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• Direct a council to remake a rating decision if the council adopts a long-term 
plan with forecast rates outside its target range or adopts a rates resolution that 
is outside its target range. 

• Publish a report every three years on general trends, observations, issues and 
risks in the implementation of the model. 

• Provide guidance material for councils to support the process. 
• Support councils to apply the rates cap during a reorganisation process, 

including determining whether a reorganisation is significant enough to require 
the council to follow a reset process for applying the rates cap.8 

4. Cabinet has decided that there will be an interim regulator until the long-term regulator is 
funded and established (no later than January 2028). The interim regulator is to be the 
chief executive of MCERT. The interim functions will largely be focussed on monitoring 
councils’ rates increases between enactment of legislation and before the rates cap is 
fully effective from 1 July 2029.  

5. The Minister has decided, after consultation with relevant Ministers and under delegated 
authority that the long-term regulator will be a statutory officer, who is not the chief 
executive, within MCERT. He has issued drafting instructions for this to be included in the 
Bill. Cabinet confirmation of that delegated decision is required, and this analysis 
supports that Cabinet confirmation process. 

What oversight of decisions related to rating already exists or is developing? 

6. Councils are subject to different layers of oversight:  
• Local democracy: The Local Government Act 2002 (LGA) requires councils to 

explain and justify rates decisions to their communities, who have the option 
not to return elected members for another term if they disagree with decisions. 

• Audit: The Audit Office (AO) provides independent audit and assurance over 
local authorities’ financial statements, long-term plans, and performance 
information. 

• Central government stewardship: The Ministry of Cities, Environment, Regions 
and Transport (MCERT) has regulatory stewardship responsibilities in collecting 
and publishing information on councils’ long-term plans and performance.9  

• Minister of Local Government: the Minister has assistance and intervention 
powers under Part 10 of the LGA.  

7. The Government is introducing new economic regulatory oversight for water services and 
a bespoke regulatory regime for development levies. The Commerce Commission is the 
regulator for these functions. 

Policy problem  

8. Cabinet has agreed to a rates cap target range for New Zealand. It has also agreed to 
establish an independent rates capping regulator.10 A decision is now required on which 
entity should be designated to perform this function. This RAS does not consider other 
aspects of the rates cap policy. 

9. Feasible options differ in their independence, capability, cost, credibility. The options 
involve trade-offs and no single option is expected to perform equally well across all 
criteria.  

 
8 DIA briefing LG202611713, 22 April 2026 refers.  
9 Before 1 July 2026, the local government policy function sat within the Department of Internal Affairs. 
10 ECO-25-MIN-0189, November 2025, CAB-26-MIN-0099.01, March 2026. 
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10. A decision is therefore needed to identify the regulator that best balances these trade-
offs and supports the effective, efficient and proportionate operation of the rates capping 
regime.  

11. Selecting an inappropriate institutional model risks:  
• Weakening the effectiveness and credibility of rates capping decisions.  
• Imposing unnecessary costs or administrative burden on councils and 

central government.  
• Creating conflicts with the regulator’s existing functions or mandate.  
• Reducing confidence in the fairness, transparency, and robustness of the 

regime.  
12. A decision is therefore needed to identify the regulator that best balances these trade-

offs and supports the effective, efficient and proportionate operation of the rates capping 
regime.  

What type of problem or opportunity is this? 

13. This is an institutional design problem. While the policy intent of rates capping is set, 
there is uncertainty about the most appropriate institution for administering key elements 
of the regime. The issue is how to allocate regulatory powers so that the system:  

• Aligns with principles of good regulatory practice. 
• Supports democratic legitimacy at both central and local levels. 
• Can be implemented and sustained over time.  

Who are the regulated parties? 

14. The 78 local government authorities in New Zealand will be the regulated parties. They 
will be responsible for implementing and complying with the rates cap target range. The 
number of regulated parties may change, with structural changes more likely in the near 
term through the Simplifying Local Government proposal and related work.  

Objectives  

15. The objective of rates cap policy is to limit rates increases, while still ensuring councils 
can maintain essential services and plan for future infrastructure needs. The regulatory 
functions described in paragraph 3 are intended to support this.  

16. The objectives for regulatory oversight of the rates cap target range model are to: 
• Provide credible, transparent information about the target ranges for rates 

increases (including how they are set and whether councils are operating within 
them); 

• Complement existing processes for community participation in council 
decision-making;  

• Encourage and support compliance with the target ranges for rates increases;  
• Enable flexibility in exceptional circumstances; and  
• Monitor application of the rates cap against the objectives.11 

Consultation  

Ministerial and agency consultation  

17. The features and options for the regulator have been discussed with officials or staff from 
the Department of the Prime Minister and Cabinet, the Infrastructure Commission, the 

 
11 This reporting can be used by MCERT, as the policy agency, to suggest areas where Ministerial 
intervention, or legislative improvements might be warranted.  
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administering bankruptcies, investigating insolvent estates and exercising powers like 
examining debtors and recovering assets.15   

45. Operational separation would be maintained between regulatory decision-making and 
policy advice functions within the department, reinforced by the statutory officer being 
separate to the chief executive. “Back-office” functions would be provided by MCERT.  

46. The strengths of this option are: 
• Strong alignment with local government system and policy functions, as MCERT 

houses the Government’s local government policy functions. 
• Coordination with policy functions and decisions relating to significant local 

government spending and reason for rates increases (transport, resource 
management, housing) as MCERT houses those central government functions.   

• Efficient use of existing structures and lower establishment costs.  
• Avoids the need for interim and permanent regulator duplication (as Cabinet has 

confirmed that MCERT will be the interim regulator).  
• Supports integrated system stewardship and feedback loops, as MCERT already 

provides policy advice to the Minister of Local Government.  
• Supports the Government’s objectives for MCERT to be a one-stop shop for 

local government.  
• MCERT is subject to parliament scrutiny through select committee scrutiny of 

annual reviews and estimates.  
• The ability to provide surge support as needed from internal reprioritisation.  

47. The limitations of this option are:  
• Potential (but manageable) conflicts between rates capping function and other 

portfolio interests that rely on co-funding with local government. 
• Lower perceived independence than an arms-length entity, with perception of 

closer Ministerial influence.  
• Requires development of specialist financial capability.  

48. The estimated cost is  Costs 
are associated with the additional functions that MCERT will be required to undertake 
above existing functions, as well as recruiting and/or contracting specific expertise, and 
setting up new IT systems to monitor council compliance. Costs are based on other 
regulatory functions established within the Department of Internal Affairs (MCERT’s 
predecessor). This option is expected to be relatively simple to implement and carries low 
delivery risk.  

49. This option prioritises cost-efficiency, implementation certainty, and system integration, 
with a trade-off in perceived independence.  

Option Three – Local Government Commission   

50. Under this option, the regulatory functions outlined in paragraph 3, would be performed 
by the Local Government Commission (LGC). The LGC is an independent statutory body 
established under the LGA, governed by a board appointed by the Minister of Local 
Government. The LGC was established to make decisions on the structure of local 
government and to report on local government matters to the Minister of Local 
Government. They also have a role in promoting good practice relating to a local authority 
or to local government generally.16  

 
15 Insolvency Act 2006.  
16 Section 30(2)(b), Local Government Act 2002.  
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51. The LGC would integrate the rates capping functions alongside its existing 
responsibilities for local government reorganisation and advisory work. It would exercise 
decision-making through its board governance structure. 

52. An interim regulator (MCERT) would be required until funding is available for the new 
functions.  

53. The strengths of this option are that LGC has:  
• An existing focus on, and relationships with, the local government sector.  
• Experience engaging with councils on complex structural and financial issues.  
• Greater institutional separation from central government than a departmental 

model.  
• A purpose of promoting effective local government.  

54. The limitations of this option are:  
• It would require a shift to a more directive regulatory role, which may affect the 

LGC’s relationships with councils.  
• Potential (but manageable) conflicts with existing statutory functions where the 

LGC decisions intersect with councils’ rating systems.17 
• Additional governance complexity associated with a board structure.  
• Not subject to the same level of parliamentary scrutiny as departments or 

Crown entities, although is required to produce an annual report that is tabled in 
parliament.  

• Requires an interim regulator, increasing implementation complexity.  
55. Estimated costs are similar to the MCERT option  

, but additional transition costs would arise due to the need for an interim regulator. 
The costs are based on the LGC’s existing operating model of a permanent ‘secretariat’ 
supporting an independent decision-making body, with time-limited surge capacity. 
There may also be additional costs if surge capacity is required. The quantum is hard to 
determine as some workflows will be hard to predict such as reorganisation proposals 
and variations to the target range for exceptional circumstances.  

56. This option provides greater institutional separation than a departmental regulator and 
leverages local government expertise, but introduces additional complexity and transition 
costs. The LGC will also need to move their focus to rates resolutions as well as 
reorganisations.  

Option Four – Commerce Commission  

57. Under this option, the Commerce Commission (the Commission) would be responsible 
for the rates cap regulatory functions, as outlined in paragraph 3. The Commission is an 
Independent Crown Entity with responsibilities for competition, consumer protection, 
and economic regulation. The Commission’s proposed objectives, as outlined in the 
Commerce (Commerce Commission Reform) Amendment Bill18 are to promote:  

• competition in markets for the long-term benefit of consumers in New Zealand;  
• in the case of markets where there is little or no competition, outcomes 

consistent with outcomes produced in competitive markets for the long-term 
benefit of consumers in New Zealand; and  

• the confident and informed participation of consumers and businesses in 
markets.  

 
17 For example, determining community board arrangements that attract targeted rates, or making 
reorganisation decisions informed by expected rating impacts.  
18 Currently before select committee and subject to future parliamentary stages.  
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58. An interim regulator (MCERT) would be required until funding is available for the new 
functions. 

59. The strengths of this option are:  
• The Commission is perceived as having strong independence as a regulator.  
• It has established regulatory capability, including monitoring and enforcement 

functions for competition and consumer issues.  
• The Commission’s activities are scrutinised through the select committee 

annual review process.  
60. The limitations of this option are:  

• Does not align with the Commission’s statutory purpose or other functions, 
which focuses on competition and consumer regulation.  

• The exercise of the regulator’s functions will influence local government 
decision making and community outcomes, a contentious and subjective public 
policy area that focuses on broader public benefits compared to the 
Commission’s general focus on long-term consumer welfare.  

• The Commission will need to develop new capability in local government 
finance.  

• The Commission has limited ability to manage the surge capacity required.  
• Higher implementation and delivery risks, particularly given concurrent reforms 

(e.g. water services and development levies).  
• Potential reputational risk to the Commission’s core functions due to closer 

operational relationship with Ministers, than is so for the Commission’s other 
functions.   

• As with Option Three, more complex transition, requiring an interim regulator.  
61.  

 
Costs are based on the additional resourcing the Commission would require to take on 
new functions to administer, monitor, and report on the rates capping function. Costs 
estimates are drawn from another regulatory systems the Commission administers, 
drawing on similar activities in water, electricity, gas, airport services, and milk price 
monitoring, with adjustments reflecting the additional number of potential regulated 
parties and the indicative design of the regulatory process. 

62. This option prioritises perceived independence and regulatory credibility, but involves 
higher cost and potential risks related to organisational fit and delivery. 
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19 These are initial cost estimates based on current policy decisions, with a number of caveats because it is difficult to predict the extent of the regulator’s role for 
some functions. Costs will also be higher in the first three years as the regulatory system is established. 

Establishment and 

operating costs (central 

government). 
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N/A One-off + ongoing Cost estimates from 

departmental 

analysis. 

Administrative and 

compliance costs for 

councils. 

Not quantified  Medium – Ongoing reporting, variation applications, and 

compliance processes.  

One-off + ongoing  Expected regulatory 

compliance costs.  

Capability build (skills and 

systems). 

Included above Medium – Requires development of local government financial 

expertise and tools.  

One-off (front-loaded) Capability gaps 

identified.  

Indirect costs to ratepayers 

(through councils). 

Not quantified  Low-Medium – Potential additional consultation or remediation 

processes.  

Ongoing Likely second-order 

effects.  

Residual risk to perceived 

independence. 

N/A Medium – Regulator located within a department may be 

perceived as less independent, potentially reducing public 

confidence in decisions.  

Ongoing  Institutional design 

trade-off.  

Total costs  

 + 

unquantified 

compliance costs. 

 

Moderate    

Net impacts vs counterfactual  

Monetised   

  

   

Overall assessment  Benefits likely outweigh costs (qualitative judgement) – 

Enables effective delivery of regulatory oversight at relatively low 

cost, with manageable independence risks and high 

implementation certainty.  
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