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IN CONFIDENCE
CAB-21-MIN-0110

Cabinet

Minute of Decision

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

A Pathway for Considering the Future for Local Government

Portfolio Local Government

On 12 April 2021, following reference from the Cabinet Economic Developmient"Committee,
Cabinet:

Background

1

noted that the work programmes the government is advancing to overhaul the three waters
sector and the resource management system are forenfost among a suite of reform
programmes that will reshape the system of local gdfernment;

noted that the impact of COVID-19 has added*to the historical fiscal challenges councils
were facing, and that the reform that lies ahead for local government may further
compromise the sustainability of some lodal authorities’ current arrangements;

noted that the local government sécter has raised its concerns about the impending
cumulative impact of reform andyis calling for a programme of work to reimagine the role of
local government;

noted that the successfuldelivery of the three waters reform programme requires a robust
process to consider the future for local government to commence by May 2021, to meet
sector expectatiohs‘ahd encourage councils to continue participating in the reform
programme;

noted that the government’s investment in the three waters reform programme to date
includes a $710 million funding package, of which councils were eligible to receive a share
if theyagreed to participate in the initial phase of the reform programme;

noted that commencing a robust process to consider the future for local government by May
2021 will support the objectives of resource management reform and the local government
sector’s participation in the reform process;

Establishing a Ministerial review into the future for local government

7

noted that the Minister of Local Government proposes to establish a Ministerial review into
the future for local government (the Review);

noted that the objective of the Review is to identify how the system of local democracy and
governance needs to evolve over the next 30 years, to improve the wellbeing of
communities and the environment, and actively embody the Treaty partnership;
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10

11

12

13

IN CONFIDENCE
CAB-21-MIN-0110
noted that the scope of the Review comprises what local government does, how it does it,
and how it pays for it, and includes, but is not limited to, a future looking view of the
following:

9.1 roles, functions and partnerships;
9.2  representation and governance;
93 funding and financing;

noted that the Review will provide the government with fresh insights on what is required to
build:

10.1 a sustainable local government system that has the flexibility and incentivesito adapt
to the future needs of local communities;

10.2  public trust/confidence in local authorities and the local regulatory.system that leads
to strong leadership;

10.3  effective partnerships between mana whenua, and central andtlocal government in
order to better provide for the social, environmental, culfural, and economic
wellbeing of communities;

10.4 alocal government system that actively embodiés.the Treaty partnership, through the
role and representation of iwi/Maori in local-gevernment, and seeks to uphold the
Treaty (Te Tiriti o Waitangi) and its principles through its functions and processes;

noted that the Review presents an opportunitysfor the government to clarify how the
principles of Te Tiriti o Waitangi can beteflécted in the partnership approach between local
government and Maori;

noted that the Review’s panel members will be expected to:

12.1  issue an interim report By September 2021, to give councils an indication of the
possible directiom0f'the Review and its key next steps;

12.2  prepare a draftteport, including recommendations, on the future for local
government for public consultation by September 2022;

12.3  provide the Minister of Local Government with a final report, along with a summary
af stibmissions, for consideration by April 2023;

noted that an appointments process for five panel members for the Review is underway, and
that the Minister of Local Government will report to Cabinet on the proposed appointments
within a timeframe to ensure panel members can commence their role by early May 2021;

Financial implications

14

15

noted that the Review has a proposed budget of $8.890 million for a period of 25 months;

noted that the Department of Internal Affairs has assessed reprioritisation options and is
able to reprioritise $0.200 million from the Local Government Policy and Related Services
appropriation in 2020/21 towards the Review;
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17

18

19

20

21

22

23

IN CONFIDENCE

CAB-21-MIN-0110
noted that in July 2020, as part of the COVID-19 Response and Recovery Fund July
Package, Cabinet agreed to invest $710 million in the three waters reform programme and to
set aside the funding in the form of an operating contingency named 7/hree Waters

Infrastructure Investment and Service Delivery Reform Programme
[CAB-20-MIN-0328.13];

agreed that the remaining $8.690 million be funded from the Three Waters Infrastructure
Investment and Service Delivery Reform Programme operating contingency to fund the X,

Review; @Q
noted that the scope of the Three Waters Infrastructure Investment and Service Délivery

Reform Programme operating contingency includes: g

19.1 supporting local government to maintain planned investment and t quality, and
large-scale asset replacement [CAB-20-MIN-0328.13]; and (9

19.2  departmental programme costs, the public information cation campaign, and
support for the local government sector to engage wit reform programme
[CAB-20-MIN-0521.01]; K\/

agreed to draw down $8.690 million from the 7/ree ag's Infrastructure Investment and
Service Delivery Reform Programme operating co ency to fund the Review;

approved the following changes to appropl;igq?z to provide for the decision in paragraph
20 above, with a corresponding impact onhie bperating balance and net core Crown debt:

@,  $million — increase/(decrease)

A
Vote Internal Affairs 2020721 | 2021/22 | 2022/23 | 2023/24 | 2024/25 &
Minister of Local Outyears
Government \\C)
Departmental Output Exp J
Local Government Poli d

Related Services 0.130 4.295 4.265 - -
(funded by reverp}\gfown)

agreed t *e changes to appropriations for 2020/21 above be included in the 2020/21
Supp\ tary Estimates and that, in the interim, the increases be met from Imprest Supply;
X
d that the expenses incurred under paragraph 21 above be charged against the 77ree
ters Infrastructure Investment and Service Delivery Reform Programme operating

Q& contingency;

24

25

agreed in principle to transfer from 2021/22 to 2022/23 any underspend in the above
appropriation, with the final amount to be confirmed as part of the 2022 October Baseline
Updates once the audited accounts for 2021/22 are available;
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CAB-21-MIN-0110
Productivity Commission report on local government funding and financing

26 noted that the Productivity Commission issued its report on local government funding and
financing in November 2019;

27 authorised the Minister of Local Government to present to the House of Representatives the
Government Response to the New Zealand Productivity Commission Report on Local

Government Funding and Financing, attached as Appendix B to the paper under
CAB-21-SUB-0110.

Michael Webster
Secretary of the Cabinet
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In Confidence

Office of the Minister of Local Government

Chair, Cabinet Economic Development Committee

A pathway for considering the future for local government

Purpose

1.  This paper advisesof my intention to establish a Ministerial review into the future for
local government (the Review). The Review isintended to identify how oug’system of
local democracy and governance needsto evolve overthe next 30 years, to improve
the wellbeing of our communities and environment, and actively emBody the Treaty
partnership.

2. This paperseeks agreementto fund the Review from the Three“Waters Infrastructure
Investment and Service Delivery Reform Programme opegrating contingency,
establishedinJuly 2020 as part of the COVID-19 Responhse and Recovery Fund (CRRF)
July Package [CAB-20-MIN-0328.13 refers].

Relation to government priorities

3. This paper relatesto the Government’s @verarching objective of layinga pathway for
the future of local government, and strengthening the context for local governmentto
recognise the principles of the Treaty of Waitangi (Te Tiriti o Waitangi) and work in
partnership with Maori. The Review corresponds with the successful delivery of three
waters reform, and will contribute to the objectives of resource managementreform
and the local government seetor’s participationin that reform process.

Executive summary

4, Local governmentisfacing a wave of reform that will significantly affectits traditional
rolesand fundtions, and the sector is calling for a review into the future for local
government. There are concerns the cumulative impact of reform will add to the
historiealtand fiscal challenges that many councilsface in performingtheir rolesand
respensibilities. Local government will also have a crucial role inreducing greenhouse
gas‘emissions and adapting to climate change for decadesto come with significant
financial implications. There istherefore a need to comprehensively consider what
local governmentdoes, how it doesit, and how it pays for it, to ensure that our system
of local democracy is fitfor the future.

5.  Astrong and productive relationship with the local government sector will be critical as
we progress major reform programmes, includingthose related to the three waters
sector and the resource management system. Initiatingthe Review inthe immediate
term will support these objectives.

Pagelof17
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6. | have the Prime Minister’'sagreementto establish the Review, as provided for by the
Cabinet Manual (4.113). The overarchingintended outcome isto identify how our
system of local democracy and governance needsto evolve overthe next 30 years, to
improve the wellbeing of ourcommunitiesand environment, and actively embody the
Treaty partnership.

7. The deliverablesforthe Review include a:

7.1 draft report, includingrecommendations, on the future for local government
for publicconsultation by September2022; and

7.2 finalreport, along witha summary of submissions, for my consideration by Xpril
2023.

8.  This paper seeks agreementto fund the Review fromthe Three Waters Infrastructure
Investment and Service Delivery Reform Programme operating contingengy-

9. The paper also presentsa draft Governmentresponse to the Productiyity Commission
report on local governmentfundingand financing.

Background: the drivers for a robust process to consider the future-for local government

10. The local governmentsector, led by Local GovernmentNew Zealand (LGNZ) and
Taituara - Local Government Professionals Aotearoa,1is callingfor a programme of
work to ‘reimagine the role and function of local government’, in order to build a
sustainable system that delivers enhanced wellg€ing outcomes for our communities.
The sector has advised that it is supportive'ofa review into the future for local
government.

11. The traditional roles and functions oflocal governmentare in the process of changing.
The work programmes the Government is advancing to overhaul the three waters
sector and the resource management systemare foremost among a suite of reform
programmes that will reshape our system of local government.

12. Thesereform programfes also carry the potential to further compromise the
sustainability of somedocal authorities’ current arrangements. The Productivity
Commission’s report on local government fundingand financing, issuedin late 2019,
highlighted the'general fiscal challenges that councils were facing (see paragraphs 44-
47). The impact of COVID-19 has added to these challenges for some councils,
particutarty those with high dependence ontourism or comparatively high levels of
nongrate revenue.

13. ,The local governmentsector has raised concerns about the cumulative impact of the
wave of reform that liesahead. It claims that this will only add to the historical
challenges many councils face in performingtheirroles and responsibilities, which, in
part, are due to population pressures, both high and low, and greater expectations
from their communities and central government.

1 Taituara - Local Government Professionals Aotearoa’ was formerly known as the Society of Local
Government Managers (SOLGM).

Page2of17
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IN CONFIDENCE

14. Local governmentwill also play a key role through community programmes, regional
and district planning and the significantinfrastructure and other investments thatare
neededto achieve New Zealand’s climate change emissions reduction targets and
adapt to the impacts of climate change.

15. Inadditionto the local government’s sector call for a review into the future for local
government, central government officials advise that thereis a needto
comprehensively considerwhatlocal government does, how it doesit, and how it pays
forit, to ensure that our system of local democracy isfit for the future. X,

16. Furthermore, | refer to the longstanding calls from Maori and recommendations fr
the Waitangi Tribunal for reform to ensure the Treaty relationshipis fully provi or
through the local governmentsystem. | also note that issues with local gove @u nt
were regularly raised during the engagement process led by the Minister @ aori
Crown Relations: Te Arawhitiin 2018, which sought the views of New nderson
how the Maori-Crown relationship should be strengthened.2As st the Speech
from the Throne in November 2020, it is our priorityas a Govern?ge to strengthen
the Maori-Crown relationship to ensure that the Crown can gl@ o be a betterTreaty
partner and work in true partnership with Maori. O

17.  Notonlywill the Review provide an opportunity to strggthen the Maori-Crown
relationship, itisalso an opportunity to strengthen the-important relationship we have
withlocal government. A strong and productiv @ ionship with the local government
sector will be critical as we progress major reK programmes, includingthose
related to the three waters sector and the@ource management system.

18. The Government acknowledgeslocal rnment's critical role in placemakingand
achievingpositive wellbeing outcon@; forour communities. Inline with our ambitions
as a Government, we considert ere are opportunitiesto strengthenlocal
democratic participation, actb&utizenship andinclusion, as well as local accountability
and transparency, throu \Q role and function of local government. Making
improvementsinthes s will support our effortsto enhance our system of local
democracy and buil nger local communities.

The successful delivs@fﬂhe three waters reform programme requires a robust process to
consider the futur, ® local government to begin in the immediate term

19. Initiating\ rocess to consider the future for local government without delay will
supwe successful delivery of the three waters reform programme. A key
consideration within this context is the local governmentsector’s expectationsfora

,§arallel conversation’ on the impact of reform.

O
K

2 See Summary of Submissions, Crown/Madori Relations, Ministry of Justice, 2018.
Page3of17
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24.

- 0

25. Wealsohave a vital{v;eéwofopportunity to beginthe Review by May 2021, which

will support the deli of the three waters reform programme and complementthe
Government’s si i’aantfinancial investment to date.3 Commencingthe Review by
May 2021 wil %re councilsreceive an indication of its possible direction andits key
nextsteps b&ptemberZOZl. This timeframe will support councils as they begin

consulti eir communities on three waters reform, and importantly, precede
coqn&'@{acisions onwhetherto continue participatingin the reform programme.
&

)
@)
Q\

3 |nJuly 2020, the Government announceda $710 million fundingpackage to support economic recovery
relating to COVID-19 and startaddressing persistentissues facing the three waters sector. Councils that
participated in theinitial (non-binding) phase of the service deliveryreform programme receiveda share of
this package.
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Resource management reform will also benefitfrom a robust process to consider the
future for local government

26. Cabinethas agreedto proceed with reform of the resource managementsystem inline
with the Resource Management Review Panel’s report, with furtherwork and
refinementto be undertaken this year [CAB-20-MIN-0522 refers]. A key objective of
resource managementreformis ‘to improve system efficiency and effectiveness, and
reduce complexity, while retaining appropriate local democratic input’. Thisis likely to
shift resource management planning to a regional level with a greater role for central
government through a national planning framework, resultingin significant
implicationsforlocal government.

27. A modernisedlegislativeframework will be required to enable regional planning
functionsto be undertaken jointly between councils, central government,and tangata
whenua. To meetthe key objective mentioned above, councils will needto retaina
local democratic link with their communities underany new govergance solutionsto
ensure local communities are represented appropriately in the new planning system.
Further implicationsinvolvinglocal government planning and budgeting, for example,
are likely toresult, which will require local governmenttq evolve and adapt.

28. Asagreed by Cabinet, work to reform the resource magagement systemis proceeding
at pace, withthe aim to repeal and replace the Resepuree Management Act 1991 with
three new pieces of legislation within the current{parliamentary term.* A key next step
is for an exposure draft of the new Natural and-Bdilt Environments Act, along with
supporting consultation material, to be reférred to select committee, subjectto
Cabinetapproval in May 2021.

29. Aswiththe three watersreform progtamme, commencing the Review by May 2021
will support the objectives of resource management reform and the local government
sector’s participationin the reform process. As local government will be a key partner
in the implementation of a hew resource managementsystem, the Review will provide
the local government seetdr with an opportunity to articulate how it will be affected by
reform. It will also helpto identify how local governmentcan continue to deliver
functions that arexcfiticallyimportant to the wellbeing of local communities, while
playinga successfll role in a new resource managementsystem.

A Ministerial review is the most appropriate vehicle to consider the future for local
government

30. Thé CabinetManual (4.111) states “it may be considered appropriate or desirablefora
Minister to establish a non-statutory inquiry intoan area for which they have portfolio
responsibility.” Inaccordance with the process set out in the Cabinet Manual (4.113), |
sought the Prime Minister’s agreementto establish a Ministerial review into the future
for local government. Followingthe Prime Minister’'sagreementto do so, | am now
advising Cabinet of my intentionto establishthe Review.

4 The three new pieces of legislationare: a Natural and Built Environments Act, a Strategic Planning Act, anda
Climate Adaptation Act.
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IN CONFIDENCE

The Cabinet Manual (4.115) recommends that consideration should be givento
whetheran existing body can more appropriately conduct the inquiry. The Local
Government Commission, which has the functionsand powers to conduct an inquiry
establishedinlegislation,> was considered as a potential vehicle for this work.

While the Local Government Commission has the independence and powers required
for this Review, the nature of this matter is substantially largerand more complexthan
the Local Government Commission’s usual work programme responsibilities.
Additionally, the local government sector’s expectations are high about what the
Review will achieve and how it can be delivered. As the Local Government Commission
can independently determine the way the Review is conducted, it may limitthe
opportunities forthe sector to contribute. | am mindful that the sector will waritto
make sure that the final decisions enable a collaborative and transparent précess that
will support thisimportant objective.

As notedin the draft terms of reference for the Review (attached as§ Appendix A),
consideration of this matter should be characterised by a spirit of\partnership between
the Review, local government, and iwi/ Maori, while upholding the independence of
the Review.

One of my aspirations for this work is that it leads to enduring action beyond the
current parliamentary term. The sector's support and commitment to transforming our
system of local democracy and governance following the Review will be crucial to
ensuringthe work is enduring. We increase eut-¢hances of achievingthis by enabling
the sector to collaborate and contribute throughout the process in a way that fully
exploresan enabling function for localgovernment.

The draft terms of reference for the(Review (attached as Appendix A) direct the
Review’s panel members to leadiasrobust engagement process that includes iwi/M3aori,
the public(including diverse communities), and local and central government
representativesata minimbm. This process is to culminate in recommendationson
how our system of local. democracy and governance needsto evolve over the next 30
years, to improve theweéllbeing of our communities and environment, and actively
embody the Treaty partnership.

The scope of the Review isintentionally broad, and comprises what local government
does, howit does it,and how it pays for it. The scope includes, but is not limitedto, a
future looking view of the following:

3641\, “roles, functions and partnerships;
36°2 representationand governance;and

36.3 fundingand financing (see below for the Productivity Commission report on
local governmentfundingand financing).

5> The Local Government Commissionis to betreated asa commission of inquiry for the purposes of certain
sections of the Inquiries Act 2013 (sections 14,19t0 27,29, 30, and 34).
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37. lalsoexpectthe role and representation of iwi/Maoriin the local government system
to be covered appropriately duringthe engagement process and in the final
recommendations. The Review presentsan opportunity for the Governmentto clarify
how the principles of the Treaty of Waitangi (Te Tiriti o Waitangi) can enable effective
partnerships between local governmentand Maori.

38. Assetoutinthedraft terms of reference, the Review’s panel members will be
expectedto:

38.1 issueaninterimreport by September2021 that gives councils an indication of
the possible direction of the Review and its key next steps;®

38.2 prepare adraft report, includingrecommendations, on the future for local
government for publicconsultation by September2022; and

38.3 provide me witha final report, along with a summary of submissions, for
consideration by April 2023.

39. The final report will also be providedto LGNZ at the same time.

40. Atthe conclusionof the Review, | expectthe Government to-yave fresh insightson
what is requiredto build:

40.1 aresilientandsustainable local government system that isfit for purpose and
has the flexibility and incentives to adapt te,the future needs of local
communities;

40.2 publictrust/confidence inlocal autherities and the local regulatory system that
leads to strong leadership;

40.3 effective partnerships between manawhenua, and central and local
governmentin order to better provide for the social, environmental, cultural,
and economic wellbeing of communities; and

40.4 alocal governmentsystem that actively embodiesthe Treaty partnership,
through the rol€’and representation of iwi/Maoriin local government, and
seeksto upheldthe Treaty of Waitangi (Te Tiriti o Waitangi) and its principles
throughnits'functionsand processes.

41. Anappointments process for five panel members for the Review isunderway. | will
return te;€abinet to seekagreementto these appointments, withinatimeframe to
ensurgithey can commence their role by early May 2021. Once the appointments have
beenhagreed by Cabinet, | will finalise the terms of reference to confirm the
membership of the Review.

42\ | intend to meet with the Review’s panel members at least twice a year and the Chair
of the Review ona more regular basis to discuss progress and share early insighton
the direction of the findings of the Review.

6 As noted in paragraph 25 above, this timeframe will support councils as they begin consulting their
communities on three waters reform, and importantly, precede council decisions on whether to continue

participatinginthe reform programme.
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43. The Review’s panel members will be supported by a secretariat. The Department of
Internal Affairs will provide administrative supportin a way consistentto that of
inquiries conducted under the Inquiries Act 2013. The Review will undertake regular
financial, non-financial and resource planningand reporting consistent with public
sector standards and timeframes.

The Productivity Commission report on local government funding and financing

44. In November 2019, the Productivity Commissionissuedits report on local government
fundingand financing. The report noted that the property rates-based system of locat
authority funding remains appropriate for New Zealand but that there are areas of
funding pressure. It commented:

“in some situations, the current system is eitherfailing to provide councils with
adequate revenuesoris unlikely to be sufficientinthe near future. These
situationsare:

e adapting to climate change;
e passing of unfunded mandates from central governniéyit to local government;
e meetingthe demand for infrastructure in high-growth areas; and

e coping withthe growth in tourism.”

45. The Productivity Commission addressed the furnding and financing of local government
initscurrent structure and withits present responsibilities. While it provides a helpful
analysis of the current situation, for many‘councils the economicoperating
environment has changed since the refott was released due to the impact of COVID-
19. Further, with the level of changel€onfronting the sector, a future looking view that
considers ‘what local government'does, how it does it, and how it pays forit’ in an
integrated way is needed. Excluding fundingand financing from consideration of the
future for local governmentwould compromise the holisticview required to identify
how our system of local democracy needs to evolve to be fit for future.

46. The Productivity Commission’s report will provide valuable insights and assistance into
the funding and financing element of the Review. | would expectthe Review’s panel
members to giaigage with the Productivity Commission during its consideration of the
future for local government, in order to draw on relevant expertise and consider
relevantrevenue leversto support local government's focus on improving wellbeing
outcemes.

47. _ltis customary for the Government to provide a response to a Productivity
€ommission report. A proposed Government response that reflects the position
described above is attached as Appendix B.
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Financial implications

48. A robust process to consider the future for local governmentis neededif we are to lay
the foundationsfor the future and improve intergenerational wellbeing outcomes
through our system of local democracy. The wave of upcoming reform will significantly
affect traditional roles and functions, and potentially compromise the sustainability of
some local authorities’ current arrangements. Further, the fiscal challenges that
councils were already facing have been added to by the impact of COVID-19. There are
concerns the cumulative impact of reform will add to the historical challenges many X,
councils face in performingtheir roles and responsibilities. Q

49. Itisalso clearthat there are benefits of the Review. It will contribute to the suc %I
delivery of two of our key priorities forthis parliamentary term, namely, thr ters
reform and resource managementreform, as well as help to strengthen tI@ aori-
Crown relationship, and enhance our connection withlocal governme

50. Giventhese benefits,andthe needfor the Review inand of itself, @usiderthe
funding| am seeking forthe Review to be an appropriate Ievelg;?nvestment,
particularly as it will contribute to several of our objectives 6 overnment.

51. The Review has a proposed budget of $8.890 million for,a period of 25 months, to
cover panel members fees, secretariat, policy and Ieg@ pport, travel, public hearings
and consultation, and other support activities.Ab deown of the budgetis provided

in Table 1 below.

Table 1: Budget for the Ministerial revie pthe future for localgovernment

Expense items 2020/21  2021/22  2022/23  Total
S million S million S million

Panel member andprofessional fee 2.979 2.548 5.848
Travel, accommodation and a?_s_%ieted costs 0.006 0.037 0.031 0.074
Public engagemf_rntand hggi@é. - 0.718 0.773 1.491
oot i ooz | 0w | oser | sz | aer

Total 0.330 4.395 4.165 8.890

.5

>\
52. Thg rtment of Internal Affairs has assessed reprioritisation optionsand isable to
re@o itise $0.200 million in 2020/21 from the Local Government Policy and Related
ices appropriationtowards the Review.

R
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Agreement to draw down the Three Waters Infrastructure Investment and Service Delivery
Reform Programme operating contingency

53.

54. |therefore seek agreementto draw down $8.690 million from the Three Water@

Infrastructure Investment and Service Delivery Reform Programme ope ratiniQ
contingency to fund the Review. @

tmentinthe
ding package.

55. The fundingl am seekingforthe Review representsa relatively small ional
investment when considered inthe context of the Government’si
three waters reform programme, which includesa $710 miIIiory%n

7.0n 6 July 2020, Cabinet agreed that up to $710million be available for the three waters service delivery
reform programme [CAB-20-MIN-0328.13 refers]. The funding was set aside inthe Three Waters

Infrastructure Investment and Service Delivery Reform Programme operatingcontingency.
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57. In December2020, Cabinetagreed to extendthe scope of the Three Waters
Infrastructure Investment and Service Delivery Reform Programme operating
contingency, to include departmental programme costs, the publicinformation and
education campaign, and support for the local government sector to engage with the
reform programme [CAB-20-MIN-0521.01 refers]. Thisamended Cabinet’s decision on
6 July 2020, which allocated $701.940 million of the operating contingency to support
local governmentto maintain plannedinvestmentand asset quality, and to support
large scale asset replacement [CAB-20-MIN-0328.13 refers].

58. Inlinewithadvice from officials, | considerthat thereis no needto further expand thie
scope of this contingency to include the Review, as this will be a one-off draw dow(.

Legislative implications

59. While the Review does not presentany legislative implications at this tinieit is
possible that it could lead to a significant update of the Local Government Act 2002
(the Act), along with other pieces of local governmentlegislation. Giventhe Act will be
20 years old nextyear, it may be timely for such an update, partieutarly if we are
seekingto ensure that our system of local democracy is fit fernthe future. | do not
expectany process to amend the legislative framework tooccommence before late-
2023.

Population Implications

60. Asnotedabove, the role and representation af #wi/Maoriin the local government
systemshall be appropriately covered by.the Review, and | expect the voice of
iwi/Maori to be given due weight throtighout the engagement process. The Review is
an opportunity for the Government{o,clarify how the principles of the Treaty of
Waitangi (Te Tiriti o Waitangi) can\be reflected inthe partnership approach between
local governmentand Maori.

61. lalsoexpectthe Review’spahel membersto recognise Aotearoa’sincreasingdiversity,
and give considerationto the relationship between strengtheningsocial inclusion and
improving the wellbgthg of our communities.

Human rights

62. The proposals inthis paper do not have any human rights implications.

Consultation

63. Thefollowingagencies were consulted: Te Arawhiti; Ministry of Business, Innovation
and Employment; Department of Conservation; Department of Corrections; New
Zealand Defence Force; Ministry of Education; Ministry for the Environment; Ministry
of Health; Ministry of Housing and Urban Development; Kainga Ora; National
Emergency Management Agency; Ministry for Primary Industries; Ministry of Social
Development; Te Puni Kokiri; Ministry of Transport; Waka Kotahi New Zealand
Transport Agency; The Treasury; and Department of the Prime Ministerand Cabinet.

64. LGNZ and Taituara — Local Government Professionals Aotearoa were consulted on the
Review’s draft terms of reference attached as Appendix A.
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Communications

65. lintendtoissue a statementthat | have established a Ministerial review intothe
future for local government, following the completion of the appointments process for
the Review’s panel members.

Proactive release

66. This paper will be published pursuantto Cabinet Office circular CO (18) 4.

Recommendations

67. The Minister of Local Government recommendsthat the Cabinet Economic
Development Committee:

Background

1. note that the work programmes the Governmentis advancingtg dverhaul the
three waters sector and the resource management system.are.foremostamong a
suite of reform programmes that will reshape our system/©f tocal government;

2. note that the impact of COVID-19 has added the histoffeal fiscal challenges
councils were facing, and that the reform that lies,ahead for local government
may further compromise the sustainability of sadme'local authorities’ current
arrangements;

3. note that the local government sector has'xaisedits concerns about the
impending cumulative impact of refogm’and is callingfor a programme of work
to reimagine the role of local govetnment;

4, note that the successful delivery of the three waters reform programme requires
a robust process to considégthe future for local government to commence by
May 2021, to meetsector expectationsand encourage councils to continue
participatingin the reform programme;

5. note that the Govérivment’sinvestmentinthe three waters reform programme
to date includes.a-$710 million funding package, of which councils were eligible
to receive ashare if they agreed to participate in the initial phase of the reform
programnie;

6. note,that commencinga robust process to consider the future for local
government by May 2021 will support the objectives of resource management
xéform and the local governmentsector’s participation in the reform process;

Establishing a Ministerial review into the future for local government

7. note that the Prime Minister has agreed to my proposal to establish a Ministerial
review intothe future for local government (the Review);

8. note that the objective of the Review is identify how our system of local
democracy and governance needs to evolve overthe next 30 years, to improve
the wellbeing of our communities and environment, and actively embody the
Treaty partnership;

9. note that the scope of the Review comprises what local governmentdoes, how it
does it,and how it pays for it, and includes, but is not limited to, a future looking
view of the following:

9.1 roles, functionsand partnerships;
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IN CONFIDENCE

9.2 representationand governance;and
9.3 fundingand financing;
10. note that the Review will provide Government with freshinsights on what is
requiredto build:
10.1 a sustainable local governmentsystem that has the flexibility and
incentives to adapt to the future needs of local communities;

10.2 publictrust/confidenceinlocal authoritiesand the local regulatory system
that leadsto strong leadership;

governmentin order to better provide for the social, environmental,

10.3 effective partnerships between manawhenua, and central and local @
cultural, and economic wellbeing of communities; and QE

10.4 alocal governmentsystem that actively embodiesthe TreaQ artnership,
through the role and representation of iwi/Maoriin Io@@vernment,
and seeksto uphold the Treaty of Waitangi (Te TiritiQ itangi) and its
principlesthrough itsfunctionsand processes. (:b

11. note that the Review presentsanopportunity fort e@vernmentto clarify how
the principles of the Treaty of Waitangi (Te Tiriti SQV tangi) can be reflectedin
the partnership approach betweenlocal govern@ntand Maori;

12. note that the Review’s panel members wi I@ xpectedto:

12.1 issueaninterimreport by Septé@erZOZl, to give councils an indication
of the possible direction of§ view and its key next steps;

12.2 prepare adraft report,in ingrecommendations, on the future for local
governmentfor public@j\sultation by September2022; and

12.3 provide the Ministérof Local Governmentwith a final report, along witha
summary of s sions, forconsideration by April 2023.

13. note that an appoqments process for five panel members for the Review is
underway, and %I seek Cabinetagreementto these appointments withina
timeframet ure they can commence their role by early May 2021;

Financial implicatic@\
14. nﬁkt the Review has a proposed budget of $8.890 million fora period of 25
s

1 '\ ote that the Department of Internal Affairs has assessed reprioritisation options
(" andis able to reprioritise $0.200 million from the Local Government Policy and
.{O,b Related Services appropriationin 2020/21 towards the Review;

Q 16. note that inJuly 2020, as part of the COVID-19 Response and Recovery Fund July
Package, Cabinetagreed to invest $710 millioninthe three waters reform
programme and setaside the fundingin the form of an operating contingency
named Three Waters Infrastructure Investment and Service Delivery Reform
Programme [CAB-20-MIN-0328.13 refers]

17.
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18.

19.

20.

21.

IN CONFIDENCE

agree that the remaining $8.690 million isfunded fromthe Three Waters
Infrastructure Investment and Service Delivery Reform Programme operating
contingency to fundthe Review;

note that the scope of the Three Waters Infrastructure Investment and Service
Delivery Reform Programme operating contingency includes:

19.1 supportinglocal governmentto maintain plannedinvestmentand asset
quality, and large-scale asset replacement [CAB-20-MIN-0328.13 refers];
and

19.2 departmental programme costs, the publicinformationand education
campaign, and support for the local government sector to engage with
the reform programme [CAB-20-MIN-0521.01 refers];

agree to draw down $8.690 million fromthe Three Waters Infrastructute
Investment and Service Delivery Reform Programme operating centingency to
fund the Review;

approve the following changesto appropriationsto provide for the decisionin
recommendation 20 above, with a correspondingimpact.on the operating
balance and net core Crown debt:

Smillion —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 0.130 4.295 4.265 - -
(funded by revenue Crown)

22.

23.

24.

25:

agree that the propasedehanges to appropriations for 2020/21 above be
includedinthe 2020/2% Supplementary Estimates and that, in the interim, the
increases be metfrom Imprest Supply;

agree that thé&expensesincurred underrecommendation 21 above be charged
against the'Three Waters Infrastructure Investment and Service Delivery Reform
Programime operating contingency;

agree,in-principle to transfer from 2021/22 to 2022/23 any underspendinthe
albove appropriation, with the final amount to be confirmed as part of the 2022
October Baseline Updates once the audited accounts for 2021/22 are available;

Productivity Commission report on local government funding and financing

26.

27.

note that the Productivity Commissionissueditsreport on local government
fundingand financingin November 2019;

authorise the Minister of Local Government to presentthe proposed
Government response to the New Zealand Productivity Commission report on
local government funding and financing, attached as Appendix B, in Parliament;
and
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Communications

28. note that | intend to issue a statementthat | have established a Ministerial
review into the future for local government, following the completion of the
appointments process for the Review’s panel members.

Authorised for lodgement (Q

Hon Nanaia Mahuta (90

Minister of Local Government (J’b

Pagel150f17
5ez1prxql6 2021-05-07 09:25:45



IN CONFIDENCE

Appendix A: Draft terms of reference — Ministerial review into the Future for Local

Government
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Appendix B: Draft Government response to the New Zealand Productivity Commission
report on local government funding and financing
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Government response to the New Zealand Productivity
Commission report on local government funding and
financing

Background

In July 2018 the Government commissioned the Productivity Commission’s (the Commission)
inquiry into local government funding and financing (the Inquiry). The Commission was
asked to examine the adequacy and efficiency of the existing local government funding and
financing framework, with specific reference to:

o factors driving local authority costs;

e the ability of current funding and financing models to deliver on commdnity
expectations and local authority obligations and options for new lgtal"authority
funding and financing tools; and

e whether changes are needed to the regulatory arrangement$overseeing local
authority funding and financing.

During the Inquiry, the Government also asked the Commissi@n t6 consider whether a tax on
vacant land would be a useful mechanism to improve the sipply of available housing for
New Zealanders.

This response is presented under Standing Order 381-

There have been significant changes intthe local government environment
since the Commission reported

The Commission presented its report ilNNevember 2019. Since then the COVID-19 pandemic
has dramatically changed Government priorities and New Zealand’s economic landscape.
The long-term effects of the pandemic on our society and the Government’s fiscal position
are yet to become fully clear.

The Government is also prégressing several reform programmes that have a significant
effect on local governomaent. The single biggest driver of financial pressure on local
authorities over thedast three decades has been issues relating to the three waters sector
(water supply, sewage treatment and disposal, and stormwater drainage). The Government
is working through a reform programme that includes transferring three waters services to
multi-region,Water entities. This will substantially change the financial circumstances of local
authorities

The-Government has passed the Urban Development Act 2020 and the Infrastructure
Funding and Financing Act 2020. These Acts provide new avenues for urban development,
and in particular in this context, alternative funding and financing paths for urban growth
infrastructure.

The Government has also received the report of the Independent Resource Management
Review Panel (the Panel). The Panel has recommended the enactment of a Natural and Built
Environments Act, a managed retreat and Climate Change Adaptation Act and a Strategic
Planning Act. The Strategic Planning Act would set long-term strategic goals and facilitate
the integration of legislative functions across the resource management system. These
would include functions exercised under the new Natural and Built Environments Act, the
Local Government Act, the Land Transport Management Act and the Climate Change
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Response Act. This legislation is intended to integrate land use planning with the provision of
infrastructure and associated funding and investment.

Regional spatial planning will play a critical part in delivering the intended outcomes for the
resource management system. The new legislation would include:

e strategic planning for urban growth and responding to change;
e measures to reduce emissions and respond to the effects of climate change; and

e the identification of areas unsuitable for development due to their natural values or
importance to Maori.

The Government is working to implement the Panel’s recommendations.

The Commission’s Findings

The Commission concluded that the property rates-based system of funding loeal
government remains appropriate for New Zealand but there are areas of{funding pressure.
The Commission concluded that in some situations, the current systemnis either failing to
provide councils with adequate revenues or is unlikely to be sufficientin the near future.
These situations are:

e adapting to climate change;
e passing of unfunded mandates from central governmient to local government;
e meeting the demand for infrastructure in high-growth areas; and

e coping with the growth in tourism.
Next steps

The successful implementation of the referm programmes discussed above will reshape the
role of local government in our societyyas well as its financial needs and pressures. The
Minister of Local Government is«estahlishing a Ministerial review into the future for local
government (the Review). The abjéctive of the Review is to identify how New Zealand'’s
system of local democracy afid, governance needs to evolve over the next 30 years. The
scope of the Review will include a future looking view of the following:

e roles, functions andpartnerships;
e representatiomand governance; and

e funding apd financing.

The Progductivity Commission’s report will provide valuable insights and assistance into the
funding.and financing element of that work.
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