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Executive Summary
1.

Background
2.

This paper seeks approval to different machinery arrangements for nrﬁ»roducmg
mandatory performance measurement systems for local Q vernment
infrastructure from those Cabinet previously agreed. Its px( oposes that
responsibility be reallocated from Standards New Zealan (ah autonomous
Crown entity; to the Secretary for Local Government.! [t/also seeks explicit
approval to a levy on local authorities to recover pis e;cost of prepanng
performance measurement systems. Finally, the pappr proposes one minor
amendment to proposed information dlsclosure requrrements to maintain
con3|stency with other similar requirements.

On 27 October 2009, Cabinet adopted proposals for reforming local government
planning, decision-making and financial management to improve the
transparency and accountability of I6cal govemment (CAB Mins (09) 38/16; (09)
38/17; (09) 38/18 and (09) 38/19 refer)

in particular, Cablnet agreed v :
That the Local Governmea‘(“Act 2002 (the Act) provide for:
1. a system of standa,rd measurement systems for local author/ty services;

2.. responsibility f
New Zealand “

;deve/opment of acoredited performance measuremem‘ systems
for water'supply, sewage treatment and drsposal stormwater drainage, flood
: protect/on and roading;

4. {v‘/nclusmn of performance targets for mandatory performance measurement
«w8ystems in council long-term council community plans, annual plans and
annual repon‘s (CAB Min (09) 38/16 paragraph 15 refers).

repar/ng measurement standards to lie with Standards

Cabinet agreed that this system would take effect from 30 June 2014 (CAB Mln

(09) 38/16 paragraph 34.2 refers).
The policy principles underlylng this proposal are:

» ratepayers need comparative financial and non-financial information to hold
their councils accountable;

e the local government sector should be deeply mvolved in developlng the
performance measures; and

! The Secretary for Local Government is the"Chief Executive of the Department of Internal Affairs.




e a performance measurement system should not be a lever for central
government to set service delivery standards for local government as this
would undermine local autonomy.

Standards New Zealand develops standards by drawing in relevant expertise
and consulting widely on its proposals. Using Standards New Zealand would-
effectively promote a process of self—regulatlon for local government.

Issues

6.

Alternative Approach
10.

13.

The Ministry of Economic Development and Parliamentary Counsel Ofﬂce:%”
(PCO) have raised three concerns with this proposal’s machinery. A
The primary concern is to ensure a clear statutory authority for a levy to répover '
the costs of developing these rules from local government. Stancj@gds New

Zealand is self-funding. It normally obtains the funds for any p q;@ct from a

- single purchaser through a contract. To provide it with ‘a statutory role of this

type would require that it also be given a power to levy lgcal “authorities to.
recover its costs. This would allow a Crown entity to set’ d levy that is not
subject to the usual safeguards that regulations setting Iev‘r/@s must face.

The second concern is about the appropriateness® Qf delegating regulatory

" powers to a Crown agency. PCO considers that-it-is more usual to delegate

regulatory powers to the Executive. While sevéral Crown entities enforce

regulations or recommend the making of reg;.l?[ations there are few cases where

they directly make regulations. Where Crown entities make rules, those rules
are often given force by incorporating them by reference in regulations.

The third concern is that by aSSIgmng thls role to-a Crown entity legislatively,
that entity gains a commercial advantage over potential competitors: There
may be other entities that can&prepare the performance measure systems (the-
systems). as effectively as Standards New Zealand and at a lower cost

«zf“"’%
| propose as an alte*l;f;;a\’élve approach a system similar to that used to prepare
rating valuation ,%vules under the Rating Valuations Act 1998.  Statutory

- . responsibility for{developmg the systems would be given to the Secretary for

Local Goveg ymeént. The responsibility would include consultation requirements
and the sysfems prepared would be subject to the Regulations (Disallowance)

~ Act 1989." In practice, the Secretary for Local Government would probably

cont actian entity, such as Standards New Zealand, to prepare the systems.

e addmon the Act would authorise making regulations that allow the Secretary
_{to recover from local government, by way of a levy, the reasonable costs of
‘2~ preparing the systems and amending them when necessary.

This process is a little more convoluted than originally proposed and some
people may. perceive the Secretary for Local Government as having less
independence from the Executive than a Crown entity. However, this approach
meets the constitutional and policy concerns of the Ministry for Economic
Development and PCO while achieving the desired policy outcomes.

Another option would. be for the Local Government Commission (the

Commission) to prepare the systems. The Commission’s role has been to deal
with local authority structures and representation, although section 30 of the Act

“authorises the Commission to promote good practice relating to local

government. - However, giving this role to the Commission would require
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consideration of the skills needed by commissioners.. It could also create
workload problems as preparing the first systems would coincide with
representation reviews for the 2013 local authority elections. Therefore, this
option is not being recommended. ‘ :

~ Disclosure requrrements

14. The reform proposals include a number of standard disclosure requirements to
improve the transparency of council affairs to ratepayers. In particular Cablnet‘
agreed: N

That the Local Government Act 2002 be amended to require each council to
show: {%

s for each activity, the fotal of any internal loans applied to f &i‘xact/wl‘y,
reductions and increases in the balance of those loans, and lntere.“st charges
on those loans. (CAB Min (09) 38/16 paragraph 7.2 refers){, é,?

15. Council plans and reports provrde information for groups of cﬂvrtles rather than
for individual activities. Reporting this information for individual activities will
add unnecessary compliance costs and be mconsrstentwnh other reporting at
“this-level. | propose that this decision be amended tQ requrre this information to

be reported for groups of activities. : e

Consultation

16. Local Government New Zealand and t’hé ' Society of Local Government
Managers were consulted on this paper.. They oppose allocating this function to
the Secretary because of lack of lndependence from the Executive. They also
oppose any cost imposition on local: government

17. " The Ministry for Economic Development the Treasury and the Office of the
‘Auditor-General were consulted on this paper. The Department of the Prlme
Minister and Cabinet wa %nformed of the paper.

FmanCIal implications w;
\‘ﬂ\o

18. lexpecta costin the 6rder of $1.26 million spread over the three financial years
from 2011/12 t@/2013/14 to implement these proposals. If a collaborative
_approach can’ be“ negotiated with local government to produce these systems,
the cost méy be lowered considerably. | recommend the cost be recovered
from local government and therefore be fiscally neutral to the Crown. This
could- l:%est be facilitated through an appropriation with expenses restricted by
revépue in Vote Local Government. | propose that Cabinet authorise myself

.and the Minister of Finance to Jomtly establish the necessary appropnatron at a
{ suitable baseline update.

m%‘

Human rights, disability perspective and gender implications

19. There are no human rights, disability or gender implications associated with this
paper. ' :

Legislative Implications

20. This paper proposes amendments to the Act and subsequently making
regulations under that Act. - Cabinet has previously invited me to issue drafting
instructions to the PCO to prepare amendments to the Act. The amendments
proposed in this paper will be incorporated into those instructions.




Regulatory Impact Analysis

21. A Regulatory Impact Statement (RIS) was prepared at the time previous
proposals were submitted to Cabinet.. This RIS was prepared under the
requirements that applied prior to 2 November 2009. The RIS has been
updated to reflect the new proposals and a copy of the amended section of the
RIS is annexed. The Department of Internal Affairs assessed the previous RIS
as adequate and also assesses the amended RIS as meetrng the adequacy
criteria.

Pubhcﬁy

22. It should be possible to complete the draﬁlng of the Bill to lmplement ;h%aae
proposals and introduce it to the House within a few weeks of Cabine ﬂmakrng
this decision. | propose that this paper also be proactively. released al the time
the Bill is introduced and that | make an appropriate explanation of tfi

Recommendations
23. Irecommend that the Commrttee v

1. note that on 27 October 2009 Cabinet agreed th,at the Local Government
Act 2002 (the Act) provide for:

1.1. a system of standard measurement Systems for local authority
“services;

1.2. responsibility for preparing measurement standards to lie with
Standards New Zealand; :

1.3. mandatory development of accredrted performance measurement
systems for water supply,fsewage treatment and disposal, stormwater
‘ dralnage flood proteeigon and roading;

1.4. inclusion of perfo;mance targets for mandatory performance
measurement:sy tems in council long-term council community plans,

annual plan%}\and annual reports. (CAB Min (09) 38/16 paragraph 15

refers);

2. note that . atter‘natlve arrangements can achieve the Government’s policy
S
intention gnd introduce competition into the regulation making process, with
, potentlat -cost reductions for local government;

3. rescmd Cabinet's decision that responisibility for preparing measurement
standards lie with Standards New Zealand (CAB Min (09) 38/16 paragraph
", 15.2 refers); .

! agree that the Act provide 1 for

4.1, responsibility for preparing performance measurement systems to lie
with the Secretary for Local Government (the Secretary);

4.2. the Secretary to be required to consult relevant stakeholders in
preparlng performance measurement systems;

4.3. performance measurement systems to be subject to the Regulatrons '
(Disallowance) Act 1989;

5. agree that, to maintain fiscal neutrality, the Act's regulation power be
extended to allow the making of regulations for the Secretary to recover, by
way. of a levy, the reasonable costs of preparing and- mamtarmng
measurement standards from local authorities;




8. rescind Cabinet’s decision that the Act be amended to require each council
to show, for each activity,'the total of any internal loans applied to that
activity, reductions and increases in the balance of those loans, and interest
oharges on those loans (CAB Min (09) 38/16 paragraph 7.2 relates)

7. agree that that the Act be amended to require each council to show, for
each group of activities, the total of any internal loans applied to that group
of activities, reductions ahd increases in the balance of those loans, and
interest charges on those loans; : ‘

8. note that an appropriation for expenses restricted by revenue in Vote Loc:al
Government would be the most appropriate vehicle to |mplementﬁ this
proposal; AN

w»\

9. authorise the I\/llnlster of Local Government and the Minister xcaf;Fmance
jointly to establish the necessary appropriation for expensegj‘restncted by
revenue at a suitable baseline update;

10.note that the amendments to the Act proposed Infﬂ"tIS paper will be
,mcorporated into draﬁmg lnstruc’uons to the Parhamé’rﬁary Counsel Office;
and N i

;S
11.note that the Minister of Local Government vpg .communicate the changed
proposal as part of the overall commumcatlon package when the Bill is

Hon Rodney Hide
Minister of Local Goverlgﬁaent




IMPROVING LOCAL GOVERNMENT TRANSPARENCY, ACCOUNTABILITY AND
FINANCIAL MANAGEMENT — AMENDED SECTION OF REGULATORY IMPACT
STATEMENT

Standardised non-financial performance measurement information for major council
services

89.

90.

o1.

92.

-93.

94.

95.

A related proposal is to further enhance transparency with comparative non- ..

financial data on levels of service. Providing this kind of standardised datay ™"

often referred to as benchmarking, could help to inform ratepayers about What‘
they are getting for their money.

It is proposed that the Act provide for the development of a s stem of
performance measurement for council services. This would be m@ndatory for
the essential infrastructure services that have the greatest mpa@;t“?on councils’
finances — roading, water supply, sewage treatment and dlsp@sﬂ storm water
drainage, and flood protection. Performance targets 1@{ the mandatory
measures would be included in councils’ long-term Couggil ‘community plans,
annual plans, and annual reports. Specific targets dwould be set by each
council. No targets would be specified in the measurement system. Quality
assurance would be achieved through auditing anngal reports.

Responsibility for developing the measurement systems will lie with the
Secretary for Local Government. The Secretary will be required to consult with
relevant stakeholders in preparing the systems. This approach is similar to the
approach for developing rating valuation rules contained in the Rating
Valuations Act 1988. In practice |t is- Ilkely that the Secretary would contract a
third party to prepare the systems:»

Allocating this responsibility ¢ “the Secretary recognises that the task of
preparing measurement systems is quite technical in nature. It is also intended
to minimise concerns th%t)‘the systems could become an indirect method for
government to d lctatz)performance targets to local government.

Alternative system<p 'parers to the Secretary were considered. These were
Standards New., %aland (SNZ), the Minister of Local Government, and the
Local Government Commission.

SNZ is a¢ usgr—funded autonomous Crown entity that specialises in developing
standards for a variety of purposes, using a consensus-based approach. [t is
reqUJred ‘by the Standards Act 1988 to ensure that decisions are supported by
those” ‘with an interest in the standard: therefore, local government and other
lnterested agencies would be heavny involved in this process. However,
situations in which Crown entities are delegated regulation-making powers are
quite rare as the accountability to Parliament is weaker than that of the
Executive. Crown entities with significant regulatory roles usually enforce
regulations set by the Executive or Parliament. Nor would allocating this
function to SNZ achieve independence from the Executive in practice. This is
because SNZ may not amend, revise, revoke or replace any standard cited in a
regulation without the approval of the Minister responsible for that regulation.

Having the Minister prepare the measurement systems is likely to arouse strong
fears within local government of the Government decreasing local autonomy
through the system setting process.




96.

97.

The Local Government Commission’s role has been to deal with local authority
structures and representation, although section 30 of the Local Government Act
2002 authorises the Commission to promote good practice relating to local
government. Giving this role to the Commission would require consideration of
the skills needed by Commissioners and could create a conflict in workload in
preparing the first measurement systems and in carrying out representation
reviews for the 2013 local authority elections.

DIA has estimated the total cost of preparing five standards in the order of.
$1.26 million. This includes the cost of contracting an entity (or entities) o
prepare the standards, costs of procurement and contract supervision,
independent peer review of the contractors work and consultation. “with
interested parties. Divided among 78 councils, this amounts to less thar{$3 500
per council per system on average. Some councils may also be, fféqunfed to
gather data they have not previously collected, which could lza\?é additional
costs for those councils. P




