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CONFIDENTIAL:  Emergency Budget Proposal for 
Consultation 

File No.: CP2020/06248 
 

Matataputanga 
Confidentiality 
Reason: The public conduct of the part of the meeting would be likely to result in the disclosure of 

information for which good reason for withholding exists under section 7. 

Interests: s7(2)(h) - The withholding of the information is necessary to enable the local authority to 
carry out, without prejudice or disadvantage, commercial activities. 

s7(2)(i) - The withholding of the information is necessary to enable the local authority to 
carry on, without prejudice or disadvantage, negotiations (including commercial and 
industrial negotiations). 

In particular, the report contains information around potential financial implications and 
emerging financial risks of COVID-19 in a highly uncertain environment. The release of this 
information could prejudice the position of the council and CCOs in sensitive commercial 
arrangements and negotiations. 

Grounds: s48(1)(a) 

The public conduct of the part of the meeting would be likely to result in the disclosure of 
information for which good reason for withholding exists under section 7. 

    
 

Te take mō te pūrongo 
Purpose of the report  
1. To seek approval for a proposed 2020/2021 draft Emergency Budget for public consultation 

with options for average general rates increases of either 3.5% or 2.5%. In addition, to 
outline the potential implications of rates increases between 0% and 3.5% which will also be 
discussed in the consultation materials.  

Whakarāpopototanga matua 
Executive summary  
The report would normally go before the Finance and Performance Committee, however, in 
light of COVID-19, it must now be considered by the Emergency Committee 

2. The scope of this report is limited to budgetary considerations, with rating policy proposals 
for 2021/2022 covered in a separate report. 

3. The financial impacts of COVID-19 on the Auckland Council group budget for 2020/2021 
remain highly uncertain. Therefore, the work to prepare a draft budget for consultation has 
needed to be assumption driven and follow a systematic approach to scenario modelling.  

4. On 16 April 2020, the Emergency Committee acknowledged that there is no “business as 
usual” budget scenario for next year and therefore agreed that staff prepare an Emergency 
Budget for public consultation. It was agreed that Aucklanders would be asked if they 
support average general rates increases of either 2.5% or 3.5%, and agreed that the 
consultation materials will identify the impacts of rates increases between 0% and 3.5% on 
council services and business activity in Auckland.  

5. It was agreed that the key principles for developing this budget would include maintaining a 
strong commitment to long-term financial prudence, while maintaining critical council 
services and investments to support economic activity and the overall wellbeing of our 
community.  
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6. The latest financial projections, based on the best information currently available, include a 
$550 million reduction in cash revenue, a $400 million cash operating deficit and 305% debt 
to revenue ratio for 2020/2021. This is the position after all savings to date have been 
accounted for. Some of these savings will not be sustainable beyond a twelve or perhaps 24 
month timeframe and it will be prudent to reconsider in future years. 

7. On 14 May 2020 the Emergency Committee noted that this would not be a prudent and 
sustainable position without further mitigation. It further noted that the key levers available to 
council for further mitigation include capital expenditure deferrals, temporary reductions in 
operating service levels and asset recycling. 

8. Based on an assessment of the optimal balance between financial prudence, community 
impacts and overall economic and social wellbeing, staff recommend the following mix of 
levers be used to prepare the draft Emergency Budget for consultation: 

Lever 3.5% rates increase 2.5% rates increase 

Debt to revenue 290% in 2020/21 

270% in 2021/22 

290% in 2020/21 

270% in 2021/22 

Capital investment $2.3b for 2020/21 

$280m of deferrals in 
2020/21  

$2.2b for 2020/21 

$65m of additional 
deferrals in 2020/21 

($345m total) 

Additional savings and 
temporary service 
reductions   

$54m of reductions in 
2020/21 

$21m additional reductions 
in 2020/21 ($75m total) 

Additional asset recycling 
target 

$200 million in 2020/21 $200 million in 2020/21 

 

9. In order to inform decisions about the key trade-offs for this budget, detailed information 
about possible budget changes and their likely impacts are set out in this report and its 
attachments.     

10. Given the compressed timeframe for developing the Emergency budget, and the highly 
uncertain and fast-moving situation we are in, it has not been possible to prepare 
comprehensive advice on every possible budget change that the council may need to 
consider.  However, staff have sought every opportunity to get as much input as possible 
from members of this committee, local boards and CCOs to make sure the committee is as 
well informed and advised as it can be in the circumstances.   

11. The key decision sought at this meeting is to agree draft budgets for consultation. More work 
will be required to retest the underlying assumptions, incorporate any new developments, 
consider feedback from the public and local boards and work through the details of the 
budget prior to making final budget decisions in July 
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Ngā tūtohunga 
Recommendation/s  
That the Emergency Committee: 

a) note that work on budgets for 2020/2021 across the Auckland Council group has 
already identified significant savings in response to the COVID-19 situation.  

b) note that the scale of the expected financial impacts of COVID-19 on the group 
budget for 2020/2021 are such that without decisive action now to further mitigate 
these impacts, the group’s long-term financial position will likely become imprudent 
and unsustainable. 

c) agree that the draft Emergency Budget for consultation be based on the budget 
proposals set out in this report and its attachments for both the 2.5% and 3.5% 
average general rates increases scenarios. 

d) agree that the consultation material for the Emergency Budget describe the 
implications of average general rates increases between 0% and 3.5% as set out in 
this report and its attachments. 

e) agree that it is prudent to temporarily depart from the council’s financial policies of 
limiting debt to revenue to 270% and balancing the budget (including funding a 
specified proportion of depreciation) as set out in the council’s 10-year Budget and 
Revenue and Financing Policy. 

Restatement 

f) confirm that there be no restatement of the confidential report or the resolutions at 
this time. 

 
 

Horopaki 
Context  
12. The starting point for budgets for the Auckland Council group was year three of the 10-year 

Budget 2018-2028, as updated and adjusted via the Annual Budget 2019/2020 and other 
subsequent budget decisions made by the Finance and Performance Committee or the 
Governing Body. 

13. In December 2019, the council agreed to include a modest amount of new expenditure in the 
draft budget for the first round of public consultation on the Annual Budget 2020/2021 for the 
following items: 

• $1.3 million to begin extending the living wage to contracted cleaners  

• $0.5 million continued support for tackling homelessness in Auckland  

• $1.8 million capital and $100,000 operational expenditure to begin decarbonising the 
council’s fleet  

• $1.5 million to begin phasing out gas boilers in council aquatic centres  

• $2.7 million for planting an additional half a million trees over the next three years, 
totalling a million and a half trees this term 

• $900,000 for foundation work for climate change interventions 

• $4.13 million per annum to increase the subsidy for child fares across public transport 
services. 
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14. In March 2020, budgets across the group were updated as part of the standard annual 
budget refresh process. This process identified the following cost pressures: 

• $10 million additional ATEED/Panuku operation expenditure for 2021 events  

• $31.9 million to $40.9 million additional AT operating expenditure for 2021 events 

• $12.7 million additional AT operating expenditure to fund growth in public transport 
services to meet demand (continued from the prior year)   

• $4.5 million for operating expenditure incurred by Auckland Transport in relation to the 
City Rail Link and its future operation, but which are not part of the project delivery costs 

• $14 million additional operational and $8 million capital expenditure costs from bottom-
up review of budgets for Regional Facilities Auckland (RFA) 

• $7.5 million additional repairs and maintenance for community assets. 

15. On 16 April 2020, the Emergency Committee acknowledged that there is no “business as 
usual” budget scenario for next year and therefore agreed that staff prepare an Emergency 
Budget for public consultation on the basis of: 

• a “most likely scenario” approach to budgeting, disclosing the impacts of uncertainty 

• maintaining essential and critical council activities, with advice provided on reducing 
spending on discretionary activities 

• identifying impacts on local activities and the most vulnerable in our community 

• identifying impacts on Māori outcomes 

• maintaining capital investment to support economic activity 

• maintaining strong commitment to long-term financial prudence. 

16. The committee also agreed that Aucklanders would be asked if they support average 
general rates increases of either 2.5% or 3.5%, and agreed that the consultation materials 
will identify the impacts of rates increases between 0% and 3.5% on council services and 
business activity in Auckland.  

17. The committee agreed to provide immediate support for all ratepayers, including businesses, 
facing hardship due to the crisis. This includes waiving the Accommodation Provider 
Targeted Rate (APTR) payment from 1 April to 30 June 2020 for all accommodation 
businesses and offering all ratepayers experiencing financial hardship the opportunity to 
defer payment of their fourth quarter rates instalments. Further measures to support 
ratepayers on a targeted basis will be publicly consulted on alongside the Emergency 
Budget. 

18. In May 2020, budgets were further updated to reflect the estimated impacts of COVID-19, 
along with a wide range of mitigating actions, and reported to the Emergency Committee on 
14 May 2020. 

19. The updated projections include $550 million in cash revenue loss, a $400 million cash 
operating deficit and 305% debt to revenue ratio for 2020/2021, after all savings to date are 
accounted for. A detailed analysis of the budget movements is set out in Attachment A. 

20. This is primarily the result of persistent revenue reductions due to the economic outlook, 
border closures, social distancing and the drought, while at the same time expenditure will 
be returning to normal levels. Without further mitigations, the group debt position would head 
into imprudent and unsustainable territory, with the debt to revenue ratio projected to remain 
above the council’s 270% policy limit for a total of four years.  
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21. On 14 May 2020 the Emergency Committee noted that the latest budget position based on a 
“most likely scenario” and mitigations identified to date would not be a prudent and 
sustainable position without further mitigation. It further noted that the key levers available to 
council for further mitigation include capital expenditure deferrals, temporary reductions in 
operating service levels and asset recycling. 

22. The committee also requested that each of the CCOs be requested to identify further 
savings and opportunities for mitigation. A letter was subsequently sent to the chair of the 
board of directors for each CCO by the Mayor and Chair of the Finance and Performance 
Committee.  Responses were received on 19 May 2020 and considered when finalising this 
report and the recommended budgets for consultation. 

Tātaritanga me ngā tohutohu 
Analysis and advice  

Key considerations 

23. In developing a draft Emergency Budget for consultation, staff have used the following 
criteria and principles to guide thinking about the appropriate balance between the levers 
and the extent of change for each lever: 

• ensuring long-term financial prudence and sustainability - ensuring the council can 
continue to access capital markets on favourable terms to finance the investments 
required progress its long-term objectives, and avoid placing an unsustainable debt 
burden on future ratepayers   

• honouring contractual commitments – avoiding the cost and any other adverse 
consequences of cancelling in-flight projects or long-term operational contracts. The 
extent of change may require some contracts to be reviewed, varied or renegotiated, but 
unilateral cancellation of contracts should generally be avoided. 

• protecting public health and safety – ensuring changes do not result in unacceptable 
risks to the health and safety of our community  

• preserving asset integrity – ensuring short-term changes do not lead to severe and 
irreversible long-term declines in the condition of critical assets.  

• statutory obligations – ensuring we are able to continue to comply with key legislative 
requirements for the provision of council services.  

• Māori outcomes – ensuring that we continue to honour our commitments to Māori and 
that we continue to act in accordance with our statutory provisions relating to Te Tiriti o 
Waitangi.  

• jobs and employment – minimising the impact of changes on jobs and businesses in 
Auckland. While a material impact is now unavoidable, different changes have different 
impacts on employment outcomes. Where possible, preferences should be given to 
budget changes with the least impact on employment outcomes for Auckland, regardless 
of whether or not the council group is the employer. 

• ease of implementation - some changes can be implemented quickly and easily, while 
others will be long, complex and less certain. Where possible, preference should be 
given to the budget changes that are quick to implement and have less implementation 
risk. 

• protecting the most vulnerable - some changes may have material impacts on the most 
vulnerable people within our community. Such changes should be avoided or minimised 
wherever possible.  
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• supporting our communities – the council plays a key role in supporting a number of 
community organisations. Some of these organisations are facing a greater increase in 
community need while their other funding sources are at risk. Wherever possible, 
changes should at least avoid making these community groups worse off.   

• climate change – different changes will have different implications for climate change. 
Budget changes that slow or reverse our progress in this critical area should be avoided 
wherever possible. 

Use of debt 

24. As discussed above and set out in the budget update to this committee on 14 May 2020, 
staff consider that that the latest budget position based on a “most likely scenario” and 
mitigations identified to date would not be a prudent and sustainable position without further 
mitigation.  

25. Relying solely on the use of debt would be a significant departure from the council’s current 
strong commitment to long-term financial prudence. This path could lead to higher borrowing 
costs, reduced access to debt markets and a reduced ability to progress long-term strategic 
objectives while keeping costs affordable for future ratepayers. Debt is also a financing not 
funding tool, needing to be repaid and so creating a longer term obligation on future 
ratepayers.  

26. Given the high degree of uncertainty, in addition to analysing the “most likely scenario”, staff 
have also considered a “more optimistic” and a “more pessimistic” scenario.  

27. The “more optimistic” scenario assumed health outcomes well under control, strong 
business confidence, rapid economic recovery and borders reopening sooner than currently 
anticipated. The reduction in council revenue would be around $400 million rather than the 
$550 million in the “most likely scenario”, and the net operating gap would likely be $275 
million rather than $400 million. 

28. The “more pessimistic’ scenario assumed a surge in cases leading to two more months of 
lock down (at alert level 3 and 4), weak business confidence, slower economic recovery and 
borders closed for longer. The reduction in council revenue would be around $780 million 
rather than the $550 million, and the net operating gap would likely be $600 million rather 
than $400 million. 

29. The following chart shows the impact the different scenarios are projected to have on the 
group’s debt to revenue ratio. Without further mitigation, all three scenarios would see the 
debt to revenue ratio exceed the 270% debt policy limit for at least four years. However, the 
peak in 2021/2022 varies considerably, indicating that adverse circumstances could 
increase the ratio by 20% in that year compared to the “most likely scenario”.    

 



Emergency Committee 

21 May 2020 - CONFIDENTIAL   
 

 

CONFIDENTIAL:  Emergency Budget Proposal for Consultation Page 9 
 

It
e
m

 C
1

 

 

 

30. Financial scenario modelling also indicates that there is no viable option to operate within 
existing debt policy limits in 2020/2021. The same is true of complying with the balanced 
budget test set out in the Local Government Act 2002. The extent of mitigations required to 
achieve these outcomes would be well beyond the scope of what is envisaged in this report.  

31. Not complying with the balanced budget test means that operating revenues are not 
sufficient to cover operating expenditure including depreciation. In the council’s Revenue 
and Financing Policy and 10-year Budget, the policy requirement is to fund 85% of 
depreciation in 2020/2021. The consequence of not complying with these financial policy 
requirements is an over reliance on debt funding to pay for operating costs and asset 
renewals, which over time would become unsustainable.   

32. Staff consider that in the circumstances, it is entirely prudent and indeed necessary to 
temporarily depart from these policies. The intent of the policies and the related legislation is 
to promote long-term financial sustainability, not to require rigid adherence to fixed policy 
settings in time of crisis.  

33. Legislation expressly permits the council to make a departure from its financial policy 
settings provided that each of the following requirements are met: 

i) the council formally resolves that it is prudent to do so 

ii) material budget variations from the 10-year budget are subject to public 
consultation 

iii) the decision is disclosed in the council’s annual report. 

34. On 16 April 2020 the Emergency Committee agreed in principle that priority should be given 
to maintaining investment and critical services over strict compliance with financial policies. 
What is required now is to pass a formal resolution about financial prudence and agree the 
extent and duration of the departure from the debt policy limit for consultation purposes.   

35. After considering all relevant factors, staff recommend that the draft budget for consultation 
should include a projected debt to revenue ratio of around 290% for 2020/2021, reducing to 
270% in 2021/2022. This would be consistent with the resolution passed on 16 April 2020 
that the Emergency Budget should maintain a strong commitment to long-term financial 
prudence.   
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36. It could be argued that a budget with a projected debt to revenue ratio closer to 300% for 
2020/2021 would represent a better balance between maintaining long-term financial 
prudence and maintaining investment and critical services. However, given the high 
uncertainty and the sensitivity analysis above which suggests the ratio could be up to 20% 
higher than projected if circumstances change, staff consider that the budget ratio should be 
set at around 290%. This will allow the council to be confident that the actual ratio will not 
exceed 300% as things change over the course of the year, and provide the council with the 
time necessary to consider further budget changes in-year should it become necessary.    

Capital expenditure budgets 

37. Staff have considered three possible group capital investment scenarios for 2020/2021. In 
each scenario, priority is first given to investments already contractually committed, then 
investments necessary to meet statutory requirements and critical renewal requirements and 
then finally investments to cater for growth and service level improvement. The three 
scenarios are: 

$2.5 billion scenario – this is the current budget position. While Auckland Council, Auckland 
Transport and Watercare have all identified sizeable reductions in their intended work 
programme for next year (including their intended catchup for projects that have now been 
delayed from this  financial year), this revised programme is only about $50 million less than 
the assumed group capex delivery for 2020/2021 provided for in the group budget. Staff 
consider that funding issues aside, it is highly credible that a group programme of this size 
could be delivered over the next year given recent delivery rates, existing contractual 
commitments and the amount of preparatory work already completed.  

$2.3 billion scenario – this scenario represents a $280 million reduction in group capex 
delivery for 2020/2021 relative to the current budget position. For modelling purposes, a 
similar reduction is also assumed for the following year. While this scenario would see many 
projects and programmes delayed or stretched out over a longer timeframe, it would still 
represent a significant increase relative to the $1.6 billion of group capex delivered on 
average over recent years. At this level, most existing contractual arrangements would still 
be able to be honoured but there would be noticeable impacts on service levels and the 
timeframes for achieving key council objectives. Some major projects that are not yet 
committed would be delayed and there would necessarily be less investment in renewal and 
safety programmes than previously planned. The proposed changes from the current budget 
position, and the impact of these changes are set out in Attachment B.          

$1.9 billion scenario - this scenario represents a $700 million reduction in group capex 
delivery for 2020/2021 relative to the current budget position. For modelling purposes, a 
$300 million reduction is assumed for the following year as delivery ramps back up to 
previously planned levels. While this scenario remains above historical delivery levels, it 
would be challenging to achieve this while honouring all existing contractual commitments. 
Some contracted projects would need to be slowed down with variations to contracts 
negotiated. Other contractual commitments may need to be broken entirely, leading to 
higher costs and significant reputational damage in the construction market. Staff have not 
yet been able to develop a proposed group programme at this level, partly because of the 
difficult contractual issues that need to be properly considered. As a consequence of the 
commitments, achieving a $1.9 billion scenario would require delaying most new projects 
that have not yet commenced as well as making significant reductions to programmes such 
as safety and renewal programmes. This could have significant health and safety 
implications and would fail to meet many of the criteria outlined above. Therefore, this 
scenario is not recommended.             
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38. Watercare have advised that existing contractual commitments and new projects that must 
be commenced to deliver to Watercare’s statutory obligations mean that a capital spend for 
2020/2021 any lower than previously submitted would not be achievable. They noted that 
Auckland is in an unprecedented and severe drought and advised that constraining 
Watercare’s capital programme any further will put at risk core lifeline services for water 
supply and wastewater collection. For this reason, the second scenario above has been 
revised up to $2.3 billion from the $2.2 billion previously reported to this committee. 

39. In addition to contractual issues and the near-term service level trade-offs associated with 
reduced capex delivery, Auckland Transport have raised several longer-term concerns 
including:  

• a significant reduction in Auckland Transport’s capacity to deliver projects, with 
significant job losses, which will be slow and expensive to rebuild in the future 

• the loss of construction industry capacity and capability in Auckland which will take years 
to rebuild 

• increased roading maintenance costs in medium term as a result of deferred renewals  

• slower progress with achieving intended reductions in emissions and deaths and serious 
injuries on Auckland’s roads 

• significant reputational issues associated with reduced responsiveness to communities 
and stakeholders, with many of these projects already publicly consulted on 

• reputational risk due to unused Regional Fuel Tax revenue which will continue to 
accumulate (albeit at a slightly reduced rate). 

40. The advice of the council’s Chief Economist is that it is critically important to continue to 
invest in quality capital projects at this time to stimulate the Auckland economy, both in 
terms of maintaining business confidence, and the flow-on impact of this spending through 
the economy.  

41. In his professional opinion, the economic benefit that this would stimulate compared to 
reducing the rates burden cannot be underestimated. A lower rates bill in times of economic 
nervousness, will generally be banked to pay off debt. It will play almost no role in 
stimulating more confidence or economic activity. But spending that achieves the twin goals 
of supporting direct employment and enabling significant further downstream employment 
should be supported wherever feasible. 

42. The Chief Economist considers that investing in capital projects with demonstrable 
downstream or catalysing benefits is particularly helpful. Investment in infrastructure such as 
pipes and roads will generally enable more house-building activity. Town centre upgrades 
bring people back into those town centres. Transport upgrades that do both of these two 
things again should be prioritised. They have much more stimulatory power than adding 
more staff or people-oriented programmes. With the Canterbury rebuild, there was a key 
missed opportunity in terms of government not fulfilling a catalyst role in restoring confidence 
and stimulating private sector activity.  

43. Overall, staff consider that there is a compelling case for council to continue with as much 
capital investment as it is prudently able to do so. The $2.3 billion scenario is considered to 
be the appropriate balance between maintaining investment and maintaining long-term 
financial prudence. Staff therefore recommend the $2.3 billion capex delivery budget for 
2020/2021 as outlined in Attachment B is included in the draft Emergency Budget for 
consultation under the 3.5% rates increase option.  
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44. Staff consider that there is also a compelling case for central government to support ongoing 
high levels of capital investment in Auckland.  That may well eventuate in due course 
through processes such as the “shovel ready” projects initiative. However, there is not yet 
enough certainty or clarity of the outcome of any such processes for us to include a budget 
assumption about this in the council’s draft budget. The Office of the Auditor General has 
previously given clear guidance that any such budgetary assumptions must be supported by 
strong evidence that demonstrates the assumption is reasonably likely to occur.            

45. Under the 2.5% rates increase, further capital expenditure mitigation is required to offset the 
$45 million of lost debt headroom associated with the $17 million further revenue reduction.  

46. After considering which areas are most constrained and least constrained by contractual 
commitments in the $2.3 billion capital programme, staff recommend the following further 
capex delivery changes for 2020/2021 be included in the draft Emergency Budget under the 
2.5% scenario: 

• $10 million further reduction in the community investment programme. This would 
include further timing changes for regional park renewals such as deferring upgrades of 
tracks, toilet facilities and accommodation. It would also include further reductions in 
renewals of local assets like community halls and playgrounds, resulting in risk of closure 
of some facilities 

• $20 million deferral for transport growth and improvement programmes ($10 million debt 
reduction after adjusting for NZTA subsidies). This would mean delaying investment in 
walking and cycling projects. It would also mean deferring the remaining local road 
sealing and local board programmes so that none of these are progressed next year 

• $20 million further reduction in Auckland Transport’s planned renewal and safety 
programmes, (a $10 million reduction in debt requirement after adjusting for NZTA 
subsidies). These programmes will have to be further prioritised next year, but there will 
inevitably be implications for asset conditions, future maintenance requirements and 
deaths and serious injury reduction targets    

• $5 million reduction in RFA’s capital investment on critical facility renewals, leading to a 
risk that one or more facilities may temporary close or provide reduced service    

• $10 million of further deferrals for Panuku’s town centre development programme. 

47. For rates increase scenarios below 2.5%, the kind of further reductions envisaged under the 
$1.9 billion scenario would be required. This would likely lead to the need to break many 
existing contractual arrangements, significant reductions in service levels, safety and asset 
condition and would substantially erode capex delivery capacity in Auckland for years to 
come. It would also fail to bring the wider economic benefits that are desperately needed by 
businesses and employers in Auckland right now.    

Operating expenditure budgets  

48. The current budget position reflects a $150 million reduction in operating expenditure due to 
both the direct impacts of COVID-19 disruption and reductions in discretionary expenditure 
to help mitigate the financial impacts of the situation. While large, this only serves to offset a 
portion of the $550 million projected revenue reduction in the “most likely scenario” giving 
rise to the projected $400 million reduction in net operating cashflow. 

49. The analysis in Attachment A shows significant reductions in expenditure for Regional 
Facilities Auckland, Ports of Auckland and ATEED which are directly related to the reduced 
revenue and activity from COVID-19 disruption. In terms of discretionary savings, Auckland 
Transport moved early to announce significant reductions to its operating expenditure on 
staff costs and professional services. The other CCOs also submitted budgets with some 
reductions in staff cost and other discretionary costs.   
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50. The biggest single movement in operating expenditure has been the $120 million of savings 
for Auckland Council, although some of that has needed to first cover a remaining efficiency 
target and some operational cost pressures. Nevertheless, it is a sizeable number with 
sizeable impacts for both staff and our community. With savings of this magnitude, the 
Auckland Council organisation will get smaller and it is not possible for reductions to only 
touch back-office functions as opposed to having some impact on frontline services.   

51. The list of savings items included in the $120 million are set out in Attachment C. Notable 
examples include: 

• workforce cost reductions through voluntary pay reductions, consideration of options for 
this year’s pay review (including whether it should be limited or dropped altogether), 
reducing the staff training budget by half, and a review of Auckland Council’s operating 
model with an expectation of a reduction in permanent staff numbers 

• reductions in the budgets for professional services consultancy and travel costs 

• lower interest and insurance costs 

• reductions in some discretionary regional grants budgets of about $4 million or around 
10% of the regional grants budget for non-essential projects or events. This includes the 
Regional Natural Environment Fund, Water Protection Fund, Sports and Recreation 
Facilities Investment Fund, Regional Events Fund and the Regional Historic Heritage 
grant 

• reductions in stormwater maintenance levels 

• operational efficiency opportunities in the areas of animal management and consent 
processing. 

52. Because these savings (including the $120 million) are already included in the current 
budget position, further operating expenditure reductions are required to reduce the 
projected $400 million net operating cashflow deficit.  

53. Reducing this operating gap to zero will not be possible, so debt funding will temporarily 
need to be used to fund operating expenditure. This is not a prudent approach long-term and 
in the short-term, debt funding of operating costs should be minimised where possible.  

54. Because back office costs have already been significantly reduced, further reductions in 
operating expenditure will almost certainly affect service levels. Because the revenue 
problems are primarily affecting the 2020/2021 financial year, temporary rather than 
permanent reductions in service levels may be adequate to prudently manage through this 
situation.  

55. The implications of service reductions depend greatly on the particular area of spend. Many 
reductions will impact on jobs, either within council or across the wider Auckland economy. 
The nature of many services provided by or on behalf of the council are associated with 
lower paying jobs, so some service reductions may have a disproportional effect on lower 
income households.  In addition, many grants and community services provided by the 
council help support the communities in Auckland that are most in need so reduction in 
these areas could have a significant impact on those communities.       

56. After reviewing elected member feedback on the Emergency Budget received to date, and 
the latest responses back from the CCOs, staff have developed a list of additional savings 
and possible temporary reductions in services that could provide up to $100 million of 
operating cost mitigation. This list is set out in Attachment D. 

57. While the advice of our Chief Economist that spending on operating activities will not have 
the same economic stimulatory impact as capital investment, staff consider that service 
reductions of $100 million or more (on top of the savings already in the current budget 
position) would have unacceptable social and community impacts.     
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58. Staff therefore recommend that in the 3.5% rates increase scenario, a package of $54 
million of further savings and temporary service level reductions be included in the draft 
Emergency Budget for consultation. This package is detailed in Attachment D and includes: 

• a target for removal of duplication across organisations in the group  

• additional savings in staff costs and discretionary expenditure for Auckland Transport, 
RFA and Panuku  

• temporary reduction in some public transport services and a delayed introduction of new 
services 

• additional transport enforcement measures resulting in improved safety, improved trip 
times for buses, high occupancy vehicles and freight, and increased revenue 

• fewer shows and cultural performances delivered through Auckland Live and further 
cancellation of exhibitions at Auckland Art Gallery  

• reduced project readiness work for Panuku’s development projects   

• a lower level of new funding to support for the 36th Americas Cup and other 2021 events 
in terms of event activation and promotion, traffic management and additional event-
related public transport services 

• a 10% reduction in Local Delivered Initiatives (LDI) operational funding.   

59. A further package of $21 million additional temporary service level reductions is 
recommended to be included in the draft Emergency Budget for consultation under the 2.5% 
rates increase scenario. This further package includes: 

• a 20% reduction in LDI operational funding rather than 10%  

• reduced open space maintenance standards through reduced footpath cleaning, closing 
some public toilets and removing litter bins to reduce emptying costs 

• reduced maintenance and cleaning of public spaces at the city centre waterfront   

• temporary removal of some public transport fare concessions and introducing car 
parking charges at park and rides.  

• reduction in regional grants funding.  

60. For rates increase scenarios below 2.5%, the further reductions of the kind shown in 
Attachment D would be required to increase the saving in operating costs to $100 million or 
more. This could include: 

• delaying the start of implementing a living wage policy for contracted cleaners  

• not continuing support for the Housing First programme  

• delaying the climate change initiatives proposed in the first round of consultation  

• delaying the foundation work for climate change interventions proposed in the first round 
of consultation 

• not resuming inorganic collection services for a year, potential leading to increased 
illegal dumping 

• permanently closing and vacating some community facilities with low utilisation rates 

• reduced road and footpath maintenance standards for a year, with potential risks to 
safety and whole of life costs  

• reduced economic development activities delivered by ATEED, making Auckland 
businesses and employers more reliant on central government’s economic development 
activities   

• delaying the implementation of initiatives to progress Māori outcomes (e.g. marae 
development). 
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61. Staff have not yet been able to identify operating reductions that would enable a cost 
reduction of more than $100 million.  However, it is clear lower rates increase scenarios 
would result in significant impacts on core council services and unacceptable implications for 
climate change, Māori outcomes and supporting the most vulnerable in our community. It is 
estimated that a 0% rates increase would result in council job losses of the order of 900 staff 
members.  

Asset recycling  

62. Asset recycling is an important lever for the council as it can allow capital to be invested in 
the most strategically important activity. This is an aspect that both credit agencies and 
central government consider when assessing Auckland Council’s financial position. 

63. Asset recycling has been underway since amalgamation.   At amalgamation Auckland 
Council received a number of assets (property, investments, business operations) from 
legacy councils and over time there has been some rationalisation activity.  In 2015 the 
council received advice from EY and Cameron Partners (reports on Alternative Sources of 
Finance), with some further rationalisation then occurring. 

64. The 10-year budget has financial targets from asset recycling (excluding asset sales linked 
directly to specific projects and programmes such as the unlock and transform programme). 
These targets are as follows: 

Proceeds 
($m) 

2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 

Budget 24 24 24 20 20 20 20 20 20 20 

Actual 44          

 

65. The Emergency Budget provides an opportunity to increase the budget targets and 
accelerate asset recycling to reduce the debt requirement. However, this may require an 
alternative approach to approving property disposals.   

66. An analysis of the key asset recycling opportunities is set out in Attachment E. There are 
three broad categories of potential asset recycling opportunities: 

a) Accelerate sale of property (includes Panuku rationalisation pipeline) 

b) Consider ongoing investment in non-core commercial assets 

c) Further optimisation of service property. 

67. Each recycling option differs in their liquidity – how quickly the asset can be converted to 
cash.   Shares (e.g. in Auckland International Airport) are very liquid with an active market, 
sale of property less so; particularly with the anticipated recession.  The timing of when 
proceeds may be realised is a key consideration to meet the budget parameters. 

68. The current economic environment may result in less value being realised than if a sale 
occurred last year.  This is hypothetical and not relevant as the opportunity for asset 
recycling is part of a trade-off against other financial levers (debt, capital, operating cost).  
However, some of the opportunities have a long lead time and this is a key consideration 
when assessing the ability to meet the budget parameters. 

69. A review of the potential opportunity to sell and lease back 135 Albert Street has previously 
concluded that any benefits to the council’s financial position would only be marginal. This is 
primarily because the resulting lease obligation would be factored into the council’s debt to 
revenue ratio. It would effectively result in lower debt levels but a similar increase in debt-like 
financial obligations.   
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70. The broader implications of asset recycling will vary according to the specific opportunity. 
Simply transferring ownership of an asset will not generally impact employment and 
business activity in the same way that reduced capital or operating expenditure would. The 
impact on the community will vary, but often the impact is a potential lost opportunity to 
possibly use that asset for some unspecified alternative use in the future.  

71. Attachment E identifies $250 million to $350 million of near-term opportunities for recycling 
capital from assets classed as both non-strategic and non-service assets. This is comprised 
of $200m of land, building and leasehold interests and $50m to $100m of opportunities 
related to city centre car park buildings. 

72. Staff recommend that an additional asset recycling target of $200 million for 2020/2021 be 
included in the Emergency Budget for consultation for both the 3.5% and 2.5% rates 
increase options. Achieving this target within this timeframe will be challenging, requiring a 
clear political mandate and different approach to approval. 

73. Under the lower rates increase scenario, further asset recycling opportunities may need to 
be considered to maintain long-term financial prudence and sustainability. This could include 
looking at the ownership of strategic assets.       

Proposed draft budgets 

74. The combined impact of all the recommended budget changes under the 3.5% rates 
increase scenario on group budgets is set out in Attachment F.  This information will form 
the basis of financial projections in the consultation materials, with the incremental 
differences shown for the 2.5% rates scenario.  This is necessary because the material must 
present one set of base budgets for information, but this does not imply in any way that the 
3.5% option is preferred over the 2.5% option. The 3.5% option has been selected as the 
base purely because it reflects the status quo position in the current 10-year Budget.     

75. Debt modelling indicates that the debt to revenue ratio after accounting for all of the 
recommended changes is projected to be 290% in 2020/2021 and 270% in 2021/2022 under 
each of the two rates increase options.  

76. The following table sets out an assessment of the overall proposed draft budgets against the 
criteria and principles outlined above for each of rates increase scenarios.  

Principle / criteria Key considerations with average rates increase of:  

3.5% 2.5% 1.5% to 0% 

Ensuring long-term 
financial prudence and 
sustainability  

While temporarily exceeding 
debt limits, the draft budget 
settings are prudent and 
signal a strong commitment 
to long-term sustainability.  

The additional mitigations in 
this budget scenario ensure 
long-term financial prudence 
is maintained.   

Further mitigations would be 
more difficult to implement, 
creating doubt about long-
term prudence. There would 
also be potential long-term 
damage to our reputation as 
a borrower as we are seen 
as willing to benefit 
ratepayers at the expense of 
bondholders.   

Honouring contractual 
commitments  

Most contracts would be 
honoured, with some delays 
and variations negotiated.  

Most contracts would be 
honoured, with some delays 
and variations negotiated. 

Some contracts may need to 
be broken leading to higher 
costs and significant damage 
to council’s reputation in the 
construction market. 

Protecting public health 
and safety  

Spending reductions 
compared to previous plans 
will result in less progress 
with improving public health 
and safety.  

Further spending reductions 
will further impact intended 
public health and safety 
outcomes. 

More substantial reductions 
are likely to lead to materially 
higher risks to public health 
and safety. 
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Principle / criteria Key considerations with average rates increase of:  

3.5% 2.5% 1.5% to 0% 

Preserving asset 
integrity  

The need to prioritise some 
renewal and maintenance 
budgets will increase asset 
risks. 

Further prioritisation will 
increase asset risks further 
and likely lead to higher 
costs over the medium term. 

Whole of life costs would 
materially increase as would 
the risk of critical asset 
failure.  

Statutory obligations  Statutory obligations able to 
be complied with. 

Statutory obligations able to 
be complied with. 

Increased risk of non-
compliance due to loss of 
internal capability and 
institutional knowledge. 

Māori outcomes  Māori outcomes able to be 
progressed as a key priority 
area. 

Māori outcomes able to be 
progressed as a key priority 
area. 

Some key initiatives such as 
marae development may be 
delayed. Reduced staff 
capacity and capability likely 
to result in slower progress 
with achieving intended 
outcomes.  

Jobs and employment  Lower capital and 
operational spending 
compared to previous plans 
will result in lower levels of 
employment within the 
council group and across the 
wider Auckland economy. 

Further spending reductions 
will lead to further reductions 
in jobs and employment. 

Significant spending 
reductions will lead to more 
significant reductions in jobs 
and employment. It is 
estimated that a 0% rates 
increase would result in 
council job losses of the 
order of 900 staff members.   

Ease of implementation  Significant organisation 
change will be required, and 
savings targets will not be 
easy to achieve.  

The challenges will become 
more difficult and 
implementation risk will 
increase.   

Extensive change will be 
required over an extended 
period of time. Highly 
complex contractual issues 
will need to be worked 
through.   

Protecting the most 
vulnerable  

Reduced employment levels 
will mean more people in 
need. Some temporary 
reductions in grants, 
community services and LDI 
funding may impact our most 
vulnerable communities in a 
time of greater need. 
Funding will need to be 
carefully prioritised to 
address the most critical 
needs.  

Further reductions in grants 
and LDI funding may further 
impact vulnerable 
communities. 

Significant spending 
reductions will further impact 
the most vulnerable. Not 
continuing funding for 
Housing First and delaying 
the extension of the living 
wage policy to contract 
cleaners will fail to provide 
support to where and when it 
is needed most.   

Supporting our 
communities  

Reduced staffing levels and   
reductions in some grants, 
community services and LDI 
funding will temporarily 
reduce our ability to support 
our local communities 
compared to current plans. 

Further reductions in grants 
and LDI will further reduce 
our ability to support our 
local communities. 

Significant spending 
reductions will further impact 
support for local 
communities. 

Climate change Reductions in discretionary 
budgets including staff and 
professional services may 
impact the council’s ability to 
progress climate change 
response actions from BAU 
budgets.  

Temporary reductions in 
some public transport 
services, temporary 
reductions in concessionary 
fares and delayed 
investment in walking and 
cycling infrastructure are 
likely to adversely effect 
Auckland’s carbon emissions 
in the near-term. 

Further spending reductions 
such as not proceeding with 
the foundation work for 
climate change interventions 
will further reduce the 
council’s ability to adequately 
respond to the climate 
emergency. Further delays in 
proceeding with PT and 
active mode infrastructure 
investment will further impact 
Auckland’s emissions. 
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Tauākī whakaaweawe āhuarangi 
Climate impact statement  
77. The key climate impacts of budget changes under the different rates increase scenarios are 

set out in the impact table above. 

Ngā whakaaweawe me ngā tirohanga a te rōpū Kaunihera 
Council group impacts and views  
78. The current budget position set out in this report and its attachments is based on budget 

information submitted by organisations from across the council group. Each of the CCOs 
engaged with their board of directors on their initial budget submissions.  

79. However, the need for the further potential mitigations considered in this report arose only 
recently, and so subsequent engagement with each CCO and their board of directors has 
had to follow a different process under very compressed timeframes.  That process is 
described in the context section above and the views of the CCOs are included throughout 
the body of this report.   

80. Further information and input will be sought from across the council group as the Emergency 
Budget 2020/2021 is finalised following public consultation. 

Ngā whakaaweawe ā-rohe me ngā tirohanga a te poari ā-rohe 
Local impacts and local board views  
81. The key impacts of budget changes on local communities under the different rates increase 

scenarios are set out in the impact table above. 

82. Information about the financial impacts of COVID-19 and the work to prepare the Emergency 
Budget has been shared with local boards throughout this process. Local Board Chairs have 
been included in a series of workshops to discuss these matters, including discussions on 
which council services and investments are more critical to their local communities and 
which are more discretionary.   

83. Local Boards have been invited to provide their specific views on the Emergency Budget to 
this committee. Those views will be presented in a workshop on 20 May 2020 and be 
reported separately to this committee.  

84. Part of the process for finalising the annual budget (including 21 local board agreements) will 
include further engagement with local boards to agree local activity budget changes and 
work programmes for 2020/2021. 

Tauākī whakaaweawe Māori 
Māori impact statement  
85. We understand that Māori are particularly vulnerable to the impacts of COVID-19. 

Opportunities are being considered to repurpose existing Māori Outcomes budget to support 
Māori-led responses to and recovery from COVID-19.  

86. The key impacts of budget changes on local communities under the different rates increase 
scenarios are set out in the impact table above. 

Ngā ritenga ā-pūtea 
Financial implications  
87. Financial implications are discussed in the body of this report, with further details set out in 

the attachments. 
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Ngā raru tūpono me ngā whakamaurutanga 
Risks and mitigations  
88. The high-level financial risks of the COVID-19 situation for the council group are discussed 

in the body of this report. 

89. The Audit and Risk Committee plays a key role in maintaining oversight and advising the 
Governing Body on the management of significant financial risks and the associated 
compliance matters, including whether or not a robust process has been followed. 

90. Staff reported to the Audit and Risk Committee on 14 April 2020 on the process, 
methodology and underlying assumptions used to assess the financial implications of the 
COVID-19 situation on the council group. The committee’s oversight role of these key 
matters is ongoing, with the next update to be provided to the committee on 26 May 2020. 

Ngā koringa ā-muri 
Next steps  
91. Decisions to adopt consultation materials, adopt the final budget and set rates will need to 

be made by the Governing Body as these matters cannot be delegated to a committee. 

92. Public consultation will take place from 29 May 2020 to 19 June 2020, with final budget 
decisions being made on 16 July 2020 and the final Emergency Budget being adopted by 
the Governing Body on 30 July 2020. 

93. Staff are also continuing to progress discussions with credit rating agencies and continuing 
to engage with central government officials on statutory compliance matters and 
opportunities for greater collaboration on capital investment in Auckland post-disruption. 

 

Ngā tāpirihanga 
Attachments 

No. Title Page 

A⇩  Analysis of budget movements 21 

B⇩  Recommended capex scenario 25 

C⇩  ELT $120 million savings 37 

D⇩  Potential operating service reductions 39 

E⇩  Asset recycling opportunities 41 

F⇩  Proposed draft budgets 51 

       

Ngā kaihaina 
Signatories 
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Authorisers Kevin Ramsay - Acting Group Chief Financial Officer 

Stephen Town - Chief Executive 

Phil Wilson - Governance Director  
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s(7)(2)(i) to enable local authority to carry on negotiations.  Refer Section 2.3 page 38 of 
consultation document

s(7)(2)(i) to enable local authority to 
carry on negotiations.  Refer Section 
2.3 page 38 of consultation documents(7)(2)(i) to enable local authority 

to carry on negotiations.  Refer 
Section 2.3 page 38 of 
consultation document
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s7(2)(i) to enable local authority to carry on negotiations
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s7(2)(i) to enable local authority to carry on negotiations

s7(2)(i) to enable local authority to carry on negotiations
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s7(2)(i) to enable local authority to carry on negotiations

s7(2)(i) to enable local authority to carry on negotiations
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