government New Zealand conference in mid-July. 

5. This briefing seeks your agreement to officials conducting these discussions on your 
behalf, within the parameters set out within this briefing and by Cabinet. 

6. To provide a sound foundation for the discussions with LGNZ, the parameters Cabinet 
is being asked to agree for negotiating a three waters reform package include: 

6.1 objectives for the discussions  

6.2 areas that can be negotiated; and 

6.3 a financial envelope within which to negotiate the financial elements of a three 
waters reform package, including: 

6.3.1 up to $1 billion funded by the Crown to provide for financial 
incentives payments to local authorities comprising: up to $500 
million already agreed as part of the Budget 2021 Package, to address 
costs to local authorities arising from stranded assets and reduced 
borrowing capacity due to the transfer of water related assets and 
liabilities [CAB-21-MIN—116.16]; and 

6.3.2 an additional $500 million, for the purposes of supporting the local 
government sector through the transition, and enabling investment 
and other activity that supports increased community wellbeing, 
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consistent with a more resilient and sustainable future for local 
government; and 

6.3.3 up to $1.5 billion to be paid by the water services entities to councils. 

7. Appendix One provides further information on the key parameters Cabinet has been 
asked to agree for negotiating a package. 

8. Any agreement on a support package reached during the discussions with LGNZ will 
require confirmation by Cabinet prior to announcement of the package. We are 
anticipating that this would be given effect to by a paper seeking confirmation of the 
final package progressing through Cabinet committee during the week beginning 5 July 
2021. 

9. This provides a relatively short window of time in which to hold discussions with LGNZ 
following the expected Cabinet decisions on 14 June and anticipated lodgement of any 
paper on 1 July. 

Comment  

Purpose and scope of negotiation 

10. The purpose of the engagement with LGNZ is to reach an agreement on the key 
features and high-level design of a three waters reform support package that the 
Government would announce at the LGNZ conference on 15 July 2021. 

11. Agreement on a package would serve as a basis for securing LGNZ’s commitment to 
endorse the package and work with its members to build support for reform. LGNZ 
understands that this engagement is intended to support a legislated “all in” approach 
to reform. 

12. A key focus of the discussions is on the development of an agreed package including: 

12.1 Confirmation of the details of a package that will be announced to the sector in 
mid-July including: 

12.1.1 No worse off costs 

12.1.2 Quantum of any additional incentive required 

12.1.3 Allocation of funding to local authorities 

12.1.4 Commitments sought in exchange for funding 

12.1.5 Timing of funding 

12.1.6 Source of funding 

12.2 Other commitments, as necessary, to secure LGNZ’s support and endorsement 
of the package. These commitments are expected to relate to: 

12.2.1 Areas of policy where there is ability to tailor to local circumstances 

12.2.2 Continuation of a partnership-based approach to implementation of 
the reforms, including how the Crown might provide financial support 
to enable LGNZ and Taituarā to lead the sector through the change 
process. 

13. Matters that fall outside the scope of the Three Waters Reforms (e.g., Resource 
Management Reform) are not within scope of the proposed negotiations.  
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Engagement Approach  

14. Given the short timeframe within which to conduct discussions and reach agreement 
prior to major announcements of the three waters reform support package in mid-July, 
officials seek a broad mandate for carrying out discussions with LGNZ on your behalf, 
consistent with the Cabinet agreed parameters outlined in Appendix One. 

15. DIA and Treasury officials have held preliminary discussions with LGNZ over the last 
few weeks, and there is a good degree of alignment on the key areas for discussion. 
The key areas of focus for discussion over the coming weeks are expected to include 
the: 

15.1 design of a financial incentives package to support the reform, including: 

15.1.1 a ‘no worse off’ element; and  

15.1.2 a ‘better off’ element (e.g., investment in institutional capability, 
community wellbeing) 

15.2 areas of policy design where the government can signal to the sector that there 
is scope for adaptation and customisation to suit local circumstances, provided 
they do not compromise the overall reform objectives 

15.3 the sequencing of, and planning for, information provision to local authorities 
and announcement of decisions, and the role LGNZ will play to build support 
from elected members for the reforms; 

15.4 how LGNZ and Taituarā will support the transition and entity establishment 
process. 

Form of agreement between the Crown and LGNZ 

16. A draft Heads of Agreement (or similar) will be provided to you by 24 June, and is 
expected to cover: 

16.1 Parties to the agreement 

16.2 Status of the agreement 

16.3 Purpose of the agreement, including the Crown and LGNZ’s objectives 

16.4 Commitments and undertakings that each party intends to make to the other 

16.5 Relationship management principles, including how any disputes will be 
managed  

16.6 Record of substantive positions or agreements reached in relation to the key 
areas for discussion (discussed further below) 

16.7 Other key terms, including duration, handling of information and 
confidentiality. 

17. This will be a non-binding agreement but elements of it will be subject to subsequent 
binding agreements.  

18. For example, Crown agreement to a support package would be confirmed through 
Cabinet decisions in early July. The Crown would then subsequently enter into binding 
agreements with local authorities (and potentially the new water services entities) in 
relation to any agreement to provide financial incentives, in exchange for certain 
commitments. Similarly, separate agreements would be entered into with LGNZ and 
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Taituarā, in relation to any ongoing role they might play to support the transition and 
establishment process. 

19. Given the nature of the matters to be discussed, an open, interest-based approach to 
negotiation is expected to work better than a positional-bargaining approach. This 
approach best builds on the open and transparent nature of the partnership-based 
approach taken to date. However, in the interests of progressing discussions quickly, 
officials recommend that LGNZ be presented with an initial starting position on the key 
elements of the support package that need to be agreed ahead of a mid-July 
announcement. Our advice on this initial starting position is discussed further in this 
briefing. 

Negotiation Team 

20. We propose a Crown negotiation team comprising: 

20.1 Allan Prangnell, Executive Director, Three Waters, Department of Internal 
Affairs 

20.2 Nick Davis, Policy Lead, Three Waters Reform Programme, Department of 
Internal Affairs 

20.3 Leilani Frew, Deputy Secretary, Financial and Commercial, The Treasury 

20.4 John Duncan, member of DIA’s Three Waters Reform Programme Board; and 

20.5 Sarah Sinclair, Chair and Partner – Construction and Infrastructure, 
MinterEllisonRuddWatts.  

21. Following your agreement to members of the negotiating team, officials will conduct a 
due diligence process to manage any potential conflicts of interest for members of the 
team, and gain relevant agreements to ensure the confidentiality of discussions during 
the negotiation process. 

Process for conducting discussions  

22. We propose to hold weekly negotiation meetings between the Crown negotiating 
team and LGNZ representatives, with meetings currently scheduled for Wednesdays. 
The Crown negotiation team will meet weekly on a Monday to prepare for each 
engagement with LGNZ, and again to debrief on a Thursday. 

23. Following each meeting, officials will provide an update to Ministers, highlighting any 
issues that require Ministerial direction. Any feedback sought from Ministers would be 
needed prior to the following Wednesday’s meeting. 

24. We expect that Ministers may need to meet with the elected leadership of LGNZ over 
the course of the discussions. Tentatively, we expect that this may be required for the 
presentation of the Crown’s initial statement of position (especially if the Treasury’s 
recommended initial starting position is agreed), to discuss any material points of 
difference if they arise, and towards the end of the negotiations to confirm the 
substance of the agreement and any outstanding issues.  

Initial starting position on key elements of the three waters reform support package 

25. We recommend that LGNZ be presented with an initial starting position on the 
elements of the support package that need to be agreed ahead of a mid-July 
announcement. Our advice on each of these key elements is set out below. 

Quantum and structure of any financial incentive 
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26. Cabinet has been asked to agree to a negotiating envelope of up to $2.5 billion within 
which you have been invited to discuss a financial incentives package with LGNZ to 
underpin a legislative and endorsed New Zealand-wide approach to reform. This 
envelope comprised: 

26.1 up to $1 billion funded by the Crown to provide for financial incentive 
payments to local authorities, comprising: 

26.1.1 up to $500 million already agreed as part of the Budget 2021 Package, 
to address costs to local authorities arising from stranded assets and 
reduced borrowing capacity due to the transfer of water related 
assets and liabilities [CAB-21-MIN—116.16]; and 

26.1.2 an additional $500 million, for the purposes of supporting the local 
government sector through the transition, and enabling investment 
and other activity that supports increased community wellbeing, 
consistent with a more resilient and sustainable future for local 
government; 

26.2 up to $1.5 billion to be paid by the water services entities to councils.  

27. On the expectation that the decisions sought from Cabinet are agreed to, we are 
seeking your direction on the initial offer within this envelope to present to LGNZ on 
16 June. This leaves roughly two weeks within which to conclude an agreement with 
LGNZ, noting that Cabinet confirmation would be required in early July. 

28. Given there is a very short timeframe available for these discussions, there will very 
little opportunity to move the positions of each party if there is a large difference 
between the Crown’s initial starting position and what LGNZ thinks will be necessary to 
achieve local government support for the reforms. 

29. There are a range of options available for the initial offer. The table below provides a 
high-level assessment of how likely each of these amounts are to secure the two key 
outcomes that the provision of the financial incentives package is seeking to achieve: 

29.1 Agreement from local authorities to:  

29.1.1 Continue with planned investment in three waters infrastructure for 
the duration of the transition period, including commitments made 
through 2021-31 long-term plans – financial incentives would be 
made conditional on local authorities meeting and sustaining a 
minimum proportion of planned investment; and 

29.1.2 Work in partnership with central government to transition to the new 
water services delivery system, including complying with certain 
terms that are critical to a successful transition. 

29.2 Local government support for the reform programme. 
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Initial offer amount 
(total) 

Funding source Likelihood of gaining 
sector commitment to 
cooperate during 
transition and continue 
investment 

Likelihood of sector 
support for reforms 

$500m 

(Treasury 
recommended 
option) 

‘no worse off’ costs agreed 
through Budget 2021 

Low – no worse off costs 
that go to all councils are 
stranded overheads, 
relatively small payment. 

Majority of funding will 
only go to a small number 
of councils. 

High risk of adverse 
‘gaming’ behaviour by 
councils (e.g., pulling back 
on planned investment, 
seeking to exaggerate 
water debt) through the 
transition, leading to 
increased costs and risks 
to WSEs. 

Very low – local 
authorities will see this as 
effectively ‘no package’. 

DIA considers this may see 
LGNZ ‘walk out’ of the 
negotiations. Alternatively, 
it may see LGNZ present a 
very large counteroffer, 
well in excess of Cabinet-
agreed parameters. 

$1b $500m ‘no worse off costs’ 

AND 

$500m additional Crown 
funding 

OR  

$500 entity funding 

Low-Medium –local 
authorities will likely agree 
to conditions attached to 
funding, but the small 
amounts of funding 
available may result in low 
cooperation with the 
transition process. 

Very low – sector 
expectations are for an 
amount greater than 
previous investment, 
which this would not 
meet. 

$1.5b $500m ‘no worse off costs’ 

AND EITHER 

$500m additional Crown 
funding 

And $500m entity funding 

OR 

$1b entity funding 

Medium-High– most local 
authorities would be likely 
to cooperate with the 
reforms. 

Low to Medium – $1 
billion of funding (in 
addition to ‘no worse off’ 
is not significantly higher 
than the initial three 
waters investment 
stimulus package, 
assuming Auckland is 
included)  

$2b 

(DIA recommended 
option) 

$500m no worse off costs 

AND 

$1.5b entity funding 

Medium-High – most local 
authorities would be likely 
to cooperate with the 
reforms. 

Medium – consistent with 
previous DIA advice, this is 
likely to achieve some 
support and will be closer 
to sector expectations 

 

30. Consistent with previous Treasury advice, the Treasury considers that Ministers should 
seek to achieve local government support for the reforms for the lowest amount of 
additional financial incentives required to achieve the outcomes that you are seeking. 
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Therefore, the Treasury’s recommended initial starting position for discussion with 
LGNZ is the $500 million ‘no worse off’ costs committed through Budget 2021. 

31. 

32. DIA recommends that Ministers agree to a ‘best foot forward’ offer of $2 billion, 
comprising $500 million ‘no worse off’ costs committed through Budget 2021 and $1.5 
billion from the entities, with limited further room for movement. This approach is 
intended to shift the primary focus of negotiation away from the size of the package 
and onto other matters that are critical to supporting a mid-July announcement. 

33. Following the initial offer being discussed with LGNZ, officials will prepare a briefing 
outlining LGNZ’s reaction and any recommended next steps. We will seek the 
agreement of joint Ministers to any increase in the quantum of the package prior to 
discussion with LGNZ (i.e., approach to allocation of the funding, what the Crown will 
get for its money etc). 

34. We note that, given the short timeframe for these discussions to occur, providing an 
initial offer that is far lower than what is expected by LGNZ is likely to lead to 
disengagement from the process and the inability to sufficiently overcome the 
difference in starting positions to reach agreement on the quantum of financial 
incentives. 

35. If this were to occur, you would have options on how to proceed. If discussions fail to 
reach agreement in time for an announcement on 15 July, you may choose to: 

35.1 Proceed with an announcement without LGNZ support; DIA notes that this 
would significantly erode the goodwill built with the local government sector 
throughout work on the reform programme and increases the implementation 
risks and the starting position of water services entities, potentially reducing 
the scale of economic benefits to consumers; or 

35.2 Delay the July announcement of the package, providing further time to either 
work towards agreement on a package, or work on developing an alternative 
Crown proposal. This would be inconsistent with recent discussions between 
the Prime Minister and Minister of Local Government, the President of LGNZ 
and a sub-group of LGNZ’s national council. 

Source of funding 

36. It will be important to note that the amount of any financial incentive to be funded by 
the water services entity would be in addition to the value of water-related debt that 
the new water services entities would absorb at the point of asset transfer. An 
additional payment by the water services entities would have the effect of increasing 
future charges for water customers. The net impact of this additional funding is 
estimated to be less than $30 per household per annum over 30 years.  

s9(2)(g)(i)
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37. The rationale for water services entities bearing some of the cost of the financial 
incentives package is that future water customers stand to benefit most from reform. 
The size of this benefit is significantly greater than the cost, in terms of increased 
water charges. In addition, given most future water customers are current ratepayers, 
the cost would also be offset by the benefits from the additional investment by local 
authorities in community well-being.  

38. From a local authority perspective, the proposed approach to reform involves transfers 
of assets. Local authorities will be paid consideration for the value of water-related 
debt, without any allowance for the value of their assets beyond that (i.e., equity). 
Further, the water services entities will be non-profit, with no shareholding and, 
therefore, will not generate a future dividend stream for local authorities.1 In this 
context, the $1.5 billion in additional ‘consideration’ by the water services entities can 
be viewed as an acknowledgement of the value of the water infrastructure, and a lump 
sum paid in lieu of any future income stream associated with their ownership interest. 

39. The Treasury notes that with the shift to economic and water quality regulation, local 
authorities will face a significant contingent liability for infrastructure investment 
(maintenance, upgrades, and new capital expenditure). The scale of this contingent 
liability means that, while local authorities have substantial water assets, these assets 
should currently be viewed as having limited or no equity value. 

40. It will be important, through the negotiation process, to test the local government 
sector’s reaction to a portion of the financial incentives package being provided by the 
water services entities (future water customers). A consequence of not accepting this, 
would be that the total size of the incentives package would be significantly smaller 
(unless the Crown were to increase its contribution). 

41. 

Allocation of incentives between local authorities 

42. There are two elements that make up the proposed financial incentives package: 

42.1 ‘No worse off costs’, intended to ensure that no local authority is left worse off 
because of the reforms.2 

42.2 A package of additional funding that will support the achievement of the 
Cabinet-agreed objectives for negotiation, and which is aimed at securing local 
authority support for the reforms 

43. We are seeking your agreement to officials taking an open, co-design approach to the 
development of allocative mechanisms, with the objective of achieving an approach 
that is widely accepted by local authorities as fair and reasonable, and which 
recognises the significant diversity within the sector. 

 
1 This contrasts, for example, with the approach to reform in Tasmania, where local authorities retain an 

ownership stake and benefit from a dividend paid by Taswater. This dividend adds to the cost paid by 
households for water services. 

2 Within the bounds of the amount agreed and set aside for this purpose 

s9(2)(f)(iv)
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44. The following paragraphs briefly outline possible approaches that could be taken to 
the allocation of incentives for each of the above elements of the incentives package. 

 ‘No worse off’ package 

45. Given the diversity of the sector, there are a wide range of potential adverse impacts 
for local authorities depending on: 

45.1 The value of water-related assets, debt and revenues and the consequences of 
transfers for the borrowing capacity of councils – for most councils, the impact 
of the transfers is expected to leave them ‘better off’ in terms of borrowing 
capacity, but for a small number of councils with low water debt, they will be 
adversely impacted because of the transactions 

45.2 Councils are expected to bear certain costs associated with the transactions 
themselves, including legal, accounting and reorganisation costs. This includes 
overheads costs that are unavoidable in the short-term, and that need to be 
reallocated across other parts of the business (i.e., stranded overhead costs). 

45.3 Some councils have accumulated significant positive cash reserves that have 
been earmarked for future water investment, and which will be lost if these are 
transferred to the new entities without a commensurate commitment to invest 
those funds in the community that paid for them. It may be possible to 
earmark reserves for investment within the relevant territorial authority. 

45.4 Local authorities that have been (relatively) better stewards (e.g., invested in 
asset maintenance at a higher rate) may consider that they are worse off due 
to joining an entity with other local authorities that have been less good 
stewards. 

46. Some of the above factors are objectively quantifiable, or can be reasonably 
estimated, whereas other factors are more subjective and not easily quantifiable. The 
design of a ‘no worse off’ package will need to focus on those measures where 
reasonable estimates of adverse impacts can be made. Principled agreements will 
need to be reached about how certain eventualities will be dealt with, given actual 
financial implications will only be known with certainty at the point of asset, liability 
and revenue transfer (i.e., 1 July 2024). 

47. We are seeking your agreement to discuss the components and allocation of a ‘no 
worse off’ package with LGNZ, and will report back to you with proposals for the 
components that should make up a package. 

Additional funding package 

48. The Three Waters infrastructure stimulus package was allocated using a notional 
allocation framework based on a nationally-consistent formula, with some 
adjustments to take account of exceptional circumstances. 

49. The general approach to determining each local authority’s notional allocation was 
based on: 

49.1 the population in the relevant council area, as a proxy for the number of water 
connections serviced by a territorial authority (75 per cent weighting); and 

49.2 the land area covered by a local authority (excluding national parks), as a proxy 
for the higher costs per connection of providing water services in areas with 
low population density (25 per cent weighting). 
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50. Adjustments were made to this notional allocation in the cases of: 

50.1 Hawke’s Bay councils: who received a higher allocation to reflect their 
leadership in taking a regional approach to addressing their three waters 
challenge; and 

50.2 Auckland council: who did not receive an allocation because of the significant 
progress already made on aggregation of water services and reflecting work 
underway at the time on a potential accelerated approach.  

51. While the nationally-consistent formula was not perfect, it was well received by the 
sector because it took a consistent, even-handed approach based on objective criteria. 
A similar, formula-based approach could be taken again, either with the same or 
different parameters forming part of the calculation.3  

Conditions on use of incentive payments 

52. We expect that local authorities will want discretion over how they can use any 
funding. To be attractive to local authorities, any additional package of incentives will 
need to be able to be spent on non-water activities and investments. Given the 
diversity of communities across New Zealand, this is likely to translate into a wide 
range of priorities for investment, consistent with their “broad role in promoting the 
social, economic, environmental, and cultural well-being of their communities, taking a 
sustainable development approach”.4 

53. On the other hand, the Crown will want assurances about the quality of spending and 
that it will generates measurable benefits for communities. Ideally, spending should 
align with and complement the Crown’s own priorities for investment in community 
well-being. 

54. There are several different approaches that could be used to provide the Crown with 
assurance regarding the quality of spending: 

54.1 Specifying funding criteria; 

54.2 Requiring that Councils make a matched contribution; and 

54.3 Providing for the Crown to approve the use of funding for specific projects. 

55. We consider that all three of the above mechanisms could potentially be used to 
provide assurance regarding quality of spending and accountability for use of public 
funds with the following provisos: 

55.1 Any funding criteria should be sufficiently broad to enable a diverse use of 
funding, while also providing clear alignment with government priorities. We 
propose to work with LGNZ to achieve the right balance between these 
objectives.  

55.2 Councils could be required to make a matched contribution. This would add a 
further discipline in terms of councils having to justify the case for this 
investment to their communities and would have the advantage of leveraging 
the Crown’s investment. For example, a dollar for dollar matching requirement 

 
3 There are a wide range of considerations that could enter into the design of an allocative mechanism for any 

additional funding package, for example: local population; rating units; water service connection rates; 
and/or index of deprivation. We note that several of these factors are inputs into the methodology for 
calculating Funding Assistance Rates for the National Land Transport Programme, and so are familiar to local 
authorities. 

4 The quoted text is from Section 3: Purpose of the Local Government Act 2002. 
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would effectively turn a $2 billion incentive package into a $4 billion fund for 
investment into community wellbeing. The acceptability of this matching 
concept would need to be tested through the negotiation process. 

55.3 Similar to the process used for the Three Waters investment stimulus package, 
the Crown could make funds disbursement conditional on the approval of 
Delivery Plans. This process could also include a requirement for Councils to 
supply a well-being impact assessment with each funding proposal. 

56. We recommend that the Crown negotiation team explore each of the above 
mechanisms with local authorities. 

57. In addition, and consistent with anticipated decisions by Cabinet, we recommend that 
the use of incentive payments be made conditional on: 

57.1 Local authorities continuing with planned investment in three waters 
infrastructure for the duration of the transition period, including commitments 
made through 2021-31 long-term plans – access to Crown funding would be 
made conditional on local authorities meeting and sustaining a minimum 
proportion of planned investment; and 

57.2 Working in partnership with central government to transition to the new water 
services delivery system, including complying with certain terms that are 
critical to a successful transition. 

Timing of incentive payments 

58. Under the reform proposals, local authorities will remain responsible for water 
services delivery until 1 July 2024 but will be required to actively participate in and 
support the transition and establishment process over the next three years. This will 
be an intensive and demanding period for local government, with competing pressures 
to maintain business-as-usual delivery of water services - which in many cases involves 
a ramping up of their investment programmes relative to the 2018-28 LTP - at the 
same time as supporting the transition process (e.g., preparing to transfer water 
assets, liabilities, revenue, information and staff) and planning for consequential 
changes to council management structures. 

59. Councils will bear costs through this process and it will be important that any “no 
worse off” package recognises this and provides both financial and in-kind support 
through the transition period. Direct costs associated with the transition (and any in-
kind support) are expected to be met through the $296 million of establishment and 
transition funding already agreed through Budget 2021.  

60. Other aspects of the financial impact on councils will crystallise at the point of asset 
transfer. Given this, it is appropriate that the timing of payments relating to any 
adverse financial impacts on councils associated with transfer of responsibility for 
water services delivery (e.g., adverse impacts on borrowing capacity, payments to 
compensate for unavoidable costs such as an allowance for stranded overheads) are 
aligned to the “go live” date for new entities (i.e., 1 July 2024). 

61. For the “additional funding” (better off) package, we expect that local authorities will 
value the flexibility to identify and get started with investing additional funding in 
advance of the establishment of new water entities. At the same time, it will take 
councils time to identify the best use of funding, including consulting their 
communities, and to adequately plan for implementation of the associated projects.  
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62. The Treasury’s preference is that any financial payments to local authorities to be met 
by the water services entities are deferred until after the new entities begin operating, 
due to the significant legal complexities associated with agreeing and announcing 
funding that will be facilitated through loans to entities that do not yet exist. DIA notes 
that this may significantly reduce the attractiveness of the package to local authorities. 

63. As an initial starting position, we recommend that councils would become eligible for 
any additional funding payments (except for payments that relate directly to costs 
incurred by local authorities as part of the transition process) from 1 July 2024. 

64. Should LGNZ seek through the discussion to bring the timing of payments forward in 
advance of the transfer of assets to new water services entities, we will report back to 
you and seek further direction, noting that any shift in the timing of payments to 
before the water entities are operational would need to be conditional on: 

64.1 The Minister of Finance approving loans under section 65L of the Public 
Finance Act 1989. Any such Crown loans would be repayable within 10 years, 
and would be on commercial terms and, as such, would be fiscally neutral for 
the Crown. 

64.2 The specific design and workability of the proposed funding mechanism (e.g., 
loans could be made to local authorities directly or to a legally formed, but 
non-operational water services entity), including their repayment by water 
services entities once established. 

Areas of policy where there is ability to tailor to local circumstances 

65. A source of tension throughout the policy development process is whether the 
proposed water services entities represent a “one size fits all” model, or whether 
certain aspects of the policy design can be tailored to reflect local circumstances. We 
expect there may be several areas where LGNZ would like to see the potential for a 
flexible approach to allow tailoring of the policy proposals to better suit local 
circumstances. 

66. We consider there is scope for flexibility in several areas of detailed entity design, 
provided that such flexibility does not compromise the overall reform objectives. 
Specifically, we recommend that the initial starting position acknowledge there is 
scope for flexibility in the following areas (subject to the appropriate provisos noted 
below): 

66.1 Governance arrangements for the new water services entities, subject to 
certain provisos 

66.2 Boundaries of the new water services entities 

66.3 Process for determining investment priorities 

67. We do not expect to reach a definitive position on any of the following issues during 
the negotiation. Rather, we would seek to reach agreement on areas where there is 
scope for flexibility, and the nature of this flexibility, which could be communicated to 
the sector as part of any policy announcements. LGNZ considers that signalling areas 
where there is flexibility to tailor the detailed entity design to reflect local preferences 
would support greater buy-in from the sector. 

Governance arrangements for the new water services entities 
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68. One area where LGNZ has already indicated that policy flexibility would be desirable 
relates to the detailed design of the governance arrangements (e.g., the make-up of 
the Regional Representative Group and the exact form of the partnership 
arrangements with mana whenua). We consider there is room for flexibility within the 
detailed design of the governance arrangements provided that: 

68.1 The appointments process for the entities remains consistent with 
professional, competency-based boards and meets the tests required for 
operational and financial independence and balance sheet separation; 

68.2 The representative arrangements maintain a partnership approach, with equal 
representation from both local authorities and mana whenua 

Boundaries of the new water services entities 

69. A further area where there is scope for flexibility relates to the boundaries of the new 
water services entities. As noted in the Cabinet paper, there are several areas that 
require closer consideration and where the local government sector may collectively 
prefer to take an alternative approach: 

69.1 Ngāi Tahu takiwā/Te Tau Ihu takiwā – whether there should be a single entity 
covering the whole of the South Island, or instead take an approach that uses 
the Ngāi Tahu takiwā while also preserving whakapapa connections for Te Tau 
Ihu between the upper part of the South Island and the lower North Island. 

69.2 Taranaki and upper parts of the Manawatū-Whanganui region – which entity 
would include the Taranaki region and the Rangitikei, Ruapehu, Whanganui 
districts. 

69.3 Hauraki Gulf – whether to include other districts surrounding the Hauraki Gulf 
(in particular Hauraki and Thames-Coromandel districts), enabling a more 
integrated approach to the management of the Hauraki Gulf marine 
catchment. 

70. We note that changes to boundaries affect the population base and geographic scale 
of the proposed water services entities, and so potentially have flow on implications 
for other boundary decisions. For example, a whole of South Island entity may 
necessitate reconsidering whether Taranaki should form part of a lower South Island 
entity rather than a central North Island entity as currently proposed.  

71. Provided that the financial viability of the new water services entities is not 
compromised, and that economic outcomes are sustainable (e.g., expected price 
differences between water services entities can be sustained), there is scope for 
boundary adjustments to reflect the preferred position of the local government 
sector.5 

Process for determining investment priorities  

72. LGNZ may seek assurances regarding the process that water services entities will use 
for determining water infrastructure investment priorities, especially how entities are 
required to take account of community preferences to ensure that smaller councils 
retain some influence over investment to support local growth and development. 

 
5 Conceivably, there would also be scope to agree to a smaller number of entities (e.g., three entities) if this 

was preferred by the local government sector, however we think this is an unlikely outcome. 
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73. Provided that the operational and financial independence of water services entities is 
maintained, and that investment prioritisation processes are consistent with the 
relevant water quality and economic regulatory requirements, there may be scope for 
flexibility in the design of the specific mechanisms by which local authorities can 
influence that projects for inclusion in asset management plans and how the needs of 
large urban areas are balanced against smaller, less dense communities. 

Other areas where there may be policy flexibility  

74. In the time available to conduct these negotiations, we do not consider it is realistic to 
reach agreement around areas that require significant policy development, or that 
relate to areas beyond the direct responsibility of the Minister of Local Government 
(e.g., resource management reform). For these reasons, it is recommended that any 
substantive issues that fall outside the scope of the Three Waters Reforms would not 
form part of these discussions. 

75. A possible exception to this relates to issues that fall within scope of the Ministerial 
Review into the Future for Local Government (the Review). The Review recognises the 
cumulative changes being proposed as part of the Government’s reform agenda, to 
identify how our system of local democracy and governance needs to evolve over the 
next 30 years, to improve the wellbeing of New Zealand communities and the 
environment, and actively embody the Treaty partnership. 

76. To the extent that LGNZ raises issues that fall beyond the scope of the Three Waters 
reforms, but which relate to matters that might reasonably be expected to fall within 
scope of the Review, then you could consider inviting the Ministerial Review to give 
further consideration to these matters, and/or commit to considering these matters as 
part of the Government’s response to the Ministerial Review. 

Bottom lines 

77. We recommend you agree to the following bottom-lines for the Government: 

77.1 reform must benefit all communities and therefore any agreement reached 
must be consistent with a legislated “all in” approach, ideally with 
endorsement of the reforms as the best solution for New Zealand 

77.2 the sequencing and timeframes for announcement of policy decisions must 
remain consistent with the Government’s intention to pass legislation to 
reform the three waters service delivery system in this Parliamentary term. 

77.3 any proposed modifications to the three waters policy proposals do not 
compromise the overall reform objectives, noting that this will require 
consideration on a case-by-case basis. 

Approach to further engagement with Auckland Council 

78. The Auckland Mayor and councillors have raised several concerns with the reform 
proposals, including concerns about the workability of the proposed governance 
arrangements and cross-subsidisation of Northland by Auckland. The Mayor has also 
expressed doubts that the reforms will benefit Aucklanders. 

79. In contrast, officials consider that Auckland ratepayers and Auckland Council stand to 
benefit significantly from the reform proposals. Compared to the recently approved 
2021-31 Long Term Plan, three waters reform would see Auckland benefit from 
increased investment in its three waters infrastructure, improved service performance, 
better public health and environmental outcomes, and significantly lower prices than 
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proposed in the LTP. Three waters reform would significantly ease financial pressure 
on Auckland Council to borrow to fund investment in water infrastructure, creating 
additional financial capacity to invest in non-water assets. In doing so, reform should 
lessen council demands on central government to fund Auckland’s growth-related 
water infrastructure. 

80. Given that Auckland represents almost a third of the country’s population, and has 
already benefited from service aggregation (i.e., the creation of Watercare), officials 
consider a different approach is likely to be required to gain Auckland Council’s 
support for the reforms.  

81. We are currently considering options that could be used to incentivise Auckland 
Council’s support for the reforms, including options that ministers could consider to 
enable Auckland Council to accelerate and increase investment in water infrastructure, 
delivering immediate benefits including a lower price path for Auckland households. 
We can provide you with initial advice on an Auckland-specific approach prior to the 
ministerial meeting with the Auckland Council on 18 June.  

Next Steps 

82. Following Cabinet’s agreement to the suite of Cabinet papers relating to the Reform 
Programme, which this briefing anticipates will occur on 14 June 2021, we are seeking 
your agreement and direction on the matters outlined in this briefing. 

83. Subject to this feedback, and your agreement to the recommendations of this briefing, 
the Crown Negotiation team will present the initial starting position outlined in this 
briefing to LGNZ at its meeting on Wednesday 16 June. We will provide an update on 
the discussions, and seek further direction required joint Ministers as required, by 
Friday 18 June. 

84. We note that the Minister of Local Government is scheduled to meet with the 
Governing Board of Auckland Council on Friday 18 June, and that this is an opportunity 
to discuss a possible way forward with Auckland councillors. We will provide further 
advice and material to support these discussions on Monday 14 June. 

Recommendations 

85. We recommend that following Cabinet’s agreement to the suite of three Cabinet 
papers relating to the Reform Programme, you  

 note the contents of this briefing and provide feedback to officials;  

 agree that the purpose of the negotiations with LGNZ is to reach an 
agreement on the key features and high-level design of a three waters 
reform support package, as a basis for securing LGNZ’s commitment to 
endorse the package and work with its members to build support for 
reform; 

Yes/No 

 agree to the following bottom lines that any agreement must be consistent 
with: 

i. reform must benefit all communities and therefore any agreement 
reached must be consistent with a legislated "all in" approach, ideally 
with endorsement of the reforms as the best solution for New Zealand; 

Yes/No 
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ii. the sequencing and timeframes for announcement of policy decisions 
must remain consistent with the Government's intention to pass 
legislation to reform the three waters service delivery system in this 
Parliamentary term. 

iii. any proposed modifications to the three waters policy proposals do not 
compromise the overall reform objectives, noting that this will require 
consideration on a case-by-case basis. 

 agree that any agreement reached be recorded in the form of a non-binding 
Heads of Agreement (or similar), with commitments from LGNZ secured via a 
supporting funding agreement; 

Yes/No 

 agree to the following forming the Crown negotiation team, subject to 
completion of due diligence process to manage any potential conflicts of 
interest for members of the team, and gain relevant agreements to ensure the 
confidentiality of discussions during the negotiation process: 

i. Allan Prangnell, Executive Director, Three Waters, Department of Internal 
Affairs (Lead) 

ii. Nick Davis, Policy Lead, Three Waters Reform Programme, Department of 
Internal Affairs 

iii. Leilani Few, Deputy Secretary, Financial and Commercial, The Treasury 

iv. John Duncan, independent member of DIA’s Three Waters Reform 
Programme Board; and 

v. Sarah Sinclair, Chair and Partner – Construction and Infrastructure, 
MinterEllisonRuddWatts 

Yes/No 

 note that officials and LGNZ will meet weekly, and you will receive updates at 
the end of each week seeking any necessary decisions by the following Tuesday 

 note officials consider it may be beneficial for Ministers to be present at key 
meetings in the negotiation 

 

 agree that the Crown negotiation team present an initial starting position to 
LGNZ on 16 June based on the following: 

i. a three waters reform support package of either: 

i. a maximum value of $500 million, comprised of a package of ‘no 
worse off’ costs agreed by Cabinet through Budget 2021. 

(Treasury recommended option) 

OR 

ii. up to maximum value of $2 billion, comprising up to $500 million of 
Crown funding and $1.5 billion to be funded by the new water 
services entities, to cover both: 

1. a ‘no worse off package’ 

2. an additional funding package; 

Yes/No 
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(DIA recommended option) 

ii. a willingness to consider adaptation and customisation of certain aspects 
of policy design to suit local circumstances, provided they do not 
compromise the overall reform objectives 

iii. a willingness to provide financial support to LGNZ and Taituarā to support 
their work to lead the sector through change; and 

 note that as part of providing the initial investment package offer to LGNZ, 
officials will test the acceptability of part of the incentives funding being 
provided by the water entities, unless otherwise directed;  

 agree to officials taking a co-design approach with LGNZ to the allocation 
mechanisms of the financial incentives package that has the following 
elements: 

i. a ‘no worse off’ package; and 

ii. a package of additional funding that will be conditional on: 

i. Continued investment by local authorities in three waters 
infrastructure, consistent with 2021-31 long term plans; and 

 agree to officials taking a co-design approach with LGNZ to the allocation 
mechanisms of the financial incentives package that has the following 
elements: 

i. a ‘no worse off’ package; and 

ii. a package of additional funding that will be conditional on: 

i. Continued investment by local authorities in three waters 
infrastructure, consistent with 2021-31 long term plans; and 

Yes/No 

 

 

 

 

Yes/No 

 note that officials will explore the following mechanisms for providing the 
Crown with assurance that any additional financial incentives are providing 
value for money: 

i. Specifying funding criteria; 

ii. Requiring councils to make a matched contribution; 

iii. Providing for the Crown to approve the funding for specific projects. 

 

 agree that the initial starting position regarding the timing of incentive 
payments is that any payments from the water entities are not paid prior to the 
operational establishment of the entities (anticipated 1 July 2024); and 

Yes/No 
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 note that any agreement with LGNZ made by officials regarding the items you 
have authorised officials to discuss will not be binding on the Crown, and that 
officials intend to report back to Ministers by 25 June with a final proposal for 
what the Crown should agree. 

 

 

 
 
 

Allan Prangnell  
Executive Director, Three Waters 
Department of Internal Affairs 
 
 
 
 
 
 
 

David Taylor  

Manager, National Infrastructure Unit 

The Treasury 

 

Hon Nanaia Mahuta  Hon Grant Robertson 
Minister of Local Government Minister of Finance  

_____/_____/_______ ___ _____/_____/_______ 
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Appendix A: Summary of Cabinet agreed parameters to guide discussions with 
LGNZ 

Crown’s Objectives 

1. Cabinet agreed the following objectives would guide further discussions with the local 
government sector: 

1.1 supporting achievement of the government’s three waters reform objectives, 
through obtaining commitments from Local Government New Zealand and/or 
its members to: 

1.1.1 publicly endorse and actively promote the reforms, including by 
supporting Government policy announcements; 

1.1.2 continue the planned investment in three waters infrastructure for 
the duration of the transition period, including commitments made 
through 2021-31 long-term plans 

1.1.3 work in partnership with central government to transition to the new 
water services delivery system, including working collaboratively with 
the establishment units for the new water services entities to support 
the smooth transfer of assets, liabilities, information and staff to new 
water services entities; and 

1.1.4 assist in the preparation of initial asset management plans to ensure 
continuity of investment, and to provide certainty for local authorities 
regarding what investment will be prioritised by the new water 
services entities once they assume responsibility for water services 
delivery; 

1.2 ensuring that the new water services entities are set up for future success, 
including preserving their ability to borrow to accelerate investment; 

1.3 maintaining good faith participation by local government in other large reform 
programmes, including resource management reforms; 

1.4 building on the success of the COVID response and joint Three Waters Steering 
Committee processes to demonstrate a new way of working that provides a 
platform for ongoing, constructive relationships between central and local 
government; and 

1.5 supporting a resilient and sustainable local government system that is fit for 
purpose, consistent with the purpose and aims of the Ministerial Review into 
the Future for Local Government. 

2. The agreed areas for negotiation during discussions with Local Government New 
Zealand, subject to Cabinet confirmation, are: 

2.1 the opportunity to co-design a ‘Three Waters Reform’ support package (that is, 
a second tranche of funding to follow the $710 million first tranche announced 
in July 2020); 

2.2 aspects of the three waters policy proposals that can potentially be amended 
or improved without compromising the overall reform objectives;  

2.3 funding support for Local Government New Zealand and Taituarā for their 
leadership role through the transition process;  
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2.4 the proposed approach to transition, including how to continue the 
partnership-based approach to the design of the transitional arrangements, 
and how local government will be involved in key decisions; and 

2.5 agreement to any other issues that could be explored further as part of a 
subsequent process, such as issues relating to the Future for Local 
Government.  

3. While not expressly agreed in the Cabinet paper, Local Government New Zealand and 
the Department of Internal Affairs have acknowledged the list of ‘non-negotiables’ or 
areas with little room for negotiation [LG202100458 refers]. These include: 

3.1 the endorsement from LGNZ is for a legislated “all in” approach; 

3.2 significant shifts in the overall reform timeline – to ensure that legislation to 
enable the reforms is passed before the end of this parliamentary term; and  

3.3 alteration to critical elements of the reform proposals that would compromise 
the overall reform objectives – for example, any change to the proposed 
governance structure that would impact balance sheet separation from local 
authorities.  

4. Subject to Cabinet confirmation, the available funding for the ‘support package’ or 
‘financial incentive package’ consists of: 

4.1 up to $1 billion funded by the Crown to provide for financial incentive 
payments to local authorities, comprising: 

4.1.1 up to $500 million already agreed as part of the Budget 2021 Package 
and charged as a pre-commitment against the Budget 2022 operating 
allowance, to address costs to local authorities arising from stranded 
assets and reduced borrowing capacity due to the transfer of water 
related assets and liabilities [CAB-21-MIN-0116.16 refers]; and 

4.1.2 an additional $500 million, for the purposes of supporting the local 
government sector through the transition, and enabling investment 
and other activity that supports increased community wellbeing, 
consistent with a more resilient and sustainable future for local 
government, to be charged as a further pre-commitment against the 
Budget 2022 operating allowance; 

4.2 up to $1.5 billion to be paid by the water services entities to councils.  
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Local Government briefing 

Hon Nanaia Mahuta  
Minister of Local Government 

Hon Grant Roberson 
Minister of Finance 

 

Title: Meeting with the Auckland Council Governing Body at 9:00am on 
Friday 18 June 2021 

Date: 16 June 2021 
 

Key issues 

This briefing provides you with background information and suggested talking points ahead of your 
meeting with the Governing Body of Auckland Council at 9am on Friday 18 June 2021.  

It also includes a draft response to the letter you received from the Mayor of Auckland, dated 14 
June 2021, and recommends you sign and send a response before meeting the Governing Body. 

 
 

Action sought Timeframe  

Read prior to your meeting with the Governing Body of Auckland Council. 

Sign and send the attached letter before meeting with the Governing Body at 
9am on Friday 18 June 2021. 

Thursday 17 
June 2021 

 
Contact for telephone discussions (if required) 
 

Name Position  Direct phone 
line 

After hours 
phone 

Suggested 
1st contact 

Allan Prangnell Executive Director, Three 
Waters, Department of 
Internal Affairs 

✓ 

Nick Davis Policy Lead, Three Waters  

Morgan Dryburgh Senior Analyst, The Treasury ✓  

David Taylor Manager, National 
Infrastructure Unit, The 
Treasury 

 

 

Return electronic document to: nick.davis2@dia.govt.nz 

Cohesion reference: {2EA63F65-953E-40F5-A090-6C44657ABD8B} 

Ministerial database / Treasury 
report reference 

LG202100745 (DIA) 
T2021/1556 (Treasury) 

 

  

s9(2)(g)(ii), s9(2)(k)

20210476 Item 22
Page 158 of 256



 The Department of Internal Affairs 

 Te Tari Taiwhenua 

  Page 2 of 14 

Purpose 

1. The Minister of Local Government is meeting with the Auckland Council Governing 
Body at 9:00am on Friday 18 June 2021 to discuss the Three Waters Reform 
Programme (the Reform). This briefing provides background information and 
suggested talking points for that meeting, including further information on the case for 
change in Auckland and possible areas for further discussion with Auckland Council. 
Talking points are attached in Appendix A. 

2. This briefing also attaches a draft response to a letter from the Mayor of Auckland 
proposing an alternative approach to progressing water services reform in Auckland in 
Appendix B. We recommend you sign and send this letter before meeting with the 
Governing Body. 

Background  

3. The Mayor has previously written to you expressing several concerns about the 
government’s three water reform proposals, including indicating that the case for 
reform in Auckland is not strong. By contrast, we consider the case for change to water 
service delivery arrangements in Auckland is strong, and that Aucklanders (and 
Auckland Council) stand to benefit significantly from reform. 

There is significant room for improvement in Auckland’s water services 

4. For at least a decade, Watercare has invested significantly less in basic renewals and 
maintenance than required to maintain asset quality and network performance. As 
such, it shares many of the same problems being experienced by other councils in New 
Zealand. 

5. While Watercare is relatively more efficient and better performing than other New 
Zealand councils, it operates substantially less efficiently than leading water companies 
of comparable size internationally. As at 2019/20, Watercare’s unit operating costs 
were 65% higher than the average water company based on international benchmarks. 
Moreover, its operating efficiency has deteriorated recently due to: 

5.1 Additional costs related to the drought; 

5.2 Higher energy and waste disposal costs; 

5.3 Higher maintenance costs due to unforeseen events (e.g. increased number of 
water leaks and mains bursts); and 

5.4 Increases in other operating expenditure (e.g. legal expenses, COVID-19 
incident management). 

6. The Auckland Council review of council-controlled organisations concluded that 
Watercare failed to anticipate and adequately plan for drought, which presents 
significant future risks for Auckland’s water security. 

Without reform, the Watercare model is unable to get on top of Auckland’s water issues, 
and will continue to be a drain on Auckland Council’s scarce resources 

7. Auckland Council has recently approved its draft long-term plan which sees increases 
in water and wastewater charges for Watercare.  

8. Watercare's average household bill will increase by over 70% in real terms over the 
next 10 years from $1,069 to $1,820.  
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9. Under the 2021-31 long-term plan, the average Auckland household's three waters 
charges (that is, Watercare plus stormwater) will increase from $1,330 to $2,180 
(inclusive of GST).  

10. Even with this planned increase in revenue, Auckland Council has had to delay or defer 
significant investment including: 

10.1 Approximately 50% of planned network renewals (postponed 2 to 3 years) 

10.2 Network upgrade and enhancement projects including: Huia Water Treatment 
Plant (postponed 3 years); Western Isthmus wastewater and stormwater 
enhancements (postponed 3 years); Hunua 1 Watermain Upgrade (postponed 
3 years); Warkworth / Snells, Waiuku, Clarks Beach and Wellsford Wastewater 
treatment plants (consents will not be met); Waikato A Water Treatment Plant 
(postponed 3 years); Leakage detection investment (postponed 2 to 3 years) 

10.3 Storm Ready accelerated programme to respond to climate change (postponed 
3 years) 

10.4 Growth related investments in network capacity: 

10.4.1 Warkworth and Wellsford (postponed 2-3 years) 

10.4.2 Awakeri (postponed 3 years) 

10.4.3 Rosedale upgrades (postponed 3 years) 

10.4.4 Supporting Auckland Housing programme (postponed 3 years) 

10.4.5 Te Atatu Peninsula Town Centre Growth (postponed 3 years). 

11. The Water Industry Commission of Scotland (WICS) estimates that the average bill 
under water reform could be around $1,700 by 2031 – around a third lower than 
projected in the LTP. 

Investment needs to increase 

12. The 2022-31 LTP identified that $10.5 billion of investment is required over the next 
decade, including $6.1 billion for growth and enhancements.  

13. WICS analysis suggests that Auckland is likely to require $7 to $9 billion of investment 
for growth and enhancement in each of the next three LTP periods. This does not 
include investment to adapt to, and mitigate against, the effects of climate change or 
improving seismic resilience, and as such is likely to be an under estimate.  

Addressing service resilience and asset replacements requires further investment 

14. Auckland Council’s asset values and lives reported in the Request for Information (RFI) 
results in economic depreciation of around $470 million in 2019/20.  

15. Auckland’s reported asset lives are typically longer then would be considered 
reasonable in the UK or in Australia. 

16. In eight of the next 10 years, renewals expenditure is projected to be below the 
economic depreciation. Each year that renewals expenditure is below economic 
depreciation increases the future asset replacement liability – conceptually, it is the 
same as increasing borrowing - in this case, it is borrowing by the current generation 
that will need to be repaid by future generations through higher customer charges. 
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17. Under the proposed LTP, the cumulative difference between economic depreciation 
and renewals expenditure is expected to reach NZ$3.8 billion by 2031. 

Limits on further borrowing, and the absence of economic regulation, are constraining 
investment and resulting in higher costs to consumers 

18. In detailed work for Watercare, WICS has assessed Watercare as capable of improving 
its operating efficiency by 35% over 10 years from the 2018/2019 financial position.  

19. This finding was accepted as a reasonable challenge by the Board of Watercare, 
provided that Watercare is enabled to increase borrowing capacity, and that there is 
clarity of deliverables and effective regulatory scrutiny. Watercare’s Board recognised 
that spend-to-save initiatives have an important part to play in facilitating the 
achievement of efficiency.  

20. In 2019/20, Watercare's relative operating cost and levels of service performance 
deteriorated. This appears largely to have been a function of the management of the 
drought and the response to COVID-19. 

21. Under the modelling of relative cost positions for the 2019/20 financial year, 
conducted by WICS based on the detailed Request for Information, the relative 
operating cost gap for Auckland Council (i.e., Watercare with stormwater added) 
increased to 51%. 

22. Over the next 10 years, WICS considers that, with improvement to the definition of 
expected outputs and outcomes, effective economic and quality regulation and 
continuing good management, Watercare should be able to close around 60% of the 
assessed gap. This would require operating costs to be around one third lower in real 
terms. WICS also considers a similar efficiency challenge for Watercare's capital 
expenditure would be appropriate. Overall, the recommended efficiency challenge for 
the next 10 years is about the same as the Board of Watercare accepted in its response 
to the Draft Determination. 

23. If Watercare were to achieve the efficiency improvement that was identified in the 
Draft Determination, it could increase investment above planned levels and 
significantly improve efficiency, limiting price increases to well below currently 
proposed levels. The increased investment would enable improvements in service 
quality, network performance and drought resilience.  

24. Watercare is constrained from raising borrowing to increase investment due to 
Auckland Council-imposed borrowing limits. Watercare's debt to revenue peaks 
around 340%, while the maximum across council is 290%. Under the current model, if 
Watercare wants to borrow more, it needs to raise revenue. 

25. Without relaxing constraints on Watercare's borrowing, and the introduction of 
economic regulation, it is unlikely that Watercare will be able to significantly improve 
service quality or operating efficiency. 

Aucklanders stand to benefit significantly from reform 

26. Three waters reform would see Auckland benefit from increased investment in its 
three waters infrastructure, improved service performance, better public health and 
environmental outcomes, while lower prices. It would also increase Auckland Council’s 
capacity to borrow for non-water purposes. 
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Increased investment in three waters infrastructure 

27. Transferring water assets and debt into a new statutory water services entity would 
enable a significant increase in borrowing to fund investment in three waters 
infrastructure. Watercare's debt is 3.4 times revenue whereas a statutory water entity 
is expected to borrow at up to 6 to 7 times revenue. This could enable up to an extra 
$6 billion of borrowing over the next 10 years. 

28. Accelerated investment is likely to be an important factor in unlocking operating 
efficiencies by enabling accelerated renewal investment to reduce unplanned 
maintenance costs, and to prevent expensive asset failures.  This would be achieved by 
procurement efficiencies, and by introducing smart network management. These 
efficiencies are needed to keep price increases to a reasonable level, while 
simultaneously delivering improved service and environmental performance. 

Improved service performance 

29. Acceleration of investment will allow key projects to be brought forward across the 
region. This includes major capital investments in renewals, environmental water 
quality and water efficiency outcomes. Potential examples include, water main 
renewals, Waitematā and Manukau harbour improvements, and improving 
understanding of water use through smart networks. 

30. The new water services entity will have responsibility for achieving better performance 
for all three waters. The inclusion of stormwater as part of a three waters service 
delivery entity will create greater possibilities for integrated solutions, for example 
treating stormwater as a drinking water resource. 

Lower prices for Auckland households than without reform 

31. Average Auckland household water and waste water bills would be significantly lower 
under reform. 

32. Under the 2021-31 long-term plan, the average Auckland household’s water charges 
will more than double from $1,330 to $2,180 (inclusive of GST). This is an increase for 
the three waters of over 60%.1 

33. By comparison, under proposed reforms, average water charges in real terms across 
Entity A (Auckland and Northland) are expected to be $1,200 in 2031 and $920 in 2051 
(again including GST). 

34. Borrowing for water infrastructure constrains the Council’s ability to borrow for other 
purposes. 

35. In debating the 2021-31 long-term plan, several Auckland Councillors raised concerns 
regarding the limited funding for community assets like libraries, halls, community 
centres, arts venues and playgrounds where there could be no money to upgrade or 
replace them. 

36. Despite community assets getting an extra $900 million over the next 10 years, the 
money will not be enough to save some facilities from closure or possible sale. 

 
1 The current NZ$1,330 comprises NZ$1,069 payable to Watercare and NZ$260 from the rates covering the 

costs of stormwater. It is NZ$1,820 payable to Watercare plus NZ$360 for stormwater in 2031.  
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37. Transferring water assets and debt to a new entity would reduce Auckland Council’s 
debt to revenue from 285% to around 250%, creating significant additional borrowing 
capacity for the Council. 

Comment  

The Mayor of Auckland has proposed an alternative approach to reform 

38. Earlier this week, you received a letter from the Mayor of Auckland outlining an 
alternative approach to water reform in Auckland. In short, the Mayor is seeking an 
arrangement that would enable Auckland to access the benefits of reform, while 
minimising the amount of change and disruption to the current service delivery model. 

39. The Mayor’s rationale for an alternative approach is that: 

39.1 Auckland’s water services were amalgamated over 10 years ago, as part of the 
Auckland Governance Reforms 

39.2 The current model has delivered strong accountability and positive outcomes 
for Auckland over the last ten years and represents a good model upon which 
to build a new water services entity for the upper North Island. 

39.3 The Mayor and Auckland councillors has expressed concerns about the 
proposed governance model for the water services entities, in particular: 

39.3.1 perceived weak accountability between the regional representative 
group and the entity Board; and 

39.3.2 the lack of ability to adequately direct infrastructure development. 

39.4 While the Mayor agrees with the need for increased borrowing flexibility to 
accelerate investment in water infrastructure, Auckland Council would prefer 
to achieve this outcome through the provision by the Crown of a guarantee2 of 
council debt with minimal changes to the existing accountability arrangements. 

40. Key features of the Mayor’s proposed alternative model differ materially from the 
current proposed entity design and include: 

40.1 Retention of a shareholding ownership structure for Watercare (like the 
current model), subject to discussion around how to involve ownership and 
governance participation by Northland local authorities. 

40.2 Balance sheet separation would be achieved through the Crown providing a 
long-term guarantee of Watercare’s debt, which the Mayor believes would 
allow Standard & Poors to ‘look through’ Watercare’s debt when assessing 
Auckland Council’s credit rating.3  

40.3 The Crown would be represented in the Governance arrangements (to reflect 
its investment), as a minor shareholder. 

 

 
2 The Mayor believes that a Crown guarantee of Watercare’s debt would allow rating agencies to ‘look through’ 

the Watercare’s debt on a long-term basis when assessing Auckland Council’s credit rating. 
3 Based on exploratory discussions with S&P, we consider that the provision of a Crown guarantee without 

corresponding changes to the current governance model is unlikely to achieve the desired balance sheet 
treatment and credit rating outcome. Any debt borrowed in the name of Auckland Council or its CCOs will be 
included in S&P’s calculations of Auckland’s debt burden. 
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While we understand the rationale for the Mayor’s comments, we consider the alternative 
approach is unlikely to be workable or result in better outcomes for Auckland 

41. The ownership and governance model proposed through the reforms has novel 
features and is more complex than the current Watercare model, insofar as it involves 
additional local authorities and greater mana whenua representation. 

42. The additional complexity reflects the balancing of several objective, most notably the 
desire for local authorities to retain ownership and influence of the water services 
entities, represent the rights and interests of iwi/Maori, and provide for operational 
and financial independence and balance sheet separation. 

43. We have significant concerns with the Mayor’s alternative model for reform, given that 
it cannot appropriately balance those objectives. Importantly, we do not consider it 
achieves the necessary balance sheet outcome that Auckland Council is seeking. Even 
if the balance sheet outcome was able to be achieved, this would only occur through 
the transfer of significant risk from local government to the Crown, with limited 
mechanism for the Crown to control this exposure. A government guarantee is unlikely 
to have a material impact on the cost of capital and would also: 

43.1.1 Weaken incentives on Watercare to operate efficiently (as it reduces 
capital markets and commercial disciplines); 

43.1.2 Create significant risk of precedent, including the likelihood that other 
councils may request similar arrangements; 

43.1.3 Expose the Crown to significant financial risk in a more explicit 
manner than would be the case for other water services entities. 

43.2 Given recent Cabinet decisions, we consider it would be difficult to build on the 
Watercare governance model to achieve the wider outcomes sought by the 
reforms. 

43.3 The proposed alternative model does not provide clarity regarding how mana 
whenua representative arrangements (including for Northland iwi/Māori) 
proposed for water services entities would be reflected in the proposed 
alternative model. 

44. From a capital markets perspective, there are also likely benefits in structuring all 
water services entities in the same way. This reduces the amount of due diligence 
investors must undertake to understand the reforms, and increases the potential for 
cooperative arrangements (such as LGFA for the local authority sector). 

45. Beyond the issues noted above, the Mayor’s proposal does not provide detail in 
relation to: 

45.1 How Northland Councils would be integrated into the proposal;  

45.2 Whether and how stormwater responsibilities, which are managed by the 
Healthy Waters division of Auckland Council, would be integrated into the new 
water services entity. 

The Mayor and Auckland Council has softened its opposition to the reforms in recent weeks  

46. There appear to be significant areas of common ground including: 

46.1 Shared understanding of the problem we are trying to solve and a strong 
interest in seeing the beneficial outcomes from reform, for both Auckland and 
the wider country. 
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46.2 Appreciation that financial separation from Auckland Council is likely to be 
required to unlock additional borrowing for water infrastructure than is 
currently possible under the existing arrangements.  

46.3 Shared desire in governance arrangements that provide strong accountability 
to communities, and that it is desirable to maintain local authority ownership 
and influence by democratically elected representatives over the water 
services entity. 

46.4 Watercare represents a good model upon which to build a new water services 
entity, and that evolving Watercare makes considerably more sense than trying 
to build something from scratch.  

47. Compared with other parts of the country, Auckland is in a relatively unique position in 
that it represents a very high proportion (>90%) of the population that would be 
served by an upper North Island water services entity. Further, it is better placed than 
other parts of the country (i.e., due to the professional governance, specialist 
management and scale of Watercare) to accelerate the transition process and achieve 
benefits from reform earlier than other parts of the country. 

There is scope to explore changes to the proposed governance arrangements that work 
better for Auckland Council, but this may not substantively address the Mayor’s concerns  

48. We consider there is merit in further discussing with Auckland Council how the 
proposed governance arrangements (and other aspects of the entity design) could be 
modified or adapted to address the key interests of Auckland Council, while ensuring 
that the government’s reform objectives are met. This might include considering 
alteration to the proposed governance arrangements that recognise Auckland 
Council’s significant scale, provided the governance model retains representation by 
mana whenua and Northland councils. 

49. These changes are unlikely to directly address the Mayor’s concerns, but are worth 
exploring further. We consider that any discussions to explore modified governance 
arrangements should be predicated on the basis that  

49.1 Auckland Council forms part of the broader reforms, including the proposal 
that an Upper North Island entity deliver services to Auckland and Northland 
residents; and 

49.2 Watercare and Healthy Waters would transition to become part of the new 
water services statutory entity on 1 July 2024, with three waters assets and 
liabilities coming off Auckland Council group’s balance sheet. 

50. Officials also consider that any modifications to the proposed governance 
arrangements must: 

50.1 remain consistent with the objectives of the reform Programme, including 
independent, competency-based governance; 

50.2 not put at risk the credit rating treatment of the water services entity; 

50.3 maintain balance sheet separation of the entity from any council;  

50.4 not provide any one council with a veto or ability to exert negative control over 
governance;  

50.5 maintain the principle of co-governance with iwi/Māori; and   
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50.6 be enduring and broadly comparable with arrangements for other water 
services entities that face similar circumstances. 

There may be scope to consider additional incentives, subject to those being consistent 
with the broader reform strategy and approach to negotiations 

51. In addition to financial support for Auckland, this could include exploring whether any 
financial incentive package could contain accelerated investment into Northland 
communities, to address concerns that Auckland is being asked to ‘fix up’ Northland’s 
infrastructure. 

52. Initial consideration has been given by officials to whether there is potential to 
accelerate investment by Watercare earlier (and in advance of the establishment of 
new water entities) to realise some of the benefits from reform for Auckland earlier 
than they might otherwise be achieved. While there are potential options for Crown 
support to help achieve these options (such as short-term indemnities), the Treasury 
has concerns about the benefits and deliverability of these approaches and would 
recommend they are not expressly raised with Auckland at this stage. 

Changes that address the specific concerns raised by Auckland Council on governance 
would require a substantial shift in approach, and are not recommended for further 
exploration 

53. In order to have a governance model that looks similar to Watercare and achieves 
balance sheet separation, the Crown would likely need to take a majority equity 
position (at least 51%; exact position would require testing with S&P), and Auckland 
Council would need to be prepared to give up their current level of control. This runs 
counter to the Mayor’s concerns about a perceived loss of control. 

54. This approach would require significant shift from Cabinet agreed policy positions (i.e., 
willingness to entertain a more commercial model, a shift in the proposed scale and 
nature of council ownership, and consider Crown investment directly into the entities). 
If this approach were taken, Treasury considers it would be best to consider doing so 
for all entities. However, officials do not recommend exploring this option further with 
Auckland Council at this stage. 

Next Steps 

55. The Minister of Local Government is meeting with the Auckland Council Governing 
Body at 9:00am on Friday 18 June 2021 to discuss the three waters reform 
programme. We have prepared suggested talking points for that meeting, which are 
attached as Appendix A. 

56. We have also prepared a draft response to the letter you received from the Mayor of 
Auckland dated 14 June 2021, which is attached as Appendix B. Subject to any changes 
you wish to make, we recommend you sign and send this response before meeting the 
Governing Body. 

Recommendations 

57. We recommend that you: 

 Read this briefing, including the attached talking points, prior to 
meeting with Auckland Council Governing Body at 9:00am on 
Friday 18 June 2021. 

Yes/No 
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 Sign and send the attached draft letter before meeting with the 
Governing Body at 9am on Friday 18 June 2021. 

Yes/No 

 

 
Allan Prangnell  
Executive Director, Three Waters 
Department of Internal Affairs 
 
 
 
 
 
 
 

David Taylor  

Manager, National Infrastructure Unit 

The Treasury 

 

Hon Nanaia Mahuta  Hon Grant Robertson 
Minister of Local Government Minister of Finance  

_____/_____/_______ ___ _____/_____/_______ 
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Appendix A: Suggested talking points for your meeting with Auckland Council 
Governing Body at 9:00am on Friday 18 June 

There is significant room for improvement in Auckland’s Water Services. 

• For at least a decade, Watercare has invested significantly less in basic renewals and 
maintenance than is required to maintain asset quality and network performance. 

• While Watercare is more efficient and better performing than other New Zealand 
councils, it is substantially behind international benchmarks. 

• The Council’s own CCO review concluded that Watercare failed to anticipate and 
adequately plan for drought risk. 

I am concerned that without reform, the current Watercare / Healthy Waters model is unable 
to get on top of Auckland’s water issues and will continue to be a drain on the Council’s 
scarce resources. 

• The recently approved long-term plan will see the average Auckland household’s 
three waters charges – that is, Watercare plus stormwater – from around $1,300 to 
almost $2,200. 

• Even with this planned increase in revenue, a long-list of much needed projects has 
been delayed or deferred due to constraints on Auckland Council’s borrowing. 

• Over the next ten years, renewals expenditure is projected to be below economic 
depreciation, with an accumulated renewals deficit of $3.8 billion over that time. 

• Conceptually, this is the current generation borrowing from the future, with the 
consequence that future generations will face degraded assets and higher than 
necessary charges. 

• The LTP plans $6.1 billion in investment for growth and enhancement over the next 
decade, but more like $7 to $9 billion is required.  

• And even that is likely to be an underestimate as it makes little allowance for 
investment to adapt to, and mitigate against, the effects of climate change. 

• Unfortunately, and despite the significant planned increases in water charges, the 
quality of infrastructure and network performance will do well to stand still and will, 
more likely, go backwards over the next ten years without reform. 

By contrast, Auckland stands to benefit significantly from reform. 

• The package of reforms the government is proposing is broader than the 
amalgamation of water services delivery into larger scale, multi-regional entities. 

• Indeed, if this is all it was, then the rationale for reform to Auckland’s water services 
delivery would be questionable, given the significant scale that Auckland already has. 

• The reforms comprise a system wide transformation of both water services delivery 
and the wider regulatory system within which those services are delivered. 

• The reform package includes: 

o The establishment of Taumata Arowai, the new water quality regulator, which 
will not only regulate drinking water suppliers, but will oversee regulation of 
wastewater and stormwater as well. 
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o The establishment of an economic regulator, whose job it is to ensure water 
services entities keep up with their investment and deliver services efficiently 
for the benefit of households and communities. 

o The creation of new, multi-regional water services entities that: 

▪ have greater financial flexibility to borrow to a level that is comparable 
with international benchmarks water utilities; 

▪ are governed by professional, competency-based boards; 

▪ are overseen by representative groups, comprising local authority and 
mana whenua representatives; 

▪ remain in public-ownership, with significant protections against 
privatisation; 

▪ are accountable to their customers and communities. 

o Reform would see Auckland benefit from: 

▪ Increased investment in its water infrastructure; 

▪ Improved service delivery and network performance; 

▪ Better public health and environmental outcomes; 

▪ Smaller price increases for customers. 

I understand that Auckland councillors have concerns about the proposed model, including 
the proposed governance arrangements. 

• Compared with other parts of the Country, Auckland is in a relatively unique position 
in that it would represent a very high proportion (>90%) of the population served by 
an upper North Island water services entity.  

• In addition, Auckland is better placed than other parts of the country (i.e., due to the 
professional governance, specialist management, and existing scale of Watercare) to 
accelerate the transition process and achieve benefits from reform earlier than in 
other parts of the country. 

• My view is that these factors do justify some tailoring of the proposed governance 
arrangements to appropriately reflect Auckland’s unique position and address the 
key interests and concerns of Auckland Council, provided that the government’s 
reform objectives are not compromised. 

• Recognising this, I would like to suggest that we work together to further explore: 

o Tailoring the proposed governance arrangements that appropriately 
recognise Auckland Council’s significant scale, provided the model retains 
appropriate representation by mana whenua and Northland councils. 

o Ensure the new water services entities build upon the strengths of the 
Watercare/Healthy Waters model, including positioning Auckland as an 
exemplar. 

Unfortunately, I cannot support further work and exploration of the particular alternative 
model that was suggested to me recently by the Mayor. 

• I have my doubts that this model would achieve the desired balance sheet treatment 
and credit rating outcome, even with a government guarantee of Auckland Council’s 
debt. 
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• More fundamentally, I am concerned that it would transfer significant risk from 
Auckland Council to the Crown and would weaken incentives on Watercare to 
operate efficiently. 

• Given the issues we see with the current model, I consider more fundamental change 
is required than simply tinkering with the existing governance arrangements. 

• From my perspective, any alternative model needs to: 

o achieve balance separation without long-term, explicit recourse to the Crown 
or local authorities. 

o adequately provide for representation of mana whenua alongside local 
authorities in the mechanisms for overseeing entity performance. 

o provide for integration of stormwater infrastructure provision together with 
drinking water and wastewater. 

o support equity of service delivery across the country, including in the context 
of an upper North Island entity, by providing a pathway for Northland 
Councils to be included in the model. 

o be consistent with independent, professional, competency-based boards. 
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Appendix B:  Draft Letter to Hon Phil Goff, Mayor of Auckland 
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<Date, office to complete> 
 
Hon Phil Goff 
Mayor of Auckland 
Private Bag 92300 
Auckland 1142 

Tēnā koe Phil 

Thank you for your recent letter, dated 14 June 2021, and for our subsequent discussion about 
the Government’s Three Waters Reform Programme (the Reform). 

I acknowledge the work you are doing to find a way to help the Government achieve the 
objectives of the Reform, while ensuring the proposed arrangements work for Auckland. 

Based on your letter, I believe there is significant common ground between the government 
and Auckland Council in terms of key features of the policy proposals that are required to 
unlock significant benefits for Aucklanders and neighbouring regions. For example: 

• We share an understanding of the problem we are trying to solve and have a strong 
interest in seeing the beneficial outcomes of the Reform, for both Auckland and the 
wider country. 

• We both appreciate that greater financial flexibility is needed in the current model to 
unlock greater borrowing for investment in water infrastructure. 

• We have a shared desire in ensuring the governance arrangements for the new water 
entity provides strong accountability to communities, and that it is desirable to maintain 
local authority ownership, and influence over strategically important decisions by 
democratically elected representatives. 

• We agree that Watercare and Auckland Council represents a good starting point upon 
which to build a new water services entity, and that this makes more sense than trying 
to build something entirely new from scratch. 

I acknowledge that, compared with other parts of the country, Auckland is in a relatively unique 
position in that it would represent a very high proportion (>90%) of the population served by 
an upper North Island water services entity. In addition, Auckland is better placed than other 
parts of the country (i.e., due to the professional governance, specialist management, and 
existing scale of Watercare) to accelerate the transition process and achieve benefits from the 
Reform earlier than in other parts of the country. 

In saying that, I do not believe that the current model for water services delivery in Auckland 
provides strong accountability, or that it is capable (even with the modifications you propose) 
of delivering the best possible outcomes for Auckland. In my view, the current arrangements 
have, among other things, overseen the delivery of: 
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• Failure to anticipate and plan adequately for the 2019/20 drought, as concluded by the 
Council’s CCO review. 

• Persistent under-investment in asset maintenance and renewals relative to economic 
depreciation, both historically and in terms of what is planned. In eight of the next 10 
years, renewals expenditure is projected to be below economic depreciation, which is 
likely to result in further deterioration of network performance and would see future 
generations faced with significantly higher customer charges.  

• Ageing infrastructure – Auckland’s asset values and lives are typically longer than 
would be considered appropriate in Australia or the UK. 

• Under-investment in enhancement and growth infrastructure, including significant 
delayed / deferred investment in the 2021-31 LTP. The list of deferred or delayed 
projects is long and includes: 

o Network upgrade and enhancement projects including: Huia Water Treatment 
Plant (postponed 3 years); Western Isthmus wastewater and stormwater 
enhancements (postponed 3 years); Hunua 1 Watermain Upgrade (postponed 
3 years); Warkworth / Snells, Waiuku, Clarks Beach and Wellsford Wastewater 
treatment plants (consents will not be met); Waikato A Water Treatment Plant 
(postponed 3 years); Leakage detection investment (postponed 2 to 3 years) 

o Storm Ready accelerated programme to respond to climate change (postponed 
3 years) 

o Growth related investments in network capacity: Warkworth and Wellsford 
(postponed 2-3 years); Awakeri (postponed 3 years); Rosedale upgrades 
(postponed 3 years); Supporting Auckland Housing programme (postponed 3 
years); and Te Atatu Peninsula Town Centre Growth (postponed 3 years). 

• Water charges that are significantly higher than necessary, and which would materially 
impact on the well-being of Aucklanders. Under the 2021-31 Long-Term Plan, the 
average Auckland household’s three waters charges (that is, Watercare plus 
stormwater) will increase from $1,330 to $2,180 (inclusive of GST). By comparison, 
the Water Industry Commission for Scotland estimates that the average bill under the 
Reform should be around $1,700 by 2031 – around a third lower than projected in the 
LTP. 

I also have several significant concerns about key elements of the proposed alternative model, 
which differ materially from what is proposed for the new water services entities. Areas of 
concern are as follows: 

• I am not convinced that the provision of a Crown guarantee without corresponding 
changes to the current governance model would achieve the desired balance sheet 
treatment and credit rating outcome. Based on our previous rating agency 
engagement, we believe it is unlikely that Standard & Poor’s would ‘look through’ 
Watercare’s debt on a long-term basis when assessing Auckland Council’s credit 
rating. 

• Further, the provision of a guarantee, without a commitment to the wider Reform, would 
result in the transfer of significant risk from local government to the Crown and would: 

o Weaken incentives on Watercare to operate efficiently (as it reduces capital 
markets and commercial disciplines, and may undermine the effectiveness of 
economic regulation) 
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o Create significant risk of precedent, including the likelihood that other councils 
may request similar arrangements; and 

o Expose the Crown to significant financial risk in a more explicit manner than is 
contemplated for the new water services entities more generally. 

• I consider it would be difficult to build on the existing Watercare governance model to 
achieve the wider outcomes sought by the reforms. 

Despite these differences of view on the best solution for Auckland, there is scope to explore 
changes to the proposed governance arrangements (and other aspects of the entity design) 
for the new water services entity that appropriately reflect Auckland’s unique position and 
address the key interests and concerns of Auckland Council, provided the Government’s 
Reform objectives are not compromised. I propose, with the support of our officials, that we 
undertake further joint work to: 

• Consider modifications to the government’s proposed governance arrangements that 
appropriately recognise Auckland Council’s significant scale, provided the model 
retains appropriate representation by mana whenua and Northland councils. 

• Ensure the new water services entities build upon the strengths of the 
Watercare/Healthy Waters model, including positioning Auckland as an exemplar. 

• Consider whether there are other options that could enable Auckland to realise some 
of the benefits of reform earlier than might otherwise be achieved. 

I look forward to discussing this with you and your fellow councillors on 18 June. 

Nāku noa 

Hon Nanaia Mahuta 
Minister of Local Government 
 
Copy to:  Rt Hon Jacinda Ardern, Prime Minister 
  Hon Grant Robertson, Minister of Finance 
  Hon Dr Megan Woods, Minister of Housing and Urban Development 
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Local Government briefing 

Hon Nanaia Mahuta  
Minister of Local Government 

Hon Grant Roberson 
Minister of Finance 

 

Title: Three Waters Reform Package Negotiations: Ministerial Letter to 
LGNZ outlining the Crown’s Position 

Date: 22 June 2021 
 

Key issues 

This cover briefing outlines and attaches a Ministerial letter to Local Government New Zealand 
(LGNZ), setting out the Crown’s position on the proposed three waters reform support package for 
the upcoming negotiations. The intention is to send the letter to LGNZ ahead of the negotiation 
meeting on Thursday 24 June 2021, to assist with an efficient negotiation.  

 

A draft of the letter is attached as Appendix A.  
 

Action sought Timeframe  

Review the contents of this briefing.  

Review and agree the contents of the letter attached in Appendix A.  

Agree to send the letter to LGNZ ahead of the negotiations commencing.  

By COB Wednesday 
23 June 2021 

 
Contact for telephone discussions (if required) 

Name Position  Contact Number Suggested 
1st contact 

Allan Prangnell Executive Director, Three Waters, 
The Department of Internal Affairs 

✓ 

Nick Davis Policy Lead, Three Waters  

Morgan Dryburgh Senior Analyst, The Treasury ✓ 

David Taylor Manager, National Infrastructure 
Unit, The Treasury  

 

 

Return electronic document to: Elloise Kidd, elloise.kidd@dia.govt.nz 

Cohesion document reference {0F23B379-A2F5-4CBA-8B94-1D9623FDC29E} 

Ministerial database reference LG202100759 (DIA) - T2021/1613 (Treasury)  

 

  

s9(2)(g)(ii), s9(2)(k)
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Purpose 

1. This briefing accompanies and outlines a letter to Local Government New Zealand 
(LGNZ) that sets out the Crown’s position for a three waters reform support package, 
ahead of negotiations commencing between the Crown negotiating team and LGNZ on 
Thursday 24 June 2021.  

2. A draft of the letter is attached as Appendix A.  

Comment  

3. On 14 June 2021, Cabinet invited the Minister of Local Government and the Minister of 
Finance to lead discussions with the local government sector to discuss with LGNZ the 
parameters of a financial package to underpin the reform process, supported by 
officials from the Department of Internal Affairs and the Treasury [CAB-21-MIN-0266 
refers]. You have recently received and agreed to a briefing setting out the approach 
and parameters for these discussions [LG202100696 / T2021/1515 refers].  

4. The announcement of the three waters reform support package is set to take place at 
the annual LGNZ conference on 15 July 2021. In order for the Government to 
announce the package at the conference, the key aspects of the reform package need 
to be agreed between LGNZ and the Ministers of Finance and Local Government, and 
subsequently agreed to by Cabinet, before the conference.  

5. As timeframes are tight, we have drafted a letter to LGNZ outlining the Crown’s 
proposed three waters reform support package, to be shared with LGNZ prior to 
negotiations commencing. This is intended to assist in the efficiency of the negotiation 
process and help ensure an agreement is reached that is satisfactory to both parties. 

6. The negotiation process is set to begin on Thursday 24 June 2021, to agree to the key 
aspects of the three waters reform support package. On the conclusion of the 
negotiation, the details of the final support package to be provided by the Crown, and 
the Heads of Agreement, will be included in the July 2021 Cabinet report back by the 
Minister of Local Government, with those details prepared in consultation with the 
Minister of Finance.  

Next steps 

7. If agreed to, please sign and forward the letter on to Stuart Crosby, President of LGNZ, 
prior to 24 June 2021.  

8. Officials from DIA and the Treasury will provide you with an update on the discussions 
shortly after the first meeting on 24 June 2021.  

9. In addition to the initial negotiation meeting on Thursday 24 June 2021, meetings have 
been arranged for Tuesday 29 June, Wednesday 21 July, and Thursday 29 July. Further 
sessions will be arranged as required.  

10. A meeting is being scheduled between Ministers and LGNZ on 9 July 2021, to discuss 
the progress of discussions and the upcoming announcements.  
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Recommendations  

11. We recommend that you: 

a) note the contents of this briefing;   

b) agree to the contents of the attached letter in Appendix A; and Yes/No 

c) agree to forward the letter on to LGNZ prior to negotiations 
commencing on 24 June 2021 

Yes/No 

 

Allan Prangnell  
Executive Director, Three Waters 
Department of Internal Affairs 
 
 
 
 
 
 
 

David Taylor  

Manager, National Infrastructure Unit 

The Treasury 

 

Hon Nanaia Mahuta  Hon Grant Robertson 
Minister of Local Government Minister of Finance  

_____/_____/_______ ___ _____/_____/_______ 

 

 
 

 

 

 

20210476 Item 23
Page 177 of 256



 The Department of Internal Affairs 

 Te Tari 
Taiwhenua  

  Page 4 of 4 

Appendix A: Letter outlining the Crown’s position for negotiations with LGNZ on the 
three waters reform support package 
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<Date, office to complete> 
 
In Strict Confidence 
 
Stuart Crosby                             
President         
Local Government New Zealand 

Tēnā kōe Stuart,  

As you know, the Government has been considering policy proposals for the initial detailed 
decisions for the three waters reform programme. Part of this process has included a 
reconsideration of the reform strategy, to ensure the benefits of the reform are fully recognised, 
through an extension of the partnership approach between central and local government.  

Following Cabinet decisions on 14 June 2021, the Crown has received the mandate to 
commence discussions with Local Government New Zealand (LGNZ).  The Crown’s 
objectives from these discussions are to reach an agreement with LGNZ on the key features 
and high-level design of a three waters reform support package, and for the agreement to 
result in an endorsement from LGNZ for the package and the legislated “all in” approach, to 
help build support for the reform across the sector. The intention is for the key features of the 
package to be agreed in time for announcements to be made by the Government (publicly 
endorsed, supported, and actively promoted by LGNZ) at the LGNZ conference on 15 July 
2021.  

This letter sets out the package the Crown is proposing.  To enable free and frank discussion, 
the Crown and LGNZ have agreed that these discussions are to be confidential.  The contents 
of this letter are therefore provided on a strictly confidential basis to those representatives who 
have been identified as representing LGNZ in the Crown discussions, to assist them with 
preparations for such discussions.  Confidentiality is critical for the Crown, as any agreement 
on a support package reached in these discussions with LGNZ requires confirmation by 
Cabinet prior to any public announcement.  

Reform support package  

The Crown is proposing a financial support package that consists of a maximum of $2 billion, 
which will comprise of up to $500 million of Crown funding for the ‘no worse off package’ and 
$1.5 billion to be funded by the new water services entities to cover the additional ‘better off 
package. (Note this does not include payments that relate directly to costs incurred by local 
authorities as part of the transition process, which will be funded separately.)  

The Crown would like to explore options to give local authorities some discretion over how 
they can use the funding from the agreed “better off” element within this funding envelope, 
while also ensuring the spending is providing value for money and will generate measurable 
benefits for communities. It is important for the Crown that criteria for the use of funding 
provided within the package are agreed as a condition of the support package (which criteria 
will also be reflected in the arrangements to be entered into by the Crown with local 
authorities). The Crown would therefore like to discuss and explore: 

a. specifying the funding criteria;  
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b. requiring that local authorities make a matched contribution; and 
c. providing for the Crown to approve the use of funding for specific projects.  

The Crown also welcomes LGNZ’s views as to effective criteria to support the provision of 
Crown funding.  

In addition, the Crown’s position is that any agreement to the financial support package (with 
local authorities) would be conditional on: 

a. local authorities continuing with planned investment in three waters infrastructure for 
the duration of the transition period, including commitments made through the first 
three years of their 2021-31 long-term plans – access to Crown funding would be made 
conditional on local authorities meeting and sustaining an agreed minimum proportion 
of planned investment; 

b. local authorities working in partnership with central government to transition to the new 
water services delivery system, including agreeing to undertake steps that are critical 
to a successful transition; for example, due diligence processes to identify what is to 
be transferred to the new water services entities; and 

c. local authorities assisting in the preparation of initial asset management plans to 
ensure continuity of investment, and to provide certainty for local authorities regarding 
what investment will be prioritised by the new water services entities once they assume 
responsibility for water service delivery.  

Timing of the funding 

The Crown’s preference is for a co-design approach for deciding the allocation of the two 
elements to the agreed financial support package, those being a “no worse off” element and 
a “better off” element.  

It is proposed that the funding for the “better off” element should be aligned with the “go live” 
date for the water services entities (1 July 2024). This means local authorities would become 
eligible for any additional funding payments from 1 July 2024 onwards. (Note this does not 
include payments that relate directly to costs incurred by local authorities as part of the 
transition process.)  

Aspects of the policy design open for negotiation 

The Crown acknowledges that, within the broad framework of the national reform, there are 
some aspects of the policy design that may be tailored for local circumstances. Provided that 
such tailored solutions do not compromise the overall reform objectives, the following aspects 
of the policy design are suggested for negotiation in this respect:  

a. governance arrangements of the ‘Representative Group’ for the new water services 
entities – provided that the boards remain competency-based, balance sheet 
separation is maintained, and there is equal representation with mana whenua; 

b. boundaries of the water services entities – the Crown has identified areas that would 
benefit from further consideration having regard to local circumstances, provided the 
financial viability of the new water services entities is not compromised, and economic 
outcomes are sustainable; and  
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c. process for determining initial investment priorities for the water services entities, with 
a view to taking account of community preferences and supporting local growth and 
development – provided the operational and financial independence of the water 
services entities is maintained, and the processes are consistent with the relevant 
water quality and economic regulatory requirements.   

In addition to the above, other policy details or design may be identified through the 
discussions with LGNZ that would be appropriate to include in the negotiations, if agreed to 
by both parties.  

It should be noted that the details of these aspects do not need to be finalised and agreed to 
prior to the announcements in July. The intention is for discussions to occur over the next few 
months with groups of councils around the specifics of what any tailored arrangement could 
look like for the entity in that area, before final decisions are made.  

Finally, it is a condition of the Crown participating in these discussions that LGNZ and the 
Crown enter into a heads of agreement (to be finalised promptly) which will cover the 
commitments each of LGNZ and the Crown are making in relation to this process including 
LGNZ’s support, endorsement and promotion of the reform and the agreed criteria for the use 
of any Crown funding provided as part of the support package. 

Other areas for discussion  

In addition to the ‘package’ outlined above, the following matters are proposed for discussion, 
to ensure LGNZ is able to build adequate support and the transition and entity establishment 
process is sufficiently supported: 

a. the sequencing of, and planning for, information provision to local authorities and the 
announcement of decisions, and the role LGNZ will play to build support from elected 
members for the reforms;  

b. the steps LGNZ will take to publicly endorse, support and actively promote the reform; 
and 

c. how LGNZ can support elected members and the local government sector to 
participate in the transition and entity establishment processes, including the early 
formation of representative governance arrangements.  

Bottom lines 

While these discussions are occurring to strengthen the partnership approach to date between 
central and local government on these reforms, there are a few bottom lines for the 
Government where there is no flexibility for negotiation. These are: 

a. the reform must benefit all communities and therefore any agreement reached must 
be consistent with a legislated “all in” approach – the support package will require 
LGNZ’s endorsement of the reforms as the best solution for New Zealand; 

b. the sequencing and timeframes for announcement of policy decisions must remain 
consistent with the Government’s intention to pass legislation to reform the three 
waters service delivery system in this Parliamentary term; and  

c. any proposed modifications to the three waters policy proposals, on a local basis – as 
contemplated above – do not compromise the overall reform objectives, noting that 
this will require consideration on a case-by-case basis. 
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I hope the outline of the Crown’s position can assist with the efficiency and effectiveness of 
the negotiations on the key features of the reform package. I acknowledge that the timeframes 
to reach agreement on certain aspects of the package are extremely tight; however, I hope 
that both parties can enter into the negotiations in good faith and reach an agreement that will 
benefit both the local government sector and the communities they service.  

Nāku noa 

Hon Nanaia Mahuta 
Minister of Local Government 
 
 
 
CC: Mayor Alex Walker, Mayor Rachel Reese, and Susan Freeman-Greene 
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Extract from: Annex One: COVID-19 Response and Recovery Fund Round Two - Treasury Package Advice 
 

 Department Sought ($m) Vote Team Assessment ($m) Package A - Cost 
Pressure Focus ($m)

Package B - Wave 3 Focus 
($m)

Initiative 
ID 

Priority 
Area 

Wave 3 
Category Vote Title Description VA 

Assessment VA Comment 
MoF 
Feedback 
21 June

Opex 
Total 

Opex 
Avg 

Capex 
Total 

2023/
24 

Opex 
Total 

Opex 
Avg 

Capex 
Total 

Opex 
Total 

Opex 
Avg 

Capex 
Total 

Opex 
Total 

Opex 
Avg 

Capex 
Total 

The following initiatives are recommended for funding in both Package A and Package B 

12938 Wave 3 Three 
Waters 

Internal 
Affairs 

Taumata 
Arowai, New 
Crown Agent 
Regulator for 
Water 
Services 

This initiative 
will provide 
funding for a 
new, 
dedicated 
water services 
regulator, as 
part of a suite 
of system-
wide reforms 
to the 
regulation of 
drinking water 
and the 
associated 
monitoring 
costs. 

Support 

We support funding 
in full. Additional 
funding is required 
for ongoing 
operating costs 
once Taumata 
Arowai is 
established. This 
initiative was 
submitted as a 
Priority A initiative 
through Budget 
2020, and the 
amount sought is 
consistent with 
Ministers’ agreed 
funding prior to 
priority aligning 
packages being 
deferred. For further 
consistency with 
previous 
agreements by 
Ministers, we also 
recommend that 
funding for 2021/22 
onwards be set 
aside in a tagged 
contingency, subject 
to joint Ministers’ 
satisfaction that the 
overall costs of the 
regulator are robust, 
and sufficient work 
is being carried out 
to determine an 
appropriate balance 
of cost recovery and 
Crown funding. The 
total costs of the 
regulator are likely 
to be reduced if 
wider service 
delivery reforms are 
successful. 

No 
Comment 

      
50.010  

   
12.503  

      
1.400  ###       

50.010  
   
12.503  

       
1.400  

     
50.010  

    
12.503 

       
1.400  

      
50.010  

   
12.503  

      
1.400  
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 Department Sought ($m) Vote Team Assessment ($m) Package A - Cost 
Pressure Focus ($m)

Package B - Wave 3 Focus 
($m)

Initiative 
ID 

Priority 
Area 

Wave 3 
Category Vote Title Description VA 

Assessment VA Comment 
MoF 
Feedback 
21 June

Opex 
Total 

Opex 
Avg 

Capex 
Total 

2023/
24 

Opex 
Total 

Opex 
Avg 

Capex 
Total 

Opex 
Total 

Opex 
Avg 

Capex 
Total 

Opex 
Total 

Opex 
Avg 

Capex 
Total 

The following are the additional Wave 3 initiatives supported by Vote teams, but not recommended by Treasury in Package A. If you wish to weight CRRF Round Two funding towards Wave 3, we recommend prioritisation between these bids 

12929 Wave 3 Three 
Waters 

Internal 
Affairs 

Three waters 
infrastructure 
investment 
and service 
delivery 
reform 
programme 

This initiative 
supports a 
three-year 
programme 
for reforming 
three waters 
service 
delivery 
arrangements, 
which will be 
delivered in 
parallel with 
economic 
stimulus 
package of 
Crown 
investment in 
water 
infrastructure. 
This proposal 
relates to the 
Government 
response to 
COVID-19, 
and in 
particular 
Wave Three: 
reset and 
revitalise the 
economy. 

Support 
Scaled 

Support scaled. 
There is limited 
information to justify 
an appropriate 
amount and 
determine value for 
money as detailed 
negotiations with 
councils have not 
taken place. 
Funding sought is 
2.5x DIA estimates 
of possible reduced 
expenditure across 
all councils for the 
next 3 years due to 
COVID-19. The 
economic impacts 
of this funding are 
also unclear at the 
moment, including 
whether it crowds-
out or displaces 
other planned 
investment by 
councils. This 
initiative is scalable. 
We recommend 
providing funding of 
$1.420 billion over 3 
years. This funding 
represents all 
councils’ planned 
capital expenditure 
on renewal of three 
waters infrastructure 
in 2020/21, 
replicated for three 
years. Should 
further funding be 
required, this should 
be sought at Budget 
2021 following 
negotiations with 
councils. 

No 
Comment 

 
3,086.874 

 
771.719 

            
-      -     

1,420.438 
 
355.110  

             
-    

            
-    

           
-    

            
-    

 
1,420.438 

 
355.110 

            
-    
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Treasury:4476293v1  1 

Reference: T2021/1607      SH-15-0 
 
 
Date: 22 June 2021 
 
 
To: Minister of Finance (Hon Grant Robertson) 
 
 
Deadline: 8.30am, 24 June 2021 
(if any) 
 
 
Speaking notes for Taituarā Infrastructure for the Future Forum 
24 June 2021 

You are scheduled to speak to the Taituarā (formerly the Society of Local Government 
Managers or SOLGM) Infrastructure for the Future Forum on 24 June 2021. 
 
Taituarā have asked you to speak on the growing trend where communities expect 
central government and local government to find solutions to the challenges around 
infrastructure issues, and how to address these challenges in partnership.  
 
This briefing provides you with speaking points focused on central government 
infrastructure programmes that are likely to be of interest to local government, and 
other relevant large programmes of work where central government is working in 
partnership with local government to find solutions to the challenges around 
infrastructure issues. These include the Future for Local Government Review, the 
Housing Acceleration Fund, Three Waters Reform Programme, infrastructure funding 
and financing, and reform of the resource management system. 

Deleted - Not Relevant to Request
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Three Waters Reform Programme 

• The Government has been addressing both the three waters regulatory and 
service delivery systems for the past three and a half years. During this time, it 
has become evident that our water services and infrastructure are facing huge 
affordability challenges. 

• Reports released by the Department of Internal Affairs on 2 June provide New 
Zealanders with a clear picture of the urgent problems our water services and 
infrastructure.  

• Together, the reports confirm the need for major reform to upgrade and maintain 
our water infrastructure, protect our environment, and avoid unaffordable 
increases to household bills. 

• They identify investment of between $120bn and $185bn is needed over the next 
30 years to ensure New Zealander’s drinking water, wastewater and stormwater 
infrastructure meets acceptable public health and environmental standards. 

• They also highlight the economic benefits we can unlock by tackling them. This 
includes the creation of an extra 5,900 to 9,300 jobs countrywide and a net 
increase in GDP by $14bn to $23bn over 30 years. 

• The modelling used in the reports is based on data provided by councils across 
New Zealand. 

Balance sheet constraints 

• Councils are constrained in what they can afford to borrow to spend on 
infrastructure, particularly in high-growth areas. 

• Water infrastructure to support new housing is a particular concern. So too is the 
impact of ageing and unfit infrastructure on the environment. 

• The long-term impact of being unable to meet the investment required to replace, 
upgrade and maintain these critical services and associated infrastructure 
ultimately will fall on communities and households. 

I was interested to note a comment in the media by the chief Executive of 
Watercare last week where, talking about impending water rates for Aucklanders, 
he told Radio New Zealand: “Unfortunately it’s a reflection of the fact that we’ve 
been unable to borrow more than we can – and if we can’t borrow, the only way 
to provide necessary infrastructure is to unfortunately raise prices.” 

• The reports released yesterday find that the required level of investment is 
entirely achievable for New Zealand through the reforms this Government is 
considering.  

• Without reform, average household bills in 2051 are forecast to range from 
$1,900 to $13,900 a year. This is simply unaffordable for many communities. 

Deleted - Not Relevant to Request
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• Under reform proposals with three to five providers those figures would be much 
less – ranging from $800 to $1,800 a year.  

• This can be achieved through efficiency gains driven by a package of reforms, 
including aggregation of service provision, unlocking investment balance sheets, 
strengthened governance and management, and economic regulation. 

Public ownership of water services 

• I know some of you are concerned these reforms could lead to privatisation of 
these community assets.  

• At the outset and throughout the Three Waters Reform process continued public 
ownership of the three waters assets has been an absolute bottom line. 

• I want to be clear that under proposals being worked through, communities would 
continue to own these assets through the new multi-regional entities. 

Cross-subsidisation of smaller communities 

• The Government recognises that iwi and local government, on behalf of their 
communities, have a deep and legitimate interest in ensuring that they have 
appropriate avenues to influence decisions that any new bodies might make 
though governance arrangements. 

• I have heard some concerns about the reforms leading to the larger metro 
communities cross-subsidising smaller communities across the region.  

• The modelling shows that even in metros as large as Auckland, ratepayers will 
pay considerably less for better and more assured levels of service in the long 
term than they would under the status quo. 

• Our communities are interconnected in many ways and the design of the reforms 
is working to ensure that no community will be worse off as a result. 

Evidence base reports: background & FAQs 

When will councils receive council-specific analysis and Cabinet decisions? 

Cabinet is expected to take and communicate decisions on key design features of the 
new water services entities (including the numbers and boundaries of these entities) in 
the coming weeks.  
 
Once these decisions have been taken, the Department will provide councils with a 
package of information to help their communities understand the local implications of 
the proposed reforms.   
 
How will the larger entities manage co-governance arrangements with so many 
councils and iwi at the table? 

As the Crown we have an obligation to uphold the Treaty of Waitangi. We have tasked 
officials to work with iwi across the country to ensure the proposals we are considering 
do just this.  
 
We will continue to work with iwi, local government and the transition team to ensure 
the governance arrangements we design are set up for success as we establish future 
entities.  
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Can councils still opt out of the reform programme? 

We have been approached by a significant number of leaders in the local government 
sector asking for the Government to adopt a legislated all-in approach. Our preference 
has always been to reach an agreed position.  
 
We are continuing to work with and listen to all voices in the local government sector, 
including its leadership, and to iwi/Māori, to understand what processes will work best 
for them and their communities, while giving us, as the Government, the assurance that 
these reforms will benefit the whole country. This is a matter for Government to 
consider. 
 
What are you going to do about Auckland which has publicly stated its opposition to 
these reforms? 

We continue to work with the sector including Auckland, and its communities, on the 
benefits to these communities of reform. Our modelling and analysis show that 
Auckland ratepayers will pay considerably less for better and more assured levels of 
service in the long term than they would under the status quo. 
 
The figures for this cost keep going up – is this just scare mongering? 

The Phase 2 of the Water Industry Commission for Scotland analysis released last 
week builds on earlier work by making use of more up-to-date information collected 
from councils through the detailed Request for Information process and makes 
allowance for population growth. 
 
It is also important to note that these are estimates of required investment, irrespective 
of whether reform happens or not. 
 

 
 
Is the government going to buy our assets and reimburse us for the costs of the 
reform? 

Budget 2021 allocated a further $296 million to fund the costs of the creation of new 
entities and other transition costs should the reforms proceed. Any transfer of assets 
must also include the transfer of associated debt.  These assets are currently owned by 
councils on behalf of their communities. These assets will continue to be publicly 
owned by the proposed new entities on behalf of communities under the proposed 
service delivery arrangements.  
 
This means that the same communities will own the assets and also carry the debt 
associated with them.  
 
And we continue to assess what a further package of support might look like in order to 
ensure no community is worse off through the reforms.  
 

Back pocket information: the independent review of WICS conducted by Beca 
suggests that WICS modelling of future investment may in fact be conservative (an 
underestimate). 
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Do the proposed reforms have a ‘tipping point’ where diseconomies of scale kick in? 

Farrierswier has reviewed relevant studies on the economies of scale associated with 
three waters services and concluded that: 

“the amalgamation scenarios that DIA is considering do not appear to include 
entities of a size that give rise to concerns about diseconomies of scale (i.e. as 
being too large)”. 

Deleted - Not Relevant to Request
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Morgan Dryburgh, Senior Analyst, National Infrastructure Unit (NIU), 
David Taylor, Manager, National Infrastructure Unit (NIU),  
 

s9(2)(k)

s9(2)(k)
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Reference: T2021/1660     SH-11-5-3 
 
 
Date: 25 June 2021 
 
 
To: Minister of Finance (Hon Grant Robertson) 
 
 
Deadline: 28 June 2021 
(if any) 
 
 
Three Waters Reform Programme Cabinet paper four 
'Delivering the three waters reforms' 

The Minister of Local Government has circulated a draft Cabinet paper Delivering the 
three waters reforms for Ministerial consultation and feedback by 28 June 2021. This is 
the fourth in a suite of Cabinet papers relating to the Three Waters Reform 
Programme, the first three of which were considered and agreed by Cabinet on 14 
June 2021. 
 
This aide memoire provides advice on matters you may wish to consider when 
providing feedback on this paper, noting that the section of the paper relating to the 
reform strategy and negotiations with LGNZ is still to come, and we will work with the 
Department of Internal Affairs (DIA) on this. 
 

s9(2)(f)(iv)
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The paper does not discuss financing the new water entities 

The current reform proposals rely on the water entities being able to raise large 
amounts of debt on establishment – both to pay consideration to local authorities for 
the debt associated with their water assets, and the $1.5 billion of financial incentives 
that will be provided to local authorities as part of a reform ‘support package’. 
 
This is a significant amount of borrowing in the New Zealand capital markets context. 
There are also flow on implications, for example potentially complicated transactions 
around swaps on existing council borrowing. 
 
Given this, we consider these are issues that Ministers should be aware of and should 
be included in this paper. We have discussed with DIA including content relating to this 
in the paper. 
 
The paper does not set out the financial implications of decisions relating to 
Taumata Arowai 

Part D of the paper proposes amendments to the Water Services Bill to delay the 
timeframe for bringing unregistered small drinking water suppliers into the new 
regulatory regime, and to provide Taumata Arowai with the power to set wastewater 
infrastructure standards. The paper does not include any financial implications relating 
to these proposals. 
 
We note that you have recently received a briefing (“Drinking Water Regulation: 
Taumata Arowai Funding”) from the DIA and the Ministry of Health seeking additional 
funding to cover a three year funding shortfall for Taumata Arowai. Given this, the 
Cabinet paper should be explicit about the financial implications for Taumata Arowai of 
both of these proposals, and the source of any additional funding that may be 
required.  
 
 
 
Morgan Dryburgh, Senior Analyst, National Infrastructure Unit (NIU), 
David Taylor, Manager, National Infrastructure Unit (NIU), 

s9(2)(f)(iv)
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  Page 1 of 15 

Local Government briefing 

Hon Nanaia Mahuta  
Minister of Local Government 

Hon Grant Roberson 
Minister of Finance 

 

Title: Three Waters Reform: Update on LGNZ Discussions 
Date: 30 June 2021 

 

Key issues 

This briefing updates you on discussions with LGNZ regarding the design of a three waters reform 
support package and seeks direction from Ministers to inform further discussions with LGNZ next 
Thursday 1 July. You are scheduled to meet with representatives of LGNZ at 4:15pm that day, 
following the conclusion of officials’ negotiation meeting. 

 
 

Action sought Timeframe  

Note the contents of this briefing and provide feedback to officials; and  

Agree to the recommendations of the briefing. 

Before 2pm 
Thursday 1 
June 2021 

 
Contact for telephone discussions (if required) 
 

Name Position  Direct phone 
line 

After hours 
phone 

Suggested 
1st contact 

Allan Prangnell Executive Director, Three 
Waters, Department of 
Internal Affairs 

✓

Nick Davis Policy Lead, Three Waters  

Morgan Dryburgh Senior Analyst, The Treasury ✓  

David Taylor Manager, National 
Infrastructure Unit, The 
Treasury 

 

 

Return electronic document to: Nick Davis, nick.davis@dia.govt.nz 

Cohesion reference: {2253EE7D-1EE6-4F4A-96E2-F8C6757348A2} 

Ministerial database / Treasury 
report reference 

LG202100816 (DIA) 
T2021/1680(Treasury) 

 

  

s9(2)(g)(ii), s9(2)(k)
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Purpose 

1. This briefing updates you on discussions with LGNZ regarding the design of a three 
waters reform support package and seeks direction from Ministers to inform further 
discussions with LGNZ next Thursday 1 July.  

2. You are scheduled to meet with representatives of LGNZ at 4:15pm that day, following 
the conclusion of officials’ negotiation meeting.  

Background  

3. On 14 June 2021, Cabinet invited the Minister of Local Government and the Minister of 
Finance to lead discussions with the local government sector to discuss with LGNZ the 
parameters of a financial package to underpin the reform process, supported by 
officials from the Department of Internal Affairs and the Treasury [CAB-21-MIN-0266 
refers]. You have recently agreed to the approach and parameters for these 
discussions [LG202100696 / T2021/1515 refers].  

4. The announcement of the three waters reform support package is set to take place at 
the annual LGNZ conference on 15 July 2021. To enable the Government to announce 
the package at the conference, the key aspects of the reform package need to be 
agreed between LGNZ and the Ministers of Finance and Local Government, and 
subsequently agreed to by Cabinet, before the conference. 

5. To assist in the efficiency of the negotiation process and help ensure an agreement is 
reached that is satisfactory to both parties, Ministers wrote to the President of Local 
Government New Zealand on Wednesday 23 June, setting out the Crown’s proposed 
three waters reform support package. 

6. On Thursday 24 June, the Crown negotiation team met with LGNZ’s negotiation team 
for a full day of discussions. This discussion focused on the design of a ‘no worse off’ 
package and a ‘better off package’, and also discussed the staged approach to 
announcements and how LGNZ will support that process. 

Comment  

Initial reaction from LGNZ to the Crown’s proposed reform support package 

7. As the letter was received by LGNZ shortly before the commencement of discussions, 
LGNZ reserved its right to respond to the matters raised in the letter directly with 
Ministers. We understand that LGNZ intends to write to Ministers this week covering: 

7.1 what LGNZ would potentially be prepared to endorse, promote and support 
following announcement of the package, subject to reaching agreement on a 
‘fair and reasonable’ package (a letter covering this was sent to Ministers on 28 
June); 

7.2 a response to the Crown’s proposal regarding the detail of a financial support 
package, including in relation to quantum, source of funding and timing of 
payments. 

8. Based on discussions with the LGNZ negotiation team, the following matters are likely 
to be raised by LGNZ: 

8.1 Nature of LGNZ’s support for reform – LGNZ indicated that it will seek further 
clarity on the nature of LGNZ’s endorsement, support, and promotion of the 
reforms, recognising this is very challenging given LGNZ’s position that reform 
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be undertaken on a voluntary basis. LGNZ has written to Ministers setting out 
what LGNZ would be prepared to do (and not do) in connection with the 
proposed reforms and agreed form of support package. 

8.2 Quantum and source of funding for the package – initial feedback from testing 
with a sub-group of members of the National Council indicates the quantum of 
the proposed funding for the package fell short of expectations. While arguably 
no amount of money is likely to satisfy the sector, officials expect LGNZ will 
write to Ministers with a counter proposal. We understand that LGNZ may 
request a total package in the order of $3 billion, with the increase to be 
funded through an increase in the Crown funding contribution. 

8.3 Timing of payments – LGNZ is expected to indicate a preference for at least a 
portion of the funding being available prior to the Local Body elections in 
October 2022; 

8.4 Package design (including eligibility criteria and conditions on use of funds) – 
LGNZ’s negotiation team seemed broadly comfort with the types of eligibility 
criteria and conditions proposed for funding but sought to further test its 
position on matched funding (which it had initially suggested). LGNZ may also 
seek clarity regarding funding eligibility for iwi/Māori. We understand that 
LGNZ may also suggest a specific allocation for responding to climate change. 

9. In relation to these matters, there are choices for Ministers about how to respond to 
LGNZ’s issues and concerns. We discuss each of these in turn below. 

Nature of LGNZ’s support for reform 

10. LGNZ has written to Ministers in their letter of 28 June setting out what LGNZ would be 
prepared to do (and not do) in connection with the proposed reforms and agreed form 
of support package. This seeks to clarify what LGNZ intend (and what is possible as a 
representative, member-based organisation) regarding how LGNZ would endorse, 
support and actively promote the reforms, including at the LGNZ conference on 15 July 
2021. This includes: 

10.1 supporting the case for change: 

10.1.1 publicly supporting the position that there is a sufficient and 
evidence-based case for change, including that the current approach 
to three water service delivery is not capable of delivering the 
outcomes required in an affordable and sustainable way into the 
future 

10.1.2 noting the analysis supporting the Government’s preferred approach 
to reform has been tested through the design process, and expressing 
its view that the proposed model design and approach to reform is 
sound, appropriate and beneficial, when viewed at a national level 

10.1.3 assisting its members understand the reform-related information 
being provided to them by Government, how the reform is intended 
to work and the impact it is likely to have on councils and the 
communities they serve, including throughout the transition 

10.2 endorsing the government’s announced three waters reform package, subject 
to reaching agreement on a ‘fair and reasonable’ package. To that end, LGNZ is 
seeking the agreement of its National Council to enable a subcommittee to 
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agree the design of a support package with Ministers, within certain agreed 
parameters 

10.3 acceptance of the government’s decision to adopt an ‘all in’ legislated 
approach to reform. LGNZ notes that this does not imply its support for a shift 
to a mandatory approach, but National Council would not actively oppose this. 

10.4 leading and supporting the sector through change, in the interests of a 
constructive and orderly transition process. LGNZ’s role in the transition 
process, and the Crown’s financial support for that, is the subject of discussion 
with LGNZ. 

11. While there are several provisos in LGNZ’s letter, officials consider the proposed 
approach to supporting, endorsing and promoting reform represents a constructive 
and reasonable approach, and recognises the challenging authorising environment 
that LGNZ is operating within. If Ministers agree with LGNZ’s proposed approach, then 
officials would work with LGNZ to ensure this is appropriately reflected in the draft 
Heads of Agreement.  

Quantum and source of funding for three waters reform support package 

12. The Crown has proposed a three waters reform support package up to a maximum of 
$2 billion, comprising up to $500 million of Crown funding for the ‘no worse off 
package’ and $1.5 billion to be funded by the new water services entities to cover the 
additional ‘better off package. This package would be in addition to: 

12.1 the $523 million (or $701m including Auckland’s share) Three Waters 
Investment Stimulus package. This represents the share of the $701 million 
‘Three Waters Infrastructure Investment and Service Delivery Reform 
Programme’ tagged operating contingency that was allocated to councils. 

12.2 funding related to direct costs that would otherwise be incurred by local 
authorities as part of the transition process, which will be funded from within 
the $296 million tagged contingency established as part of the 2021 Budget 
Package for transition and implementation. 

13. We understand that LGNZ will write to Ministers with a counter proposal today, and is 
likely to request a package of $3 billion, with the increase to be funded by increasing 
the Crown funding contribution. LGNZ initially expressed concerns about the high 
proportion of funding coming from the water entities rather than the Crown, given the 
significant investment deficit in three waters. 

14. In addition to the $500 million of Crown funding agreed in the 2021 Budget Package 
for a ‘no worse off package’, Cabinet noted that a financial reform package could 
include further support, including payments from the Crown of up to $500 million and 
from the water services entities of up to $1.5 billion. Ministers may wish to: 

14.1 make additional Crown funding (up to $500 million) available to either 
rebalance the source of funding (between the Crown and water entities) for 
the package, or increase the size of the package; and 

14.2 release the unallocated balance of the tagged contingency1 established for 
three waters stimulus funding in 2020, which represents the notional funding 

                                                      
s9(2)(f)(iv)
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allocation for Auckland. This could be used to offset either Crown or entity 
contributions toward a reform financial package, or retained for other 
purposes (e.g., a financial incentive for Auckland Council). 

15. Some options that you may wish to consider as a response to LGNZ’s likely 
counteroffer are set out in the table below. 

Option Revised offer 
amount (total) 

Funding source 

 No change to initial 
proposal 

$2.0b 

 

$500m ‘no worse off’ costs  

AND 

$1.5b entity funding 

 Rebalanced source of 
funding 

$2.0b 

 

$500m ‘no worse off’ costs  

AND 

$500m additional Crown funding 

$1b entity funding (reduced from $1.5b) 

 

 Repurpose remaining 
tagged contingency and 
increase Crown funding by 
$0.4b 

 

$2.5b 

 

$500m ‘no worse off’ costs  

AND 

$415m additional Crown funding 

$1.5b entity funding 

 Repurpose remaining 
tagged contingency and 
increase Crown funding by 
$0.5b 

 

$2.585b 

 

$500m ‘no worse off’ costs  

AND 

$500m additional Crown funding 

$1.5b entity funding 

16. We consider that an increase in the quantum of the package in line with the 
parameters set out above will have a marginal impact on an individual councils’ 
support of the reform programme beyond what the current proposed $2 billion 
package would achieve.  We also consider that using an increase in Crown contribution 
to offset funding from the water entities is likely to very quickly move towards an 
overall increase in the package, as LGNZ are likely to suggest that the full $1.5 billion 
remains being paid by the entities. However, given the context for the negotiations, 
being willing to increase to the package may assist in securing LGNZ’s endorsement. 

17. We recommend that Ministers do not make any decision on changing the quantum of 
funding until after you have met with LGNZ on Thursday. Officials can provide further 
advice to support your consideration of this matter, once you receive LGNZ’s 
counterproposal. 
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18. Ultimately, whether the Crown and LGNZ can reach agreement on the quantum will 
depend on whether the negotiation parameters agreed by LGNZ’s National Council are 
consistent with the mandate Cabinet provided to Ministers. 

Package design (including eligibility criteria and conditions on use of funds) 

19. The Crown has proposed a three waters reform support package up to a maximum of 
$2 billion, comprising up to $500 million of Crown funding for the ‘no worse off 
package’ and $1.5 billion to be funded by the new water services entities to cover the 
additional ‘better off package.  

The ”no worse off package” will cover two main financial impacts for councils 

20. The ‘no worse off’ package seeks to ensure that no local authority is materially 
financially worse off directly because of reform and associated transfer of water 
service activities from local authorities to water service entities. 

21. We have discussed with LGNZ the nature and types of costs and financial impacts local 
authorities are likely to incur because of reform. We propose that the following costs 
should be covered through the ‘no worse off’ package with appropriate conditions. 
These costs include: 

21.1 Stranded overheads: Councils are expected to bear certain costs associated 
with reorganisation over time, including overheads costs that are unavoidable 
in the short-term and that need to be reallocated across other parts of the 
business; and 

21.2 Borrowing capacity: The value of water-related assets, debt and revenues and 
the consequences of transfers for the borrowing capacity of councils – for most 
councils, the impact of the transfers is expected to leave them ‘better off’ in 
terms of borrowing capacity, but for a small number of councils with low water 
debt, they may be adversely impacted because of the transactions. 

22. There are a range of other ‘impacts’ for local authorities that some may consider 
represents an adverse financial impact. We are not proposing that these impacts be 
covered through the ‘no worse off’ package, and instead should be addressed through 
alternative mechanisms. This includes: 

22.1 Transaction costs: Councils will bear certain costs associated with facilitating 
the transfer, including staff involvement in working with the establishment 
entities and transition unit, and legal, accounting and financial diligence costs. 
We are proposing that appropriate costs be funded from within the $296 
million tagged contingency established as part of the 2021 Budget Package for 
transition and implementation; and 

22.2 Cash reserves: Some councils have accumulated significant positive cash 
reserves that have been earmarked for future water investment. Councils will 
be encouraged to use these reserves (subject to reserve conditions) prior to 1 
July. We consider that any material reserve balances should be transferred to 
new water entities with a commensurate commitment to invest those funds 
consistent with the conditions on which these were raised. Councils will be 
permitted to retain immaterial2 reserves upon transfer. 

                                                      
2 The level of materiality will vary by council and will need to be determined as part of any diligence process. 

We expect will be based on a fixed percentage of an appropriate council financial metric (for example water 
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23. The above approach is subject to ongoing discussion with LGNZ (and Taituarā) and has 
been tested with a small group of council offices (CEOs and CFOs). Senior council 
officers generally agreed with the above approach and made the following 
observations: 

23.1 Agreement that the costs and impacts under consideration represent the right 
areas to focus on for the ‘no worse off’ package; 

23.2 Council officers emphasised the need to ensure a fair approach to considering 
impacts and to minimise risk of perverse outcomes (e.g., councils with high 
gearing but low-quality assets being unfairly rewarded); and 

23.3 Support for an audit / diligence process to understand water revenue, debt, 
investment and assets of each council, to provide councils with confidence in 
the proposed basis for transfer and assessment of associated financial 
implications. This process should utilise consistent methodologies (e.g., 
indexing/benchmarking) to ensure a robust and fair approach given the 
diversity of financial arrangements (e.g., overhead allocation) across the sector. 

The stranded overheads element of the package can be agreed prior to 15 July… 

24. We will undertake further work with LGNZ, Taituarā and their advisors, to agree a fixed 
allocation to each council for stranded overheads that is based on a nationally-
consistent formula using population and high-level council financial metrics.  We 
expect the total quantum of the agreed stranded overheads package to be between 
$200 million to 300 million (LGNZ have indicated they believe the previous estimate of 
$200 million may be a bit low). A fixed allocation for stranded overheads will also help 
to create incentives on councils to proactively manage stranded costs. 

… while the impacts on council borrowing capacity will remain uncertain until July 2024 

25. The assessment of any impacts on council borrowing capacity is dependent on the 
debt and revenue that is transferred from councils to water service entities. This will 
only crystallise at the point of the transfer, most likely 1 July 2024. Current estimates 
of the cost of this component of the package are based on information councils 
provided as part of the RfI process, which included estimates of three waters debt and 
revenue.  

26. We consider it is important that a robust and fair audit process is undertaken to reveal 
three waters debt and revenue. This process could take up to twelve months to 
complete, and therefore creates uncertainty regarding the required quantum of the 
‘no worse off’ package. 

This creates uncertainty for councils… 

27. This means that Councils will not know at the time the support package is announced 
on 15 July 2021 whether they will be eligible for a payment to address any adverse 
impact on borrowing capacity and, if so, how much. We note, however, that the 
release of the commercial dashboard on the same day will show that, for most 
councils, the impact is expected to be positive rather than negative, so no payment 
would be expected.  

28. We propose to manage this uncertainty for councils by communicating the principles 
that would apply to the calculation of council borrowing impacts, as well as the audit 

                                                      
assets or depreciation). The amount of retained reserves is expected to total approximately $100m nationally 
based on current levels of reserves.  
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process to be followed. Principles are being developed in discussion with LGNZ and will 
aim to ensure that the calculations are consistent, robust and fair across councils, and 
protects the Crown and water service entities interests. Priority would be given to 
auditing those councils that, based on current estimates, are more likely to suffer 
adverse borrowing impacts. 

29. We are also proposing to place a positive obligation on councils to manage the transfer 
and reorganisation in a way that minimises the ‘no worse off’ funding required 
(including minimising break costs). This would avoid councils seeking greater ‘no worse 
off’ funding than anticipated on the basis of avoidable costs, and therefore reduces 
incentives for behaviour that might drive up ‘no worse off’ costs. 

… as well as choices for the Crown as to who bears the uncertain costs 

30. The estimate of up to $500 million for the ‘no worse off’ package has made provision 
for this uncertainty by using conservative modelling assumptions. However, there is a 
risk that three waters debt might be greater than anticipated and/or that three waters 
revenue is lower than anticipated. Either or both of these factors could increase the 
funding required for this component of the ‘no worse off’ package, resulting in the 
total funding required for the ‘no worse off’ package exceeding $500 million. 

31. There are choices for how the Crown manages the uncertainty this creates. These 
choices could involve changes to the allocation of funding packages between the 
sources of Crown funding and water entity funding. As such, options to address the 
uncertainty of the ‘no worse off’ package are related to options to allow early payment 
of a portion of the ‘better off’ package. Options that address both these issues in 
varying ways are described at paragraph 53 below. 

Better off package 

32. The better off package seeks to invest into the future of local government and 
community wellbeing in a way that meets the priorities of both central and local 
government, gains the support of the local authorities for the reforms, ensures local 
authorities continue to invest at the rates indicated in their long-term plans, and 
secures LGNZ’s commitment to endorse the package (consistent with the approach 
outlined in paragraph 10). In addition to the timing of payments (discussed earlier in 
the briefing), we have discussed a proposed allocation framework, criteria for funding 
and other conditions to be attached. 

Allocation framework 

33. DIA and LGNZ agree that a nationally consistent formula (similar to the approach used 
for the allocation of three waters stimulus investment) is the best approach for 
ensuring funding allocations are perceived to be consistent and fair across councils. In 
discussion with LGNZ, we are exploring several measures that could be used as part of 
a formula to allocate funding. The following measures have emerged as preferred 
through the initial discussions, with work ongoing to finalise advice on the 
recommended factors and associated weightings: 

33.1 Population, to ensure that funding allocations are seen as fair on a per capita 
basis (i.e., large communities receive a larger amount of funding) 

33.2 Either land area or population density, to take account of the challenges that 
rural and provincial territorial authorities face in serving more remote and 
dispersed communities 
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33.3 The New Zealand deprivation index, as a way of tilting the allocation towards 
communities with higher needs. 

34. We also considered and discounted the following measures in discussion with LGNZ: 

34.1 measures that recognise the funding local communities have invested into 
their three waters assets. It was recognised that this could unfairly 
disadvantage local communities that have not made recent investments in 
their infrastructure given the lumpy nature of three waters investment cycles. 

34.2 measures that recognise the extent to which territorial authorities have been 
(relatively) better stewards of their three waters assets. There is no widely 
accepted, comprehensive and consistent measures of the quality of asset 
stewardship within the New Zealand local government sector, and variability of 
data quality would prevent consistent measurement of even relatively basic 
measures (e.g., renewals investment as a share of depreciation). 

34.3 measures that assess the relative impact of removing water service delivery 
from local authorities. Officials and LGNZ agree that the ‘better off’ package 
should focus on the opportunities for the future of local government following 
reform, rather than looking back at the impact on local authorities as a result of 
reform (which is the focus of the ‘no worse off’ package). 

35. LGNZ also raised the need to consider funding to meet iwi/Māori needs and 
aspirations. We note that the funding stimulus package included a $30 million 
allocation towards rural supplies and that the funding support package could include a 
similar allocation should this be considered appropriate. We seek direction from 
Ministers on whether you wish to see any targeting of the package toward investment 
in partnership with iwi/Māori needs and aspirations. 

Eligibility criteria 

36. In discussions on the eligibility criteria for funding, we have sought to balance the 
competing objectives of local government (who seek discretion over how local 
authorities can use funding) and the Crown, who will want assurances that the funding 
provides value for money. 

37. We have considered a number priorities that could inform the funding criteria, 
including the Government’s Budget 2021 priorities, priorities signalled in the Regional 
Strategic Partnership fund, the four well-beings referenced in the Local Government 
Act, and LGNZ’s policy priorities. 

38. A wide range of priorities exist across local authorities and within Government, and it 
will be important that the funding criteria allows local authorities to prioritise projects 
for funding where there is strong alignment. 

39. Officials consider that the following areas are likely to provide the strongest alignment, 
and we are discussing with LGNZ how best to reflect these in eligibility criteria to 
ensure that funding is provided for projects that will meaningfully contribute to these 
areas: 

39.1 Climate change 

39.2 Improved environmental outcomes 

39.3 Job and income growth 

39.4 Housing affordability 
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39.5 Meeting iwi/Māori aspirations 

39.6 Improving resilience. 

40. Our current suggested criteria to target these priority areas, while providing sufficient 
discretion for local authorities to meet their own objectives, are: 

40.1 Supporting communities to transition to a climate-resilient, sustainable, and 
low-emissions economy 

40.2 Raising economic prosperity including adoption of new technologies, lifting 
productivity through innovation, developing skills and growing incomes 

40.3 Supporting initiatives that strengthen a treaty-based partnership with 
iwi/Māori and improve outcomes for Māori 

40.4 Investment in community social infrastructure, with a priority on increasing the 
stock of social (public housing), supporting Māori housing and papakāinga, and 
investing in housing infrastructure 

40.5 Improving resilience, particularly of critical infrastructure, and by diversifying 
our economy. 

41. LGNZ’s negotiation team seemed broadly comfortable with the proposed focus areas 
and eligibility criteria outlined above, however we anticipate these may go through 
some further refinement as discussions continue. 

42. We seek your feedback on the focus areas and proposed criteria, and whether they are 
likely to meet the Government’s objectives for the ‘better off’ package. 

Ongoing conditions attached to funding  

43. On 14 June 2021, Cabinet [CAB-MIN-0226] agreed to, as part of the discussions with 
the sector and provision of the financial support package, seek commitments from 
local authorities to: 

43.1 continue the planned investment in three waters infrastructure for the 
duration of the transition period, including commitments made through the 
2021-2031 long-term plans;  

43.2 work in partnership with central government to transition to the new water 
services delivery system, including working collaboratively with the 
establishment units for the new water services entities to support the smooth 
transfer of assets, liabilities, information and staff to new water services 
entities; and  

43.3 assist in the preparation of initial asset management plans to ensure continuity 
of investment, and to provide certainty for local authorities regarding what 
investment will be prioritised by the new water services entities once they 
assume responsibility for water service delivery. 

44. In discussion with LGNZ, these conditions seem to be supported in principle, but LGNZ 
is concerned that there is discretion to apply these on a ‘best endeavours’ basis, 
recognising that long-term plans are subject to change over time, and planned 
expenditure can be disrupted due to factors outside of council control.  

45. We will work with LGNZ and their advisors to agree conditions that are essential for a 
successful transition, including specifying the conditions in sufficient detail to give 
operational certainty to councils.  
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46. We propose to include in the final agreement a clawback provision that enables the 
Crown to recall any funding provided if local authorities do not meet any of the 
conditions associated with it. This was included in the stimulus funding agreements 
and should be expected as a standard condition attached to the use of any Crown 
funding. As part of this, we will work with LGNZ to codify the ‘best endeavours’ 
principle so that councils can be confident that funding will not be clawed back 
provided they act in good faith. 

Matched funding  

47. LGNZ previously raised the prospect of Councils being required to make a matched 
contribution to access the three waters financial support package.3 A matched funding 
requirement would add a further discipline in terms of councils having to justify the 
case for this investment to their communities and would have the advantage of 
leveraging the Crown’s investment to provide a larger funding envelope.  

48. On the other hand, this would add further complexity into the process for approving 
and distributing funds and would make it challenging for councils to propose projects 
that are not already included (and funded) within 2021-31 Long-Term Plans.  

49. Having considered this further, we understand that LGNZ no longer supports a 
matched funding requirement and we do not recommend this is pursued further given 
the complexities and practical challenges this would introduce into the process. 

Timing of payments to councils 

50. The Crown has expressed a preference for funding for the ‘better off’ element of the 
package to align with the “go live” date for the water services entities (1 July 2024). 
This means that local authorities would become eligible for any additional funding 
payments from 1 July 2024 onwards. Note, this does not include payments that relate 
directly to costs incurred by local authorities as part of the transition process. 

51. We expect LGNZ will indicate a preference for at least a portion of the funding being 
available prior to the Local Body elections in October 2022. This will significantly 
increase the attractiveness of the package for current elected members and will 
enable local authorities to make plans to invest funding in advance of 2024, bringing 
forward the benefits of this investment. 

52. Previous advice indicated that any need to bring forward funding paid by the water 
entities could be facilitated by loans from the Crown to the water entities. These 
would be fiscally neutral if carried out on commercial terms and repaid within the 
forecast period. The Treasury has previously advised against using this approach due to 
the legal complexities associated with agreeing and announcing funding that will be 
facilitated through loans to entities that do not yet exist. 

53. If the funding amounts and sources remain as they currently are (i.e. the amount of 
Crown contribution is not increased beyond what is currently committed), the Crown 
could agree to changes to the funding source of each package, or parts of packages, to 
enable funding that makes up the “better off” package to be paid to councils before 1 
July 2024. Some of these options would also address the choices that you face around 
who should bear the risks of the variable element of the ‘no worse off’ package. 

                                                      
3 For example, this could be on a 1 to 1 basis (or alternative ratio) or, alternatively, use a mechanism like the 

Waka Kōtahi funding assistance rates (FAR), which considers relative need and ability to pay. 
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53.1 Option 1 - The $500 million Crown funding allocated to the ‘no worse off’ 
package could be allocated to pay a portion of the “better off’ package, with 
$500 million of entity funding being switched to paying the “no worse off” 
package. The entity would pay the “no worse off” costs on the date at which 
water assets, liabilities and revenues transfer to the new entities. The portion 
of the “better off” package funded by the Crown could then be paid earlier if 
Ministers wish.  

This option would both allow the timing of up to $500 million of ‘better off’ 
payments to be brought forward and transfer the uncertain element of the ‘no 
worse off’ package to the entities.  

It is appropriate for the water entities to bear the uncertain element of the ‘no 
worse off’ package as, under a scenario where a larger amount is required to 
ensure a council is no worse off, the level of water debt is likely to be lower 
than currently estimated (thereby leaving councils worse off after transfer). 
This would lead to some counterbalancing of the impact on the water entities 
of any payments to councils to address adverse impacts on borrowing capacity.  

Likewise, where the total amount is less than the $500 million for the ‘no worse 
off’ package, the level of water debt is likely to be higher than currently 
estimated (thereby leaving councils better off after the transfer). We believe it 
is appropriate in this scenario that the reduced ‘no worse off’ package support 
improving the water service entity balance sheet rather than being effectively 
refunded to the Crown. 

Crown funding of the ‘better off’ package may also be perceived more 
favourably by councils as this funding will be distributed nationally rather than 
to only the few councils which require a material ‘no worse off’ package. 

Option 2 - The same switch between funding sources and packages could also 
occur with a portion of “no worse off” costs that are generally agreed and 
fixed. We have proposed to work with LGNZ and Taituarā to agree a fixed 
allocation for “stranded overheads”, which is estimated to be between $200 
million to $300 million. This amount could then be used for payments prior to 1 
July 2024 as per the option described above. 

Under this option, the full risk and benefit of the remaining variable element of 
the “no worse off” package would remain with the Crown. This means the 
‘counterbalancing’ effect described above is not available to water service 
entities. 

53.2 Option 3 - Amending the scope of the existing ‘no worse off’ tagged 
contingency (or establishing a new tagged contingency) that combines Crown 
funding for the ‘no worse off’ and ‘better off package’, therefore enabling joint 
Ministers to decide how much Crown funding to be utilised for either package 
and allowing ‘better off’ payments to be accelerated. Under this option, joint 
Ministers could agree that the water entities would bear the variable element 
of the ‘no worse off’ package, or choose to retain the variable element as a 
Crown payment. 

53.3 Option 4 (current approach) - Retaining the current maximum Crown 
contribution for the ‘no worse off’ package of $500 million, while the ‘better 
off’ package is paid by the water entities. This has the effect of ‘capping’ the 
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package associated with borrowing capacity and therefore in certain scenarios 
would leave some councils in a position that they would feel financially worse 
off.  

The Treasury considers that if this package is capped, the payments to councils 
reflecting reduced borrowing capacity could be calculated on a pro-rata basis, 
meaning that any reductions in potential payments would be at the margins 
only (assuming the ‘no worse off’ package requirements do not increase 
substantially), and therefore are unlikely to leave any councils materially 
financially worse off. 

This option also does not enable payments of the ‘better off’ package prior to 1 
July 2024 without exploring the loan approach. 

54. All options would require Cabinet approval to change the scope of the tagged 
contingency Transforming Three Waters Service Delivery for New Zealanders Incentives 
Package to allow Crown funding to be allocated towards the “better off” package. 

55. We recommend that you provisionally agree to Option 1 – switching the purpose of 
the $500 million ‘no worse off’ funding agreed through Budget 2021 to contribute to 
the “better off” package. The water entities would then pay the ‘no worse off’ 
package. 

56. This agreement would be for the purpose of allowing officials to communicate to LGNZ 
your intention that up to $500 million of the “better off” package would be made 
available from 1 July 2022 to cover council costs associated with the early stages of 
investment under the “better off” package. 

57. The switch in the source of funding packages would then be included as part of the 
final package to be agreed by Cabinet.  

Progress towards Heads of Agreement 

58. Officials are continuing to progress work on a draft Heads of Terms that the Crown 
could enter into with LGNZ. The Heads of Terms would foreshadow the completion of 
a more substantive Process Agreement and would set out the principles underpinning 
the relationship and approach to negotiation.  

59. Current thinking, which has not yet been tested with LGNZ, is that a Heads of Terms 
would include the following elements: 

59.1 Relationship principles and commitments – agreement to act in a way that is 
constructive, open and fair way, with good faith and high trust towards the 
intention of successfully establishing water services entities and undertaking 
the relevant transition activities  

59.2 Approach to negotiations – agreement to negotiate key elements of the 
incentives package in good faith  

59.3 Programme – an agreed timetable, milestones and deliverables (e.g. timing 
around Cabinet decisions, release of information, developing individual local 
authority funding agreements) to support the reform timetable 

59.4 Outcomes – an agreement to work constructively together to support the 
Crown’s objectives for the Three Waters Reform Programme  

59.5 Crown’s bottom lines – acknowledgment of the Crown’s bottom lines, as 
previously agreed by Cabinet) 

20210476 Item 27
Page 205 of 256



 The Department of Internal Affairs 

 Te Tari Taiwhenua 

  Page 14 of 15 

59.6 Funding – agreement to the amount of funding to be provided to LGNZ to 
enable them to play their role in supporting the reform programme and 
transition, and any conditions attached to this 

59.7 Nature of LGNZ’s support for reform – agreement to the nature and scope of 
the support for reform, including commitments to publicly endorse, support 
and promote aspects of the agreed package  

59.8 Delay/material change to reform programme – provision for consequences of 
any delay or material change to the reform programme, including around 
consideration of costs. 

59.9 Media and communications – agreement to take a consistent and coordinated 
approach to media statements and other communications 

59.10 Other standard or boilerplate terms associated with a Heads of Terms – who 
the parties are, the term of the agreement, termination clauses, dispute 
resolution, confidentiality and conflict management. 

60. Our current thinking is that key elements of the incentive package will be developed 
and agreed separately through working papers and therefore will not be included in 
the Heads of Terms. 

61. We will continue to progress thinking on the exact terms and drafting of the 
agreement, considering any provisions that LGNZ seeks to include in the agreement. 
We are likely to recommend that Ministers seek delegation from Cabinet to finalise the 
detail of, and enter into, the Heads of Terms with LGNZ. 

Next Steps 

62. We understand that LGNZ intends to write to Ministers this week with a substantive 
response and counterproposal to the Crown’s proposed financial support package. We 
expect this response will address issues relating to the quantum of funding, source of 
funding, and the timing of payments.   

63. Officials will prepare quick turnaround advice for you to consider prior to your meeting 
with LGNZ representatives at 4:15pm on Thursday 1 July. 

64. Officials will include an update for Cabinet ministers in the Three waters reform 
implementation paper, which is due to be considered at DEV on 7 July. However, given 
the tight timeframes, it is likely that the paper may need to be updated to reflect any 
package agreed between you and LGNZ before it is considered by Cabinet on 12 July. 
This is the last opportunity for seeking Cabinet decisions to support announcements 
prior to the LGNZ National Conference on 15-17 July. 

65. We anticipate it may necessary for Ministers to meet again with LGNZ between DEV on 
7 July and Cabinet on 12 July, to address any final details required to reach agreement. 
We recommend that you ask Cabinet to delegate responsibility to joint Ministers to 
finalise the agreement with LGNZ. 

Recommendations 

66. We recommend that following Cabinet’s agreement to the suite of three Cabinet 
papers relating to the Reform Programme, you  

 note the contents of this briefing and provide feedback to officials;  
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 agree to Option 1 for the timing of payments to councils, which would 
involve seeking Cabinet agreement that the $500 million tagged 
contingency Transforming Three Waters Service Delivery for New 
Zealanders Incentives Package is allocated to the ‘better off’ package, 
with the water entities paying the ‘no worse off’ package. 

 agree to officials communicating to LGNZ on 1 July 2021 that the Crown 
has agreed an option to allow a portion of the ‘better off’ package to be 
brought forward 

Yes/No 

 

 

 

Yes/No 

 indicate whether the “better off” package should include targeted 
funding toward investment in partnership with iwi/Māori needs and 
aspirations. 

Yes/No 

 indicate whether the focus areas and proposed criteria for the ‘better 
off package’ are likely to meet the Government’s objectives for the 
‘better off’ package. 

Yes/No 

 

 

 

 

Allan Prangnell  
Executive Director, Three Waters 
Department of Internal Affairs 
 
 
 
 
 
 
 

David Taylor  

Manager, National Infrastructure Unit 

The Treasury 

 

Hon Nanaia Mahuta  Hon Grant Robertson 
Minister of Local Government Minister of Finance  

_____/_____/_______ ___ _____/_____/_______ 
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Local Government briefing 

Hon Nanaia Mahuta  
Minister of Local Government 

Hon Grant Roberson 
Minister of Finance 

 

Title: Three Waters Reform: Update on LGNZ Discussions 
Date: 7 July 2021 

 

Key issues 

This briefing updates you on discussions with LGNZ regarding the development of a three waters 
reform support package and the associated Heads of Agreement, which summarises the agreed 
package and, importantly, the commitments LGNZ would make to endorse and support the reforms. 
It also seeks your agreement to the final details of the package, so that these can be reflected in a 
revised version of the paper ‘Delivery the three waters reforms’ to be considered by Cabinet on 
Monday 12 July.  

We understand that you may meet with representatives of LGNZ following submission of the paper 
but prior to the Cabinet meeting, to address any outstanding issues. Any changes to the proposals 
to reflect the outcome of this meeting, including alternative Cabinet recommendations, would need 
to be tabled at Cabinet on Monday morning. 

 
 

Action sought Timeframe  

Note the contents of this briefing; and  

Agree to the recommendations of the briefing. 

By 8 July 2021 

 
Contact for telephone discussions (if required) 
 

Name Position  Direct phone 
line 

After hours 
phone 

Suggested 
1st contact 

Allan Prangnell Executive Director, Three 
Waters, Department of 
Internal Affairs 

✓

Nick Davis Policy Lead, Three Waters  

Morgan Dryburgh Senior Analyst, The Treasury ✓  

David Taylor Manager, National 
Infrastructure Unit, The 
Treasury 

 

 

Return electronic document to: Nick Davis, nick.davis2@dia.govt.nz 

Cohesion reference: {34D6D3C8-5319-49F1-97C7-6527DF9B6FBF} 

Ministerial database / Treasury 
report reference 

LG202100844 (DIA) 
T2021/1771 (Treasury) 

 

  

s9(2)(g)(ii), s9(2)(k)
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Purpose 

1. This briefing updates you on discussions with LGNZ regarding the development of a 
three waters reform support package and the associated Heads of Agreement, which 
summarises the agree package and, importantly, the commitments LGNZ would make 
to endorse and support the reforms. It also seeks your agreement to the final details of 
the package, so that these can be reflected in a revised version of the paper ‘Delivery 
the three waters reforms’ to be considered by Cabinet on Monday 12 July.  

2. We understand that you may meet with representatives of LGNZ following submission 
of the paper but prior to the Cabinet meeting, to address any outstanding issues. Any 
changes to the proposals to reflect the outcome of this meeting, including alternative 
Cabinet recommendations, would need to be tabled at Cabinet on Monday morning. 

Background  

3. On 14 June 2021, Cabinet invited the Minister of Local Government and the Minister of 
Finance to lead discussions with the local government sector to discuss with LGNZ the 
parameters of a financial package to underpin the reform process, supported by 
officials from the Department of Internal Affairs and the Treasury [CAB-21-MIN-0266 
refers]. You set out the approach and parameters for these discussions in your letter to 
the President of Local Government New Zealand, dated Wednesday 23 June 
[LG202100696 / T2021/1515 refers]. 

4. On Thursday 24 June, you met with a sub-group of the LGNZ National Council, 
including the President and Deputy President, and reiterated the Government’s 
intentions to progress reform in partnership with the local government sector, 
including seeking LGNZ’s commitment to [endorse and support the reforms]. 

5. Following the meeting, LGNZ will be formally responding to you via a letter, which we 
expect will include a request to increase the size of the package, along with a small 
number of other comments on the proposed Package.  

Comment  

Progress on Heads of Agreement 

6. Officials have continued to progress discussions with LGNZ regarding the detail of a 
three waters reform package and an associated draft Heads of Agreement, a draft of 
which is included as Appendix A. The draft Heads of Agreement includes: 

6.1 Mutual commitments by the Crown and LGNZ to continuing the partnering 
approach for three waters reform (Clauses 2.1 to 2.3) 

6.2 Sets out the shared objectives of the Crown and LGNZ for the Three Waters 
Reform Programme (Clauses 2.4 and 2.5) 

6.3 Acknowledgements by both parties the Three Waters Reform Programme is a 
tested and robust package of reforms that will: 

6.3.1 Affordably and sustainably address the shared objectives over the 
next 30 years; and 

6.3.2 Requires all-in participation of local authorities to do so (Clause 2.6) 

6.4 Records partnering principles that both parties will abide by for the duration of 
the Agreement (Clause 2.7) 
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6.5 The commitments that LGNZ undertakes to make to support, endorse and 
promote the Three Waters Reform programme (Clause 4) 

6.6 Records the key parameters and features of the Three Waters Reform Support 
Package (Clause 5 and Schedules 2 and 3), and includes an acknowledgement 
by LGNZ that it will endorse and support the package and the need for all-in 
participation of local authorities to realise the full benefits of reform, to help 
build support for the reform across the sector 

6.7 A commitment by the Crown to provide financial support to enable LGNZ to 
perform the roles contemplated for it, including as set out in the LGNZ 
commitments noted below (Clause 6). Separately, officials from DIA are 
negotiating a funding agreement that represents a continuation of an existing 
agreement that supports LGNZ participation in the Three Waters Reform 
Programme. 

  

6.8 A commitment by the Crown to work through its response to the Review into 
the Future for Local Government in an open and transparent manner, similar to 
the process undertaken through the Joint Central/Local Government Steering 
Committee for Three Waters Reform (Clause 7). 

 

6.9 Commitments to maintain and refresh the Joint Central/Local Government 
Steering Committee for Three Waters Reform, with a focus on overseeing 
remaining policy development and support a smooth transition (Clause 8) 

6.10 Assorted other general provisions (Clause 9). 

7. We note that Agreement contains several Schedules with further detail including: 

7.1 Key features of the ‘No worse off’ package (Schedule 2) 

7.2 Key features of the ‘Better off’ package (Schedule 3) 

7.3 Draft Joint Position Statement (Schedule 4 – to be inserted when agreed). 

8. We seek your feedback on the draft Heads of Agreement and confirmation that the 
proposed commitments sought from LGNZ, as outlined in Clause 4. We also draw your 
attention to: 

8.1 Schedules 2 and 3, which summarise the Package that has been discussed and 
agreed with LGNZ 

8.2 Clause 7, which contain commitments to develop a response to the Ministerial 
Review into the Future for Local Government Review using a similar 
partnership approach to that taken for Three Waters Reform. 

9. We consider that the agreement, as drafted, reflects the feedback that Ministers have 
previously provided on the Package and associated commitments being sought from 
LGNZ.  

10. We note that certain aspects of the arrangements contemplated in the Heads of 
Agreement and Three Waters Reform support package need to be enabled through 
legislation (for example the establishment of the Water Services Entities). 

s9(2)(f)(iv)

s9(2)(f)(iv)
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11. We recommend that the final draft Heads of Agreement be attached to the revised 
paper to be considered by Cabinet on Monday 12 July, and that Cabinet delegate 
authority to the Minister of Local Government and Minister of Finance to approve the 
finalisation and execution of the agreement on behalf of the Crown. 

Quantum of funding for three waters reform support package 

12. Ministers’ initially proposed a three waters reform support package up to a maximum 
of $2 billion, comprising up to $500 million of Crown funding for the ‘no worse off 
package’ and $1.5 billion to be funded by the new water services entities to cover the 
additional ‘better off package. This package would be in addition to: 

12.1 the $523 million Three Waters Investment Stimulus package. This represents 
the share of the $710 million ‘Three Waters Infrastructure Investment and 
Service Delivery Reform Programme’ tagged operating contingency that was 
allocated to councils. 

12.2 funding related to direct costs that would otherwise be incurred by local 
authorities as part of the transition process, which will be funded from within 
the $296 million tagged contingency established as part of the 2021 Budget 
Package for transition and implementation. 

13. LGNZ has written to you requesting a package of $3 billion, with the increase to be 
funded by increasing the Crown funding contribution. LGNZ initially expressed 
concerns about the high proportion of funding coming from the water entities rather 
than the Crown, given the significant investment deficit in three waters, and their 
proposal amounts to a rebalancing of this funding. 

14. There is scope for you to increase the size of the package available, if you wish to do 
so. In addition to the $500 million of Crown funding agreed in the 2021 Budget 
Package for a ‘no worse off package’, Cabinet noted that a financial reform package 
could include further support, including payments from the Crown of up to $500 
million and from the water services entities of up to $1.5 billion. Ministers may wish 
to: 

14.1 make additional Crown funding (up to $500 million) available to either 
rebalance the source of funding (between the Crown and water entities) for 
the package, or increase the size of the package; and 

14.2 release the unallocated balance of the tagged contingency1 established for 
three waters stimulus funding in 2020, which represents the notional funding 
allocation for Auckland. This could be used to offset either Crown or entity 
contributions toward a reform financial package, or retained for other 
purposes (e.g., a financial incentive for Auckland Council). 

15. The Cabinet paper ‘Delivering the three waters reforms’ currently authorises joint 
Ministers to agree a financial package of up to $2.5 billion. We understand that you are 
seeking to agree a final quantum of funding for inclusion in the final paper for 
discussion at Cabinet on 12 July. Some options for how the package could be increased 
within the parameters agreed by Cabinet are set out in the table below. 

 

                                                      
s9(2)(f)(iv)
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Option Offer amount 
(total) 

Funding source 

Current package Up to $2.0b 

 

No worse off package comprising $X00m of 
stranded costs (fixed) plus ‘no worse off’ 
payments by the water services entities, 
estimated to be no more than $300 million 
(variable).  

AND 

$1.5b better off funding, with up to $500 
million of Crown funding available from 1 
July 2022, and $1 billion of entity funding 
available from 1 July 2024 

Current package and 
repurpose remaining tagged 
contingency 

$2.085b 

 

Current package 

AND 

$85m unallocated portion of existing 
contingency 

Current package and 
repurposed tagged 
contingency, plus additional 
Crown funding 

 

$2.585 b (or lower 
amount as 
Ministers agree) 

 

Current package 

AND 

$85m unallocated portion of existing 
contingency 

$500m additional Crown funding (or such 
lower amount as Ministers agree) 

16. Officials consider that an increase in the quantum of the package in line with the 
parameters set out above will is likely to have marginal impact on an individual 
councils’ support of the reform programme beyond what the current proposed $2 
billion package would achieve. Therefore, on a principled basis that the support 
package is intended to gain the support of the sector for the reforms, we do not 
recommend increasing the quantum of the package. 

17. However, given the context for the negotiations (in particular, the finely balanced 
majority at National Council), being willing to increase to the package may assist in 
securing LGNZ’s endorsement. The degree to which a change in quantum is likely to 
influence LGNZ decision-making is difficult to estimate, as through the draft Heads of 
Agreement the Crown has moved on some of the other requests that LGNZ made 
during the negotiations such as bringing forward the timing of support payments, and 
the allocation of ‘no worse off’ costs to the water entities as opposed to the Crown. 

18. We seek direction from Ministers on the amount of Crown funding that Ministers 
would like to include in the revised Cabinet paper to be considered by Cabinet on 
Monday 12 Friday. This paper will need to be submitted to Cabinet office by Friday 
morning at the latest. 

19. We understand that you may meet with representatives of LGNZ following submission 
of the paper but prior to the Cabinet meeting, to address any outstanding issues. If this 
meeting results in you agreeing to change the quantum of the Package, this would 
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need to be reflected in amended recommendations to be tabled at Cabinet on Monday 
morning. 

Package design (including eligibility criteria and conditions on use of funds) 

20. The Crown is proposing that a Three Waters Reform financial support package be 
provided to local authorities, comprising: 

20.1 a “no worse off” package which will seek to ensure that financially no local 
authority is in a materially worse off position to provide services to its 
community directly because of the Three Waters Reform Programme and 
associated transfer of responsibility for the provision of water services; and 

20.2 which supports the goals of the Three Waters Reform Programme by 
supporting local government to invest in the wellbeing of their communities in 
a manner that meets the priorities of both the central and local government, 
and is consistent with agreed criteria for such investment set out in the Heads 
of Agreement  

The ”no worse off package” will cover two main financial impacts for councils 

21. The ‘no worse off’ package seeks to ensure that financially, no local authority is 
materially worse off directly because of reform and associated transfer of water 
service activities from local authorities to water service entities. 

22. We have discussed with LGNZ the nature and types of costs and financial impacts local 
authorities are likely to incur because of reform. We propose that the following costs 
should be covered through the ‘no worse off’ package with appropriate conditions. 
These costs include: 

22.1 Stranded overheads: Councils are expected to bear certain costs associated 
with reorganisation over time, including overheads costs that are unavoidable 
in the short-term and that need to be reallocated across other parts of the 
business; and 

22.2 Financial sustainability support: The transfer of water-related assets, debt and 
revenues and the consequences of transfers council’s financial ability to 
sustainably perform their non-water related roles and functions at the existing 
level of performance. For most councils, the impact of the transfers is expected 
to leave them ‘better off’ in terms of borrowing capacity. 

23. There are a range of other ‘impacts’ for local authorities that some may consider 
represents an adverse financial impact. We are not proposing that these impacts be 
covered through the ‘no worse off’ package, and instead should be addressed through 
alternative mechanisms. This includes: 

23.1 Transaction costs: Councils will bear certain costs associated with facilitating 
the transfer, including staff involvement in working with the establishment 
entities and transition unit, and legal, accounting and financial diligence costs. 
We are proposing that appropriate costs be funded from within the $296 
million tagged contingency established as part of the 2021 Budget Package for 
transition and implementation; and 

23.2 Cash reserves: Some councils have accumulated significant positive cash 
reserves that have been earmarked for future water investment. Councils will 
be encouraged to use these reserves (subject to reserve conditions) prior to 1 
July. We consider that any material reserve balances should be transferred to 
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new water entities with a commensurate commitment to invest those funds 
consistent with the conditions on which these were raised. Councils will be 
permitted to retain immaterial2 reserves upon transfer. 

24. The above approach has been developed in discussion with LGNZ and has been tested 
with a small group of senior council officers (CEOs and CFOs).  

The stranded overheads element of the package can be agreed prior to 15 July… 

25. We have worked with LGNZ and their advisors to agree a fixed allocation to each 
council for stranded overheads that is based on a nationally-consistent formula (other 
than for Auckland, Christchurch and councils involved in Wellington Water). These 
‘other’ councils will be subject to a more detailed assessment of reasonable and 
unavoidable stranded costs. We have also allowed a contingency for councils which 
have demonstrable, unavoidable and materially greater stranded costs than those 
provided for above.  The total quantum proposed for this element of the package is 
$250 million. The largely fixed allocation for stranded overheads will help to create 
incentives on councils to proactively manage stranded costs. 

… while the impacts on council financial sustainability will remain uncertain until July 2024 

26. The assessment of any impacts on council financial sustainability is dependent on the 
debt and revenue that is transferred from councils to water service entities. This will 
only crystallise at the point of the transfer, most likely 1 July 2024. Current estimates 
of the cost of this component of the package are based on information councils 
provided as part of the RfI process, which included estimates of three waters debt and 
revenue. Our current estimates are in the order of $250 million for this element of the 
package. 

27. Officials and LGNZ consider it is important that a robust and fair audit process is 
undertaken to reveal three waters debt and revenue. This process could take up to 
twelve months to complete, and therefore creates uncertainty regarding the required 
quantum of the ‘no worse off’ package. 

This creates uncertainty for councils… 

28. This means that Councils will not know at the time the support package is announced 
on 15 July 2021 whether they will be eligible for a payment to address any adverse 
impact on financial sustainability and, if so, how much. We note, however, that the 
release of the commercial dashboard on the same day will show that, for most 
councils, the impact is expected to be positive rather than negative, so no payment 
would be expected.  

29. We propose to manage this uncertainty for councils by communicating the principles 
that would apply to the calculation of council financial sustainability support, as well as 
the audit process to be followed. Principles will be developed in close consultation 
with LGNZ and will aim to ensure that the calculations are consistent, robust and fair 
across councils, and protects the Crown and water service entities interests. Priority 
would be given to auditing those councils that, based on current estimates, are more 
likely to suffer adverse borrowing impacts. 

                                                      
2 The level of materiality will vary by council and will need to be determined as part of any diligence process. 

We expect will be based on a fixed percentage of an appropriate council financial metric (for example water 
assets or depreciation). The amount of retained reserves is expected to total approximately $100m nationally 
based on current levels of reserves.  
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30. We are also proposing to place a positive obligation on councils to manage the transfer 
and reorganisation in a way that minimises the ‘no worse off’ funding required 
(including minimising break costs). This would avoid councils seeking greater ‘no worse 
off’ funding than anticipated on the basis of avoidable costs, and therefore reduces 
incentives for behaviour that might drive up ‘no worse off’ costs. 

Water services entities are best placed to manage any risk that the uncertain element of ‘no 
worse off’ costs may increase 

31. While officials have undertaken modelling and are confident in the ballpark estimates 
of the cost of the uncertain element of the ‘no worse off’ package, there is a risk that 
three waters debt might be greater (or lower) than anticipated and/or that three 
waters revenue is lower than anticipated.  

32. Officials consider that it is appropriate for the water entities to bear the uncertain 
element of the ‘no worse off’ package as, under a scenario where a larger amount is 
required to ensure a council is no worse off, the level of water debt is likely to be lower 
than currently estimated (thereby leaving councils worse off after transfer). This would 
lead to some counterbalancing of the impact on the water entities of any payments to 
councils to address adverse impacts on borrowing capacity. Likewise, where the total 
amount is less than the $500 million for the ‘no worse off’ package, the level of water 
debt is likely to be higher than currently estimated (thereby leaving councils better off 
after the transfer).  

33. This approach is reflected in the Cabinet paper considered by DEV on Wednesday 7 
July, and is reflected in Schedule 2 of the draft Heads of Agreement. We seek 
confirmation from Ministers to this approach. 

Better off package 

34. The better off package seeks to invest into the future of local government and 
community wellbeing in a way that meets the priorities of both central and local 
government, gains the support of the local authorities for the reforms, ensures local 
authorities continue to invest at the rates indicated in their long-term plans, and 
secures LGNZ’s commitment to endorse the package (consistent with the approach 
outlined in paragraph 10). 

35. In addition to the timing of payments (discussed earlier in the briefing), we have 
discussed a proposed allocation framework, criteria for funding and other conditions 
to be attached. 

Eligibility criteria 

36. In discussions on the eligibility criteria for funding, we have sought to balance the 
competing objectives of local government (who seek discretion over how local 
authorities can use funding) and the Crown, who will want assurances that the funding 
provides value for money. 

37. We have considered several priorities that could inform the funding criteria, including 
the Government’s Budget 2021 priorities, priorities signalled in the Regional Strategic 
Partnership fund, the four well-beings referenced in the Local Government Act, and 
LGNZ’s policy priorities. 

38. A wide range of priorities exist across local authorities and within Government, and it 
will be important that the funding criteria allows local authorities to prioritise projects 
for funding where there is strong alignment. 
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39. Officials initially suggested the following criteria to target priority areas for both 
central and local government: 

39.1 Supporting communities to transition to a climate-resilient, sustainable, and 
low-emissions economy 

39.2 Raising economic prosperity including adoption of new technologies, lifting 
productivity through innovation, developing skills and growing incomes 

39.3 Supporting initiatives that strengthen a treaty-based partnership with 
iwi/Māori and improve outcomes for Māori 

39.4 Investment in community social infrastructure, with a priority on increasing the 
stock of social (public housing), supporting Māori housing and papakāinga, and 
investing in housing infrastructure 

39.5 Improving resilience, particularly of critical infrastructure, and by diversifying 
our economy. 

40. These criteria were reflected in the paper considered early today at DEV. Following 
submission of the paper, the Minister of Finance provided some further feedback on 
the proposed criteria, expressing a desire that these provide greater direction for 
councils on the types of investment that would be consistent with the Governments 
broader objectives. The Minister of Finance indicated that he was comfortable with 
the proposed criteria around climate change and resilience but asked that further 
thought be given to ensuring the remaining criteria aligned with and complemented 
the broader investment objectives of the new water services entities, particularly 
around enabling greater housing development on a sustainable basis. 

41. Officials have since worked with LGNZ to refine the criteria to provide greater direction 
around the types of investments and activities the funding should be used for, with a 
view to complementing the purpose and focus of the new water services entities. The 
amended criteria that are recommended for inclusion in the revised draft Cabinet 
paper are as follows: 

41.1 supporting communities to transition to a sustainable, and low-emissions 
economy, including by building resilience to climate change (including water 
security) and natural hazards; or 

41.2 delivery of infrastructure and services that are consistent with the three waters 
service delivery reform objectives, and which enable housing development and 
growth, with a focus on brownfield and infill development opportunities, and 
which support local place-making and improvements in community well-
being.” 

42. LGNZ’s negotiation team has confirmed they are comfortable with the proposed focus 
areas and eligibility criteria outlined above. 

Allocation framework 

43. DIA and LGNZ agree that a nationally consistent formula (similar to the approach used 
for the allocation of three waters stimulus investment) is the best approach for 
ensuring funding allocations are perceived to be consistent and fair across councils. In 
discussion with LGNZ, we have explored several measures that could be used as part of 
a formula to allocate funding.  

44. The following measures have emerged as preferred through the discussions: 
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44.1 A 70% weighting to population, to ensure that funding allocations are seen as 
fair on a per capita basis (i.e., large communities receive a larger amount of 
funding) 

44.2 A 15% weighting to Land area, to take account of the challenges that rural and 
provincial territorial authorities face in serving more remote and dispersed 
communities 

44.3 A 15% weighting to the New Zealand deprivation index, as a way of tilting the 
allocation towards communities with higher needs. 

45. We consider it important that individual local authority allocations under the ‘Better 
off’ package are announced as part of the broader announcement of the Package 
planned for 15 July. We recommend that you seek authority from Cabinet to finalise 
the allocation framework prior to announcement. We will provide you with advice by 
the end of this week with the final proposed allocation framework.  

Conditions attached to funding  

46. On 14 June 2021, Cabinet [CAB-MIN-0226] agreed to, as part of the discussions with 
the sector and provision of the financial support package, seek commitments from 
local authorities to: 

46.1 have conditions relating to the planned investment in three waters 
infrastructure for the duration of the transition period, including commitments 
made through the 2021-2031 long-term plans;  

46.2 work in partnership with central government to transition to the new water 
services delivery system, including working collaboratively with the 
establishment units for the new water services entities to support the smooth 
transfer of assets, liabilities, information and staff to new water services 
entities; and  

46.3 assist in the preparation of initial asset management plans to ensure continuity 
of investment, and to provide certainty for local authorities regarding what 
investment will be prioritised by the new water services entities once they 
assume responsibility for water service delivery. 

47. In discussion with LGNZ, these conditions are supported in principle, but LGNZ has 
expressed concerned that the conditions need to recognise that long-term plans are 
subject to change over time.  

48. We will work with LGNZ and their advisors to agree conditions that are essential for a 
successful transition, including specifying the conditions in sufficient detail to give 
operational certainty to councils.  

49. We propose to include in the final agreement provisions to address the consequences 
if local authorities do not meet any of the conditions associated with the provision of 
the funding.  

50. As part of this, we will work with LGNZ to develop the ‘conditions so that both Crown 
and councils can be confident in relation to the use of the funding. It is intended that a 
range of mechanisms are considered e.g., alignment of payments to delivery 
milestones, cessation of payments where sufficient progress is not being made) used in 
the first instance to ensure sound use of public funds. More serious measures may 
need to be considered for material breach. 
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Timing of payments to councils 

51. The Crown initially expressed a preference for funding for the ‘better off’ element of 
the package to align with the “go live” date for the water services entities (1 July 
2024). This means that local authorities would become eligible for any additional 
funding payments from 1 July 2024 onwards. Note, this does not include payments 
that relate directly to costs incurred by local authorities as part of the transition 
process. 

52. LGNZ indicated a preference for at least a portion of the funding being available prior 
to the Local Body elections in October 2022. This will significantly increase the 
attractiveness of the package for current elected members and will enable local 
authorities to make plans to invest funding in advance of 2024, bringing forward the 
benefits of this investment. 

53. As noted earlier in this briefing, the Package negotiated with LGNZ would apply the 
$500 million of Crown funding previously agreed for the ‘no worse off’ package to the 
‘better off’ package, allowing up to this amount to be paid in advance of the water 
services entities going live on 1 July 2024. We propose that councils would become 
eligible for this funding from 1 July 2022, subject to developing and entering into 
appropriate funding agreements that reflect the parameters (criteria, conditions on 
funding) agreed by Cabinet and Ministers. 

54. We note that the financial recommendations required to enable this approach are 
already reflected in the paper considered by DEV today.  

Next Steps 

55. To enable announcement of the Three Waters Reform Package on 15 July, final 
decisions on the parameters for that Package will need to be taken by Cabinet on 
Monday 12 July.   

56. Subject to your decisions on this paper, officials will redraft Part A of that paper, and 
associated recommendations (including financial recommendations), in time for the 
paper to be submitted to Cabinet office on Friday morning. To enable this, we will 
need your feedback on the recommendations in this briefing as soon as possible, and 
ideally no later than midday Thursday 8 July. 

57. We understand there is a possibility that you may meet with representatives of LGNZ 
following submission of the paper but prior to the Cabinet meeting, to address any 
outstanding issues. Any changes to the proposals to reflect the outcome of this 
meeting, including alternative Cabinet recommendations, can be drafted by official as 
amended recommendations and provided to you to be tabled at Cabinet on Monday 
12 July. 

Recommendations 

58. We recommend that following Cabinet’s agreement to the suite of three Cabinet 
papers relating to the Reform Programme, you  

 note the contents of this draft Heads of Agreement and provide any 
further feedback you wish to see reflected in the Agreement; 
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 agree that the proposed wording of LGNZ commitments to support, 
endorse and promote the reform, as noted in clauses X and Y, are 
acceptable to you. 

Yes/No 

 

 agree that the draft Heads of Agreement, subject to any further 
revisions you wish to make, be attached to the revised paper to be 
considered by Cabinet on Monday 12 July 

Yes/No 

 note that certain aspects of the arrangements contemplated in the 
Heads of Agreement and Three Waters Reform support package need to 
be enabled through legislation (for example the establishment of the 
Water Services Entities) 

 

 note that the Heads of Agreement contains a commitment by the Crown to 
provide financial support to enable LGNZ to perform the roles contemplated for 
it, and that this is within the existing scope of the tagged contingency and was 
contemplated in the original transition budget. 

 

 note that the draft Heads of Agreement contains a commitment by the Crown 
to work through its response to the Review into the Future for Local 
Government in a similar manner to the process undertaken through the Joint 
Central/Local Government Steering Committee for Three Waters Reform, the 
costs of which will be met through a combination of reprioritised funding  

  

 

 agree that you seek delegated authority from Cabinet to the Minister of 
Finance and Minister of Local Government to approve the finalisation 
and execution of the agreement on behalf of the Crown 

Yes/No 

 agree to repurpose the unallocated portion of the Three Waters 
Infrastructure Investment and Service Delivery Reform Programme  
tagged operating contingency to increase the size of the Three Waters 
Reform Support package 

 

Yes/No 

 indicate whether: 

i. you wish to seek agreement from Cabinet to the final amount 
of Crown funding for the Three Waters Reform Support 
package and, if so, indicate what the final quantum will be;  

OR 

ii. you wish to maintain the current approach set out in the 
Cabinet paper authorising joint Ministers to agree the final 
quantum of the Three Waters Reform Support package. 

 

 note that, should you wish to change the amount of Crown funding of the 
Package after the paper is submitted to Cabinet, you would need to table an 
alternative recommendation at Cabinet on Monday. 

 

s9(2)(f)(iv)
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 note that the criteria for eligible expenditure under the Better Off package has 
been updated to reflect comments by the Minister of Finance, and are 
reflected in Schedule 3 of the draft Heads of Agreement. 

 

 agree that the paper for consideration by Cabinet on Monday 12 July be 
updated to reflect the description of the Package outlined in Schedules 2 and 3 
of the Heads of Agreement, which has been negotiated with Local Government 
New Zealand. 

Yes/No 

  

Allan Prangnell  
Executive Director, Three Waters 
Department of Internal Affairs 
 
 
 
 
 
 
 

David Taylor  

Manager, National Infrastructure Unit 

The Treasury 

 

Hon Nanaia Mahuta  Hon Grant Robertson 
Minister of Local Government Minister of Finance  

_____/_____/_______ ___ _____/_____/_______ 
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Appendix A: Draft Heads of Agreement 
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Treasury:4479196v2                    

Treasury Report:  Crown Infrastructure Partners Limited: Role Approval for 
the Rural Drinking Water Suppliers’ Fund 

Date:   7 July 2021  Report No: T2021/1705 

File Number: CM-1-3-106 

Action sought 

  Action sought  Deadline  

Minister of Finance 
(Hon Grant Robertson) 

Approve Crown Infrastructure 
Partners Limited’s role in the Rural 
Drinking Water Suppliers’ Fund 

Agree the Minister for State Owned 
Enterprises sign, on behalf of 
shareholding Minsters, the attached 
letter to the Chair of Crown 
Infrastructure Partners Limited 

Preferably before 11 July 2021 
to facilitate announcement of 
the programme 

Minister for State Owned 
Enterprises 
(Hon Dr David Clark) 

Approve Crown Infrastructure 
Partners Limited’s role in the Rural 
Drinking Water Suppliers’ Fund 

Sign the attached letter to the Chair 
of Crown Infrastructure Partners 
Limited 

Preferably before 11 July 2021 
to facilitate announcement of 
the programme 

Contact for telephone discussion (if required) 

Name Position Telephone 1st Contact 

Jansson Ford Graduate Analyst, Commercial Performance ✓ 

Maureena van der Lem Manager, Commercial Performance  

Minister’s Office actions (if required) 

Send the signed letter to the Chair of Crown Infrastructure Partners Limited. Return the signed report and a 
copy of the signed letter to Treasury. 
 
Note any 
feedback on 
the quality of 
the report 

 

 
Enclosure: Yes (attached) 
 Letter to the Chair (4479952) 
 Letter from Minister of Local Government – Policy Mandate (4479953) 

s9(2)(g)(ii), s9(2)(k)
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Treasury Report:  Crown Infrastructure Partners Limited: Role Approval 
for the Rural Drinking Water Suppliers’ Fund 

Purpose of Report 

1. This report seeks shareholding Ministers’ approval for Crown Infrastructure Partners 
Limited’s (CIP’s) proposed role in the Rural Drinking Water Suppliers’ Fund (the Fund). 

Analysis 

Background 

2. In July 2020, delegated Ministers1 approved that $30 million of the Three Waters 
Investment Package2 be allocated to rural drinking water suppliers, with funding drawn 
down from the Three Waters Infrastructure Investment and Service Delivery Reform 
Programme tagged contingency (T2020/2459 refers). The Fund was announced on  
4 August 2020. 

3. The Fund’s objective is to: 

• improve the long-term quality of drinking water for marae and papakāinga; 

• improve the long-term quality of drinking water for other communities not 
connected to council-owned drinking water supplies; and 

• improve the capacity and capability of water treatment plant suppliers in rural 
areas. 

4. The Fund is to be administered in two stages: a limited pilot stage; and an 
implementation stage.  

5. On 12 March 2021, the Department of Internal Affairs (DIA) advised the Minister for 
Local Government that CIP should play a role in the delivery of the Fund, subject to the 
approval of the company’s shareholding Ministers (LG202100084 refers). 

6. On 23 June 2021, the Minister of Local Government sent CIP a Policy Mandate relating 
to the Fund, describing the proposed role and responsibilities for the company.  

CIP’s proposed responsibilities 

7. CIP’s proposed responsibilities under the Policy Mandate are: 

• administering the Fund, including responsibility for procurement and contract 
management; 

• assessing applications against DIA’s health, technical and financial criteria; 

• preparing for DIA, a draft recommended list of prioritised water suppliers and 
locations; and 

• assessing the scope and value of any co-funding of infrastructure and post-
installation services relating to the Fund. 

 
1  Minister of Finance, Minister for Infrastructure, Minister of Local Government and Minister of Internal Affairs. 
2  A $710 million investment package made available as part of the Three Waters Reform Programme.   
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8. CIP’s roles and responsibilities will be reviewed following the completion of the limited 
pilot stage, which is expected to conclude in February/March 2022.  

Funding has already been allocated to CIP 

9. The Minister for Infrastructure and Minister of Local Government have allocated $1 
million to CIP from the Rural Drinking Water Supplies Non-Departmental Other 
Expenses appropriation under Vote Internal Affairs (LG202100725 refers) to administer 
the Fund.  

10. CIP is confident that the allocated funding will be sufficient as it already has resources 
dedicated to its Three Waters Reform Programme role, which it expects will be 
sufficient to cover the proposed Policy Mandate role. In the event that the funding is 
insufficient, CIP will work with DIA to ensure any shortfall is resolved.  

CIP’s constitution allows for further roles in the Three Waters Reform Programme  

11. Shareholding Ministers agreed to amend CIP’s constitution in September 2020, to 
allow the company to take a role in the Three Waters Reform Programme (T2020/2805 
refers). These changes include the following clause that allows CIP to carry out further 
roles as agreed between CIP and Shareholding Ministers: 

“6.5.2 implementing, facilitating, monitoring, advising or otherwise assisting the 
government with the “3 Waters” reform programme, including, but not limited 
to, supporting infrastructure deployment, as agreed from time to time 
between the Company and the Shareholding Ministers.” 

12. We believe that the role described in the Policy Mandate provided to CIP by the 
Minister of Local Government is in line with CIP’s core purpose and constitution under 
clause 6.5.2. 

Other considerations and next steps 

13. We note CIP’s has past experience in delivering the marae digital connectivity 
programme, which involves liaising with mana whenua and engaging with Te Puni 
Kōkiri. This experience will likely benefit the company as it takes on this new role. 

14. We have previously noted that CIP’s delivery model relies heavily on using third-party 
contractors (T2020/3552 refers). The capabilities and knowledge that CIP brings to 
bear on its current and proposed Three Waters work is at least partly through its use of 
third-party contractors. We will continue to engage with CIP to confirm that this is the 
most efficient resourcing model for this work.  

15. We recommend that shareholding Ministers approve CIP’s proposed role in the 
administration of the Fund, which we assess as being in line with CIP’s constitution. 
We also believe that CIP currently has sufficient access to the capability and capacity 
to undertake this role. 

16. While CIP had previously signalled to the Treasury that it was being considered for a 
new role in the Three Water Reform Programme, we were not notified until 25 June 
2021 that the Policy Mandate had been provided to CIP. As a result, we have had 
limited time to bring this to Ministers’ attention before seeking formal approval of CIP’s 
involvement in the Fund. 
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Recommended Action 

We recommend that you: 
 
a approve Crown Infrastructure Partners Limited undertaking the role in the Rural 

Drinking Water Suppliers’ Fund as set out in the Policy Mandate 
 
 Agree/disagree.      Agree/disagree. 
 Minister of Finance     Minister for State Owned Enterprises 
 
b agree for the Minister for State Owned Enterprises to sign the attached letter to the 

Chair of Crown Infrastructure Partners Limited. 
 

Agree/disagree.      Agree/disagree. 
Minister of Finance      Minister for State Owned Enterprises 

 
 
 
 
 
 
Maureena van der Lem 
Manager, Commercial Performance  
 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
 
 
 
 
 
 
Hon Dr David Clark 
Minister for State Owned Enterprises  
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Mark Binns 
Chair 
Crown Infrastructure Partners Limited 

 
 
 
Dear Mark 
 
CROWN INFRASTRUCTURE PARTNERS LIMITED’S (CIP’S) ROLE IN THE RURAL 
DRINKING WATER SUPPLIERS’ FUND 
 
On behalf of shareholding Ministers, I write to inform you that, in accordance with clause 6.5.2 
of CIP’s constitution, we have agreed that CIP should play a role in the administration of the 
Rural Drinking Water Suppliers’ Fund (the Fund), subject to the agreement of the Board.  
 
We understand that the Minister of Local Government has sought CIP’s involvement in the 
administration of the Fund, and that CIP received a letter from the Minister on 24 June 2021, 
outlining the proposed roles and responsibilities.  
 
Under this Policy Mandate, CIP’s role will include administering the Fund, procurement and 
contract management, and assessing fund applications. 
 
The Department of Internal Affairs (DIA) has set aside operating funding for CIP to carry out 
this role. We expect that CIP will keep DIA and Treasury officials updated as this work 
programme progresses.  
 
We thank your Board and the staff of CIP for their continued support toward achieving the 
Government’s infrastructure priorities. 
 
 
 
 
 
 
Hon Dr David Clark 
Minister for State Owned Enterprises 
on behalf of shareholding Ministers 
 
cc Graham Mitchell, CEO, Crown Infrastructure Partners Limited 

graham.mitchell@crowninfrastructure.govt.nz 
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23 June 2021 
 
Graham Mitchell 
CEO  
Crown Infrastructure Partners Limited 
PO Box 105 321 
Auckland 1143 
 
Copy: Mark Binns, Chair 

Tēnā koe Graham 

Policy Mandate: Rural Drinking Water Suppliers’ Fund 

This letter sets out the Policy Mandate for Crown Infrastructure Partners Limited (CIP)’s role 
in the Rural Drinking Water Suppliers’ Fund (the Fund). 
 
Background 

Rural drinking water supplies have a significant history of underfunding which has had a 
material impact on vulnerable rural communities across the country. Rural drinking water 
supplies face several challenges including: 

 low or no testing of drinking water for small rural supplies; 
 backflow risks; 
 poor knowledge or access to specialist advice available to small water suppliers. This 

has been exacerbated by inadequate industry training programmes and poor 
succession planning by drinking water suppliers; 

 growing complexity of compliance requirements; 
 poor asset management practice; 
 often unaffordable upgrade costs; and 
 high operating costs due to technician travel costs, and a small consumer base to 

spread costs to. 

The market for rural drinking water treatment plants in New Zealand is at a developing stage. 
There are many suppliers of water treatment solutions for supplies of less than 25m3 per day 
but there is considerable variation in the quality of supplier knowledge and the solutions.  

The Water Services Bill provides a mechanism for Taumata Arowai to approve an acceptable 
solution for drinking water. Once in force, water suppliers that use an applicable acceptable 
solution are deemed to have complied with the relevant regulations. These acceptable 
solutions provide an efficient way for rural communities to comply with sometimes quite 
technical regulatory requirements.  
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On 4 August 2020, the government announced a $30 million rural drinking water suppliers’ 
fund to start to address unsafe drinking across the country.  The Fund will be allocated to rural 
marae and papakāinga, and other rural drinking water suppliers to improve drinking water 
quality. 

There is significant research that concludes that government funding for rural drinking water 
supplies should fund the drinking water quality outcomes rather than just the installation of 
infrastructure. Globally, government and non-government initiatives that focus solely on the 
installation of infrastructure and overlook the communities within which infrastructure is 
installed, have failed to provide safe drinking water in the long-term. This means that Fund 
must provide for post-installation support of the infrastructure for up to five years. 

The Ministers of Finance, Infrastructure, Local Government and Internal Affairs have agreed 
that the Fund will be administered in two stages: a limited pilot stage where potential 
technologies and processes can be field tested and evaluated and an implementation stage 
for the wider implementation of the programme incorporating the findings from the pilot stage. 

CIP’s role as described in this letter is conditional on CIP’s shareholding Ministers, being the 
Minister of Finance and Minister for State Owned Enterprises, approving CIP’s role in the 
programme. The Treasury will brief shareholding Ministers on this matter in due course. 

Objective of the Fund 
 
The objectives of the Fund are to: 

 improve the long-term quality of drinking water for marae and papakāinga; 
 improve the long-term quality of drinking water for other communities not connected to 

council-owned drinking water supplies; and 
 improve the capacity and capability of water treatment plant installers, operators and 

maintainers in rural areas. 
 
Fund allocation 
The Fund will be indicatively allocated to the following water suppliers: 

 $19.5 million to water suppliers of marae and papakāinga; and 
 $9.5 million to other non-local authority water suppliers to rural communities. 

 
One million dollars is allocated to CIP to cover operating expenses associated with 
administering the Fund, and CIP will need to proactively flag any operating cost overruns to 
DIA officials as early as possible. CIP will be responsible for the procurement and contract 
management of the Fund. All procurement decisions will be made by CIP, though it will consult 
with DIA on any procurement decisions. 
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Uses of Fund for water treatment infrastructure and services  
 
The Fund may be used to pay for infrastructure and services related to: 

 Water treatment plant equipment – supplied, installed, commissioned (including 
warranties and guarantees); 

 Weatherproof enclosure to equipment where needed; 
 Raw water storage if required; 
 Treated water storage if required; 
 Any necessary replacement of pipework (internal and external) and associated 

plumbing/equipment; 
 Foundations for above; 
 Operations and maintenance; 
 Remote monitoring (IOT) equipment; 
 As-builts and Operations and Maintenance manuals (including easy to understand 

Asset Management Plan); 
 Water treatment plant training; 
 Development of Water Safety Plan(s) (if required); 
 Community training on the water suppliers’ obligations and responsibilities; and 
 Easy to understand online public portal. 

 
Noting that the above list may be varied by agreement with DIA after the completion of the 
pilot phase. 
 
Guidance on Priorities  
 
There are numerous challenges for rural drinking water quality and the Fund is only one part 
of the long-term solution. DIA is responsible for selecting projects, having regard to CIP’s 
advice on technical and financial aspects of each project proposal. The following guidance on 
priorities will be used for project selection: 

Community development criteria 

Projects will be assessed against the following community development matters: 

 The vulnerability of the community; 
 The current usage of marae; 
 How the proposal fits with the marae’s plans to achieve its aspirations (including 

plans to build additional papakāinga housing); and 
 Links to community water resilience projects. 

Health criteria 

Projects will be assessed against the following health matters: 

 Known drinking water quality issues (such as boil water notices). 
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Technical and financial criteria 

Projects will be assessed against the following community development matters: 

 Viability of using an alternative to self-supply (such as connection to another safe 
drinking water supply); 

 Technical feasibility of the project; 
 Long term financial viability of the proposal (including cost per premise); and 
 Speed at which the proposal can implemented. 

 

Other considerations for the pilot stage 

The selection of potential site(s) for conducting field tests on potential drinking water treatment 
plant solutions and to assess suitability for wider application, will take into account: 
 

 raw water sources (e.g. bore, spring, surface water, rainwater); 
 size of water treatment plants and storage solutions; 
 complexity of site conditions/circumstances; and 
 engagement approach. 

 
The guidance on priorities set out in this policy will be updated by DIA following the completion 
of the pilot stage. 
 
Fund application processes  
 
Applications from water suppliers will be received by Te Puni Kōkiri (TPK). TPK will assess 
applications using the community development criteria, and will determine whether 
applications relating to marae are eligible marae, and that the applications are duly authorised. 
The intention is that the application process is not a disincentive for eligible communities. 
 
CIP will assess all applications against DIA’s health, technical and financial criteria. CIP will 
prepare for DIA a draft recommended list of prioritised water suppliers and locations based on 
the priorities above and applications received. DIA will either approve the draft 
recommendations or request changes to the list if required.   
 
Co-investment 
 
DIA will allow organisations and people (for example, Marae Trusts) to co-fund infrastructure 
and post-installation services in order to reduce the whole of life cost of connectable premises.  
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Performance expectations  
 
Grant funded infrastructure 
 
The grant funded infrastructure and services must meet the following performance 
expectations: 

 meet the Drinking-Water Standards for New Zealand 2005 (Revised 2018); 
 sufficient drinking water capacity to meet peak instantaneous demand such as holiday 

periods, tangihanga, etc.; 
 design life (excluding consumables, pumps and electronic components) must be at 

least 10 to 15 years; 
 post-installation support must be provided and funded until 30 June 2026 at which time 

the responsibility to pay for post installation support (e.g. operations, maintenance, 
renewal and/or upgrade) will belong to the water supplier that is vested ownership of 
the infrastructure provided through the Fund; and 

 ongoing training and support must be provided to communities until at least 30 June 
2026 if communities need to undertake any operations and maintenance work. 

 
Procurement and Implementation 
CIP will receive funding and be responsible for the procurement and implementation related 
to: 

 the equipment manufacturers and equipment suppliers providing the assets that will 
be vested to the water supplier organisations; and  

 local/regional contractors that will carry out inspections, install, operate and maintain 
the assets.    

 
Market development 
 
CIP will endeavour to enhance the capacity and capability of the small-scale drinking water 
treatment solutions market in New Zealand with the objective of increasing the number of 
quality small-scale drinking water treatment solutions available to water suppliers outside of 
the Fund.  
 
CIP must have regard to guidance published by the Ministry of Business, Innovation and 
Employment on how to effectively involve New Zealand businesses in contract opportunities 
including Māori, Pasifika, and local/regional businesses, as well as social enterprises.  
 
Fund targets 
 
Specific targets for the Fund will be set following the completion of the pilot stage. These 
targets will relate to the: 

 Number of premises connectable to safe drinking water, taking into account the 
number of people, duration and frequency that the premises are used; and 

 Post-installation support key performance indicators. 
 
My officials will seek input from CIP on these specific fund targets before I make my decision. 
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Review 
 
CIP’s role and responsibilities in the Fund will be reviewed following the completion of the pilot 
phase in February/March 2022.  

Heoi anō 

Hon Nanaia Mahuta 
Minister of Local Government 

20210476 Item 29
Page 232 of 256



  

   
 1 

Additional briefing for Cabinet Economic Development Committee 
 
 

Delivering the Three Waters Reforms 
Hon Nanaia Mahuta, Minister of Local Government 
Treasury contact: Morgan Dryburgh       
Sign out contact: David Taylor  

Description: This paper seeks decisions on the implementation of the Three Waters Reform Programme, 
following substantive Cabinet policy decisions on 14 June 2021. This paper also confirms the financial 
support package to be paid to local government as part of the reforms. 

Comments: Part A of this paper describes the current status of discussions between the Minister of Local 
Government, the Minister of Finance and Local Government New Zealand (LGNZ) in relation to negotiation 
of the financial support package that the Crown will provide to local government as part of the Reform 
Programme. It sets out that the Crown has currently presented an offer of a financial support package of up 
to $2 billion, with $500 million contributed by the Crown and $1.5 billion contributed by the new water 
entities. 

This paper seeks Cabinet’s agreement that a total package could be up to $2.5 billion, and seeks 
authorisation for the Minister of Finance and Minister of Local Government to agree the final quantum of 
funding to be provided as part of the support package. 

We understand that Ministers’ intention is to discuss this paper with Cabinet colleagues at DEV on 7 July, 
with the expectation that the content relating to the support package and negotiations with LGNZ is updated 
prior to Cabinet on 12 July to reflect the status of the negotiations at that point in time. 

Part D of the paper is seeking agreement to expand the existing role of Taumata Arowai to develop 
wastewater infrastructure standards. The paper does not quantify the costs to Taumata Arowai of this new 
function, and does not describe when these costs are likely to be calculated.  

Parts B and C of this paper relate to transition and implementation of the reforms. The Treasury has no 
comments on these parts of the paper. 

At the time of this briefing, the Treasury has only seen a draft of the paper, and the final version has not yet 
been lodged with the Cabinet office. We have been working closely with DIA officials on the content of the 
paper relating to negotiations with LGNZ. 

Treasury Recommendation: Support the paper but note that: 

• Part D of the paper is seeking agreement to expand the existing role of Taumata Arowai to develop 
wastewater infrastructure standards. The paper does not quantify the costs to Taumata Arowai of 
this new function, and does not describe when these costs are likely to be calculated. 

Fiscal Implications:  Cabinet previously agreed as part of the Budget 2021 process to set aside $500 
million, charged as a pre-commitment against the Budget 2022 operating allowance, in a tagged operating 
contingency to meet the “no worse off” component of an incentives package [CAB-21-MIN-0116.16 refers]. 
This paper seeks to rescind that decision, and set aside $1 billion in the new Three Waters Reform Support 
Package tagged operating contingency to meet the “better off” component of the incentives package, 
charged as a pre-commitment on the Budget 2022 operating allowance.  

s9(2)(g)(ii)
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 2 

Funding source Pre-commitment on Budget 2022 operating allowance 

Operating ($m) Capital ($m) 

20/21 

 
21/22 22/23 23/24 

24/25 &   

 outyears 
  20/21 21/22 22/23 23/24 24/25  

  500.000 500.000       

The paper also seeks agreement to draw down $13.355 million from the Three Waters Service Delivery and 
Reform Programme tagged operating contingency to meet a funding shortfall for Taumata Arowai in 
2021/22, 2022/23 and 2023/24. The paper also seeks agreement to reduce Taumata Arowai’s Crown 
funding over the period from 1 July 2024 and 30 June 2031 by a commensurate amount. 

Funding source 
Three Waters Service Delivery and Reform Programme tagged operating 
contingency 

Operating ($m) Capital ($m) 

20/21 

 
21/22 22/23 23/24 

24/25 &   

 outyears 
  20/21 21/22 22/23 23/24 24/25  

 3.355 5.000 5.000       
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Local Government briefing 

Hon Nanaia Mahuta       Hon Grant Robertson 
Minister of Local Government    Minister of Finance 
 
 

Title: Three Waters Reform: ‘Better off’ funding quantum and allocation 
framework 

Date: 12 July 2021 
 

Key issues 

This briefing seeks your agreement to the allocation framework for the ‘Better off’ funding 
developed and agreed with Local Government New Zealand as part of discussions on the Three 
Waters Reform Support package and associated Heads of Agreement.  

Your agreement to the allocation framework is needed to enable announcement of the allocation of 
the package at the Local Government New Zealand conference on 15 July 2021.  

 

Action sought Timeframe  

Agree that the allocation formula for the ‘Better’ off funding comprise a 
75% weighting based on population, a 25% weighting based on the New 
Zealand deprivation index, and a 5% weighting based on land area 
(excluding national parks). 

By 5pm 12 July 2021 
to enable officials to 
prepare for the official 
announcements. 

 
Contact for telephone discussions (if required) 

Name Position  Contact Number Suggested 
1st contact 

Allan Prangnell  Executive Director, Three 
Waters  

✓

Nick Davis Policy Lead, Three Waters 

Morgan Dryburgh Senior Analyst, The Treasury ✓

David Taylor Manager, National 
Infrastructure Unit, The 
Treasury 



 

Return electronic document to: Nick Davis, nick.davis2@dia.govt.nz 

Cohesion reference {B890B276-26F1-4132-9C54-41B0E9D32736} 

Ministerial database reference LG202100864 (DIA) - T2021/1800 (Treasury) 
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Purpose 

1. This briefing seeks your agreement to the allocation framework for the ‘Better off’ 
funding component of the Three Waters Reform Support package. 

2. Your agreement to the allocation framework is needed to enable the announcement of 
the detail of the package at the LGNZ national conference next Thursday 15 July 2021.  

Context 

3. The Crown negotiation team has held several discussions with LGNZ to develop the key 
elements of the Government’s Three Waters Reform financial support package to 
underpin the Cabinet-agreed reform strategy. This package comprises the following 
two components: 

3.1 a “no worse off” package that seeks to ensure that financially, no local 
authority is worse off as a direct result of the Three Waters Reform and 
associated transfer of responsibility for the provision of water services; and 

3.2 a “better off” package that seeks to invest in the future for local government 
and support community wellbeing outcomes, in a way that aligns with the 
priorities of both central and local government.  

4. Good progress has been made on the design of the support package and we are close 
to finalising a Heads of Agreement that sets out the key elements of the support 
package, among other matters relating to the reform strategy and commitments of 
LGNZ to support and endorse the reforms. 

5. Cabinet will consider a revised paper on Monday that includes a draft of the Heads of 
Agreement (the version accompanying the paper was distributed on 9 July). This paper 
seeks decisions from Cabinet on several matters, including authorisation for the 
Ministers of Local Government and Finance to finalise and enter into the Heads of 
Agreement with LGNZ. It also seeks authorisation for the Prime Minister, Minister of 
Finance and Minister of Local Government to increase the ‘better off’ component of 
the support package by up to $500 million, should that be required. 

6. An important part of the discussions we have held has been the work to agree on an 
appropriate framework for allocating the better off package to local authorities. Final 
decisions on the allocation framework are a matter for the Minister of Local 
Government and Minister of Finance to confirm as part of the Heads of Agreement, 
subject to Cabinet agreement on Monday 12 July. 

Comment 

Ministers have indicated to LGNZ that they support an additional $500 million in Crown 
funding for the ‘Better off’ component of the package 

7. In discussion with LGNZ, Ministers indicated that they support, subject to Cabinet 
authorisation, an additional $500 million in Crown funding for the ‘Better off’ 
component of the package. This would be in in addition to the $1.5 billion (comprising 
$500 million in Crown funding and $1.0 billion in water services entity funding) 
previously offered. Subject to Cabinet agreement, the decision to increase the amount 
of Crown funding available also requires approval of the Prime Minister. 

8. Subject to Cabinet’s agreement, we seek your agreement to increase the Crown 
funding of the ‘Better off’ component of the package to $1 billion (an additional $500 
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million), bringing the total amount available under the ‘Better off’ component of the 
package to $2.0 billion. We recommend you forward this briefing to the Prime Minister 
for her agreement to the additional Crown funding. 

A nationally consistent formula is more likely to be perceived as consistent and fair 

9. The Three Waters infrastructure stimulus package was allocated using a nationally-
consistent formula based on the following measures, with some adjustments to take 
account of exceptional circumstances:1  

9.1 the population in the relevant council area, as a proxy for the number of water 
connections serviced by a territorial authority (75 per cent weighting); and  

9.2 the land area covered by a local authority (excluding national parks), as a proxy 
for the higher costs per connection of providing water services in areas with 
low population density (25 per cent weighting).  

10. While the nationally-consistent formula was not perfect, it was well received by the 
sector because it took a consistent, even-handed approach based on objective criteria.  

11. Officials have agreed with LGNZ that a nationally consistent formula represents the 
best approach for ensuring funding allocations are perceived to be consistent and fair 
across councils. 

A formula based on population, deprivation index, and land area is preferred  

12. Officials have worked with LGNZ to consider a range of measures on which to base the 
allocation formula, and agreed that the formula should be based on: 

12.1 Population, to ensure that funding allocations are seen as fair on a per capita 
basis (i.e., large communities receive a larger amount of funding) 

12.2 The New Zealand deprivation index, as a way of tilting the allocation towards 
communities with higher needs. 

12.3 Land area (excluding national parks), to take account of the challenges that 
rural and provincial territorial authorities face in serving more remote and 
dispersed communities.  

13. We considered several other measures but decided against including these in the 
allocation framework for the following reasons:2 

13.1 measures that recognise the funding local communities have invested into 
their three waters assets. It was recognised that this could unfairly 
disadvantage local communities that have not made recent investments in 
their infrastructure given the lumpy nature of three waters investment cycles. 

13.2 measures that recognise the extent to which territorial authorities have been 
(relatively) better stewards of their three waters assets. There is no widely 
accepted, comprehensive and consistent measures of the quality of asset 
stewardship within the New Zealand local government sector, and variability of 

                                                      
1 Adjustments were made to provide Hawke’s Bay Councils with a higher allocation to reflect their leadership in 

seeking to address their three waters challenge and Auckland Council did not receive an allocation given 
significant progress already made on aggregation of water services and reflecting work underway at the time 
on a potential accelerated approach. 

2 Other measures including housing affordability, unemployment rate, environmental indicators and GDP per 
capita were also considered but ruled out either because these were blunt measures of need or lacked good 
quality data at a local authority level to determine the allocations. 
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data quality would prevent consistent measurement of even relatively basic 
measures (e.g., renewals investment as a share of depreciation). 

13.3 measures that assess the relative impact of removing water service delivery 
from local authorities. Officials and LGNZ agree that the ‘better off’ package 
should focus on the opportunities for the future of local government following 
reform, rather than looking back at the impact on local authorities as a result of 
reform (which is the focus of the ‘no worse off’ package). 

The preferred weightings were developed by LGNZ with close involvement of officials 

14. Determining the weightings to assign to the agreed measures is inherently subjective 
and requires an assessment of both: 

14.1 the principled basis for weighting each measure and the trade-offs between 
measures 

14.2 the outcomes of the weightings and if these result in equitable allocations. 

15. LGNZ and officials worked through several scenarios, considering the way that funding 
was split between metropolitan, provincial and rural councils, the breakdown of 
funding allocations on a per capita basis, and the way funding allocations compared 
against rates revenue. These considerations supported discussions to ensure the 
allocation was evenly distributed and represented a reasonable investment relative to 
a local authority’s financial position. 

16. We have agreed that the following allocation framework balances both principled 
considerations around the relative weightings and trade-offs between measures and 
the extent to which the allocations are equitable: 

16.1 a 75% weighting for population, on the basis that the level of funding required 
to serve local communities is closely linked to the size and scale of those 
communities and therefore warrants a relatively high weighting; 

16.2 a 20% weighting for relative deprivation, to recognise that there are 
communities across the country with greater needs relative to others; and 

16.3 a 5% weighting for land area (excluding national parks), recognising that there 
are higher costs involved with serving communities that are dispersed over a 
larger land area. 

17. Appendix 1 sets out the funding allocation for each local authority using this 
framework. For comparison, we also show the funding allocations from the initial 
Three Waters Infrastructure Stimulus (Tranche 1) funding, which was announced in 
August 2020. The change in criteria results in increased funding shares for local 
authorities with higher population density and higher levels of deprivation. Those 
councils with the most significant increases, relative to Tranche 1 funding, include: 
Kawerau, Chatham Islands, Ōpōtiki, Stratford, Hauraki and Horowhenua. Those with 
the least significant increases include: Central Hawke’s Bay, Mackenzie, Southland, 
Hurunui and Central Otago. 

Next steps 

18. The Prime Minister will be announcing the support package at the LGNZ national 
conference on Thursday 15 July 2021 and we expect local authorities will want to know 
how much of the package is likely to be allocated to them. It would be beneficial to 
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announce these allocations as part of the broader announcement so that local 
authorities have certainty on their allocation from the better off package, particularly 
given there are some uncertainties associated with the ‘no worse off’ funding due to 
these costs only crystallising on 1 July 2024.  

19. Your agreement to the allocation framework is needed to enable announcement of the 
allocation of the package at the Local Government New Zealand conference on 15 July 
2021. Subject to your agreement to the allocation framework, we will work with your 
office to ensure that the announcement on 15 July 2021 includes details on the 
funding allocation for each council, and an accompanying set of Questions & Answers 
including the eligibility criteria for funding. 

Recommendations 

20. We recommend that following Cabinet’s agreement to the paper entitled “Delivering 
the three waters reforms”, you: 

a) note that on Monday 12 July 2021, you will seek delegated 
authority from Cabinet to finalise and enter into a Heads of 
Agreement with Local Government New Zealand that summarises 
the reform support package for local authorities. 

 

b) note that on Monday 12 July 2021, you will seek authorisation for 
the Prime Minister, Minister of Finance, and Minister of Local 
Government to increase the ‘better off’ component of the support 
package by up to $500 million, should that be required 

 

c) agree to increase the ‘better off’ component of the support 
package by $500 million, bringing total Crown funding for that 
package to $1 billion, with the remaining $1 billion to be met by 
the new Water Services Entities 

Yes/No 

d) forward this briefing to the Prime Minister with the 
recommendation that she agree to c) above 

Yes/No 

e) agree that a nationally consistent formula represents the best 
approach for ensuring funding allocations are perceived to be 
consistent and fair across councils 

Yes/No 

f) agree that the allocation formula be based on a 75% weighting 
based on population, a 20% weighting based on the New Zealand 
deprivation index, and a 5% weighting based on land area 
(excluding national parks) 

Yes/No 

g) note the proposed allocations to individual territorial authorities 
in Appendix 1, which are presented alongside Tranche 1 funding 
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h) agree to the package being announced, including the proposed 
allocations to territorial authorities, on Wednesday 15 July.  

Yes/No 

 

 
Allan Prangnell  
Executive Director, Three Waters 
Department of Internal Affairs 
 
 
 
 
 
 
 

David Taylor  

Manager, National Infrastructure Unit 

The Treasury 

 

Hon Nanaia Mahuta  Hon Grant Robertson 
Minister of Local Government Minister of Finance  

_____/_____/_____
__ 

 _____/_____/_____
__ 

 

 

 

 

 

 

 

Hon Jacinda Ardern    

Prime Minister   

_____/_____/_____
__ 
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Appendix 1: Funding allocations for support package and stimulus package 

*Based on a 75% weighting to population, 20% weighting to relative deprivation and a 5% 
weighting to land area, excluding national parks 
**rounded to the nearest $ million 

Council Support package 
allocation  
July 2021 ($m) 

Stimulus package 
allocation 
August 2020 ($m) 

Auckland 509  Unallocated 
Ashburton district 17  8  
Buller district 14  5  
Carterton district 7  2  
Central Hawke's Bay district 11  11  
Central Otago district 13  9  
Chatham Islands territory 9  1  
Christchurch city 122  41  
Clutha district 13  6  
Dunedin city 46  16  
Far North district 35  12  
Gisborne district 29  11  
Gore district 9  2  
Grey district 12  4  
Hamilton city 59  17  
Hastings district 35  15  
Hauraki district 15  3  
Horowhenua district 20  4  
Hurunui district 11  8  
Invercargill city 23  6  
Kaikōura district 6  2  
Kaipara district 16  5  
Kapiti Coast district 21  6  
Kawerau district 17  1  
Lower Hutt city 39  11  
Mackenzie district 6  5  
Manawatū district 15  5  
Marlborough district 23  13  
Masterton district 16  4  
Matamata-Piako district 17  5  
Napier city 26  13  
Nelson city 21  6  
New Plymouth district 32  10  
Ōpōtiki District 19  3  
Ōtorohanga District 11  3  
Palmerston North city 33  9  
Porirua city 25  6  
Queenstown-Lakes district 16  9  
Rangitikei district 13  5  
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Rotorua district 32  9  
Ruapehu district 16  6  
Selwyn district 22  11  
South Taranaki district 18  5  
South Waikato district 19  4  
South Wairarapa district 8  3  
Southland district 19  14  
Stratford district 10  2  
Tararua district 15  5  
Tasman district 23  10  
Taupō district 20  8  
Tauranga city 48  15  
Thames-Coromandel district 16  5  
Timaru district 20  7  
Upper Hutt city 18  5  
Waikato district 32  11  
Waimakariri district 22  8  
Waimate district 10  3  
Waipa district 21  7  
Wairoa district 19  11  
Waitaki district 15  7  
Waitomo district 14  3  
Wellington city 67  22  
Western Bay of Plenty district 21  7  
Westland district 11  7  
Whakatane district 23  7  
Whanganui district 24  6  
Whangarei district 38  12  
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Extract from: Annex 1: Additional Briefings for CAB 12 July 2021 

Delivering the Three Waters Reforms 
Hon Nanaia Mahuta, Minister of Local Government 

Treasury contact: Morgan Dryburgh       

Sign out contact: David Taylor  

Description: This paper seeks decisions on the implementation of the Three Waters Reform 
Programme, following substantive Cabinet policy decisions on 14 June 2021. This paper also 
confirms the financial support package to be paid to local government as part of the reforms. The 
paper has been amended following consideration at DEV on 7 July. 

Comments: 
Part A of this paper describes the current status of discussions between the Minister of Local 
Government, Minister of Finance and Local Government New Zealand (LGNZ) in relation to 
negotiation of the financial support package that the Crown will provide to local government as part 
of the Reform Programme. The paper now: 

• Includes a draft Heads of Agreement setting out commitments by LGNZ to support the reform 
programme; 

• Seeks Cabinet agreement to a support package of $2 billion, with $500 million of the ‘better 
off’ package being funded by the Crown, and $1.5 billion comprising $500 million of ‘no worse 
off’ costs and $1 billion of the ‘better off’ package to be funded by the new water entities; 

• Seeks authorisation for the Prime Minister, Minister of Finance and Minister of Local 
Government to agree, by the end of September 2021, to increase the support package by up 
to $500 million; and 

• Seeks authorisation for the Minister of Finance and Minister of Local Government to finalise 
the Heads of Agreement with LGNZ. 

The paper now also seeks Cabinet agreement that ‘final’ decisions regarding the legislated ‘all in’ 
approach will be made in September 2021. It is unclear how this recommendation aligns with 
Cabinet decisions on 14 June 2021 where Cabinet: 

• Agreed to a reform strategy that involves a legislated ‘all in’ approach to reform; 

• Agreed that a legislated ‘all in’ approach to reform will continue to be the approach in the 
event that discussions with the local government sector to negotiate a reasonable package fail 
to reach a sufficient level of support; and 

• Noted that the reform strategy would include announcement of the legislated ‘all in’ approach 
to reform in September 2021. 

We also understand that further discussions between LGNZ and Ministers are scheduled to occur 
on Sunday 11 July, which may also result in further amendments to the paper. 

Parts B and C of this paper relate to transition and implementation of the reforms. The Treasury 
has no comments on these parts of the paper. 

Part D of the paper is seeking agreement to expand the existing role of Taumata Arowai to develop 
wastewater infrastructure standards. The paper does not quantify the costs to Taumata Arowai of 
this new function and does not describe when these costs are likely to be calculated. 

At the time of this briefing, the Treasury has only seen a draft of the paper, and the final version 
has not yet been lodged with the Cabinet office. We have been working closely with DIA officials on 
the content of the paper relating to negotiations with LGNZ. 
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Treasury Recommendation: Support the paper but note Part D of the paper. 

Cabinet previously agreed to set aside $500 million, charged as a pre-commitment against the 
Budget 2022 operating allowance, in a tagged contingency to meet the “no worse off” component 
of an incentives package [CAB-21-MIN-0116.16 refers]. This paper rescinds that decision and sets 
aside $1 billion (also a pre-commitment against Budget 2022 operating allowance) in a new tagged 
contingency to meet the maximum cost to the Crown of the incentives package. 

The paper also seeks agreement to draw down $13.355 million from the Three Waters Service 
Delivery and Reform Programme tagged operating contingency to meet a funding shortfall for 
Taumata Arowai across 2021/22 to 2023/24. The paper also seeks agreement to reduce Taumata 
Arowai’s Crown funding over the period from 1 July 2024 and 30 June 2031 by a commensurate 
amount. 

Fiscal Implications:  If joint Ministers do not exercise their power to increase the incentives 
package by $500 million by the end of September 2021, the pre-commitment charged against the 
Budget 2022 operating allowance will be reduced by $500 million. 
 

Funding source Pre-commitment on Budget 2022 operating allowance 

Operating ($m) Capital ($m) 

20/21 

 

21/22 22/23 23/24 24/25 &   

 outyears 

  20/21 21/22 22/23 23/24 24/25  

  500.000 500.000       

 
Funding source Three Waters Service Delivery and Reform Programme tagged 

operating contingency 

Operating ($m) Capital ($m) 

20/21 

 

21/22 22/23 23/24 24/25 &   

 outyears 

  20/21 21/22 22/23 23/24 24/25  

 3.355 5.000 5.000       
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Reference: T2021/1975     DE-3-1-5-10-1 
 
 
Date: 2 August 2021 
 
 
To: Minister of Finance (Hon Grant Robertson) 
 
 
Deadline: None 
(if any) 
 
 
Meeting with Auckland Council Governing Body on Monday 9 
August 

Purpose 
 
You have been invited to call into an Auckland Council Governing Body meeting at 
11.30 am on Monday 9 August. The meeting is a closed session, with no members of 
the public or media present. The Auckland Mayor’s Office has provided a proposed 
agenda for the meeting (Attachment 1). 
 
As requested by your office, this report provides background information and 
suggested talking points on the questions proposed in the agenda (items 2-4), in 
addition to any opening statements you may wish to make alongside the Mayor for 
agenda item 1.  
 

Deleted - Not Relevant to Request
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Agenda item 4 – Water reform 
 
Question: Is there a possibility of the government underwriting Watercare if Auckland 
Council opts out of Three Waters reform, as they are already prepared to do that with 
the proposed water entities? (Councillor Cooper) 
 
Suggested talking points: 

 
• The three waters reform programme has a number of objectives, which include 

ensuring that the new water entities have the financial capacity to deliver on 
investment needs. 

 
• However, equally as fundamental is the need to improve the governance and 

management capability for water services delivery. Providing a Crown guarantee 
to Watercare or Auckland for water related debt will not ensure that either of 
these objectives is met.  

 
• From a balance sheet separation perspective, there is no guarantee that an 

underwrite or similar of Watercare would achieve balance sheet separation – it is 
currently considered unlikely. 

 
• Standard and Poor’s (S&P) look at various factors when considering whether to 

include Watercare’s debt in its calculation of Auckland Council’s debt burden. 
One of the key things that S&P consider is the legal and moral recourse that 
Auckland Council faces. In relation to Watercare, even with a Crown guarantee of 
debt, Auckland Council and Watercare would still have both a legal and moral 
obligation in respect of water service delivery. This would make it highly likely that 
despite a Crown guarantee, the liabilities of Watercare would be considered on 
balance sheet for the Council. 

 
• Furthermore, if the Crown were to provide a guarantee, it would require 

mechanisms to manage its risk in respect of that liability, which may overlap with 
the level of influence the Council has over Watercare. 

 
• Nonetheless I understand that officials from the Department of Internal Affairs are 

working with your officers to approach S&P to understand whether any further 
flexibility is possible and if Auckland Council would like to examine this.  

 
 
 
Ben Wells, Senior Analyst, National Infrastructure Unit (NIU),  
David Taylor, Manager, National Infrastructure Unit (NIU),  
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Appendix 1 – Agenda from the Auckland Mayor’s Office  
 
What: Minister Grant Robertson & Councillors Meeting 

 

When: Monday 9th August, 11:30-12:30 

Where:             Room 1, level 27, 135 Albert St 
 

Who: Minister Grant Robertson (via Skype) 
  

   Councillors confirmed: Bill Cashmore, Alf Filipaina, Angela Dalton, 
Chris Darby, Daniel Newman, Efeso Collins, Greg Sayers, Linda 
Cooper, Pippa Coom, Shane Henderson, Wayne Walker, Josephine 
Bartley, Desley Simpson, Cathy Casey, Christine Fletcher, John 
Watson  

 

Mayor Goff 
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Item Who 

 

4. Water reform 
- Is there a possibility of the government underwriting Watercare if 
Auckland Council opts out of Three Waters reform, as they are 
already prepared to do that with the proposed water entities? (Cr 
Cooper) 
 

Minster Robertson 
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Reference: T2021/2232     SH-11-5-3 
 
 
Date: 1 September 2021 
 
 
To: Minister of Finance (Hon Grant Robertson) 
 
 
Deadline: None 
(if any) 
 
 
Three Waters Reform Programme – Ministers' meeting 2 
September 2021 

You are attending a Three Waters Reform Programme Ministers meeting on 2 
September 2021. 
 
This aide memoire provides you with advice on the topics that Ministers are being 
asked to discuss, and suggests questions you may wish to ask during the meeting. 

s9(2)(f)(iv)
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Reform strategy and engagement process 

Ministers have been provided with an update on the issues expressed by 
councils during the eight week engagement period 

In July 2021, Cabinet agreed to an eight week engagement period with local 
government to socialise the reform proposals [CAB-21-MIN-0269 refers]. Alongside 
this, the Crown agreed to provide funding to Local Government New Zealand (LGNZ) 
to enable LGNZ to build support for the reforms during this period. 
 
The mid-way report provided to Ministers notes that opposition to the reforms by local 
authorities has been building through the engagement period. For example, Far North 
District Council and Whangarei District Council have voted to ‘opt out’ of the reforms; 
mayors in Canterbury have requested a pause in the Reform Programme; and mayors 
in the Hawke’s Bay have written to the Minister of Local Government saying that they 
are not convinced the Government’s proposal for three waters service delivery reform 
is right for the Hawke’s Bay. 
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We understand that much of this opposition was anticipated in advance of the 
commencement of the engagement period. In Appendix A to the report, DIA has 
indicated that Cabinet confirmation of the reform strategy in October will address these 
issues.  
 
However, if at the end of the engagement period you consider that the requisite support 
from the local government sector has not built, you may wish to discuss with your 
colleagues any elements of the policy proposals adopted for the purpose of achieving 
local government sector support, and consider whether alternatives should be 
explored. For example, the complex governance arrangements have been designed to 
achieve ‘buy in’ from the local government sector, but could be simplified if this is no 
longer a goal. 
 
 
 
Morgan Dryburgh, Senior Analyst, National Infrastructure Unit (NIU), 
Fiona Stokes, Acting Manager, National Infrastructure Unit (NIU),  
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Reference: T2021/2400     SH-11-5-3 
 
 
Date: 23 September 2021 
 
 
To: Minister of Finance (Hon Grant Robertson) 
 
 
Deadline: None 
(if any) 
 
 
Three Waters Reform Programme – Ministerial consultation on 
two draft Cabinet papers 

Two draft Cabinet papers relating to the Three Waters Reform Programme have been 
provided to you for feedback. The first paper ‘Further decisions on the three waters 
reforms (Paper 5)’ has been circulated by the Minister of Local Government, and the 
paper ‘Approval to release discussion document: Economic and consumer protection 
regulation of three waters infrastructure in New Zealand’ has been circulated by the 
Minister of Commerce and Consumer Affairs. We understand that these papers are 
intended to be read in conjunction with each other, as matters relating to the economic 
regulation of the new water entities fall across both papers. 
 
This aide memoire provides you with advice on what the Treasury considers to be the 
key matters across the two papers. 
 
Paper 1: Further decisions on the three waters reforms 

The Minister of Local Government intends to establish a technical working group 
to explore alternative ownership and governance arrangements 
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Paper 2: Approval to release discussion document: Economic and 
consumer protection regulation of three waters infrastructure in New 
Zealand 

The Treasury is supportive of consultation on the economic regulation proposals 
contained in the Minister of Commerce and Consumer Affairs’ paper 

The draft consultation paper argues that there is a strong case for economic regulation 
of the three waters infrastructure currently operated by local authorities. It seeks 
stakeholders’ views on whether there is a case for economic regulation, which 
suppliers it should apply to, and the type of economic regulation (e.g. information 
disclosure, price-quality regulation). 
 
We note that economic regulation is commonly used in developed countries to ensure 
the efficient provision of water services that meets public need. 
 
In New Zealand, the telecommunications, airport, and electricity network markets are 
subject to economic regulation (price-quality and information disclosure). Consumer-
owned electricity lines companies are exempt from price-quality regulation but are still 
subject to information disclosure regulation, which includes reporting on pricing, 
expenditure forecasts, and outages. 
For the new water entities that will remain in public ownership and will not return 
dividends, economic regulation can support the effective and efficient delivery of water 
services by: 
• Providing a limit to the potential for water entities to charge monopoly prices. 

While the entities will not be able to return dividends to shareholders, the 
monopoly nature of three waters services means that, without regulation, water 
entities could charge higher prices than is economically efficient. 

• Creating incentives for the water entities to behave more efficiently, as though 
they were in a competitive market. This will ensure that any profits generated by 
the entities are reinvested efficiently, reducing the risk of ‘gold plating’ of assets. 

• Requiring information disclosure on a regular basis to allow consumers to assess 
whether the overall objective of the regime is being met. 
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Morgan Dryburgh, Senior Analyst, National Infrastructure Unit (NIU), 
David Taylor, Manager, National Infrastructure Unit (NIU),  
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