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Accommodation options to support a more effective justice system and a safer New
Zealand
Proposal
1

On 9 April Cabinet directed the Department of Corrections (Corrections) to place its
planned procurement of a new prison facility at Waikeria into a state of managed delay
[CAB 18-MIN-0137 refers].

2

This paper discusses the different ways capacity can be added to the prison network,
taking into account our aspiration for a more effective criminal justice system. Following
on from this discussion a decision is requested to set out how we are going to manage
the medium term capacity shortfall we are projected to have.

3

To enable this decision to be prudent and the best investment it also proposes the
development of a prison network development strategy. This work will determine the
best combination of investment to reflect our ambition for the justice system and we will
need to decide if development at Waikeria should play a role.

Our goal
4

We have committed to reducing the prison population by 30 per cent over 15 years.
This task will not be easy, we will need to make bold changes to the way the justice
sector works as well as ensuring the wider social sector supports New Zealanders to
stay out of prison. These changes are not part of this paper. We also need to consider
how we shape the future of the prison network to support us achieving this goal. We
need to better enable the delivery of rehabilitation and reintegration which is Corrections
core contribution to our goal. Accepting the status quo will not be good enough, we
need to reshape the prison network and enhance its operating model.

5

If we look at today’s population figures we would need to have reduced the population
by just over 3,000 to achieve our goal. If we look out to 2027 we will need to have
stopped over 8,000 people coming to prison. Today’s decision is only a small part of the
plan. However, it will provide facilities that will contribute to the achievement of our goal

The current problem
6

The current prison network has a safe maximum capacity of 9,161, but there are
currently around 10,700 people in our prisons, placing the system under significant
pressure. Demand for prison places is projected to increase in future years, exceeding
the safe maximum capacity of the prison network by 2,877 places in 2021, increasing to
more than 3,400 places in 2022, and reaching 4,576 places by 2027.

10.4

adopting a human-centric operating model – relying less on physical design to
control and manage prisoner behaviour in favour of higher ratios of staff, more
regular human interaction, and support for more meaningful relationships with
whanau and support networks outside prison.

11

Achieving a prison network that supports these objectives will involve significant
changes to the operating model, resourcing, and profile of facilities in the corrections
system. It will take time and require significant investment across the system.

12

There are trade-offs to be made between costs and benefits, which we will need to
consider through our reform programme for the justice system. For example:

13

12.1

we could choose to rapidly phase out double bunking as a practice – this would
require the addition of around 3,000 new cells into the prison network

12.2

we could choose to house higher security prisoners in lower security
accommodation that is more normalised, and mitigate the increased security risk
by significantly increasing staff ratios and supervision

12.3

we could choose to incorporate a higher standard of mental health across the
prison network through a combination of new facilities and targeted intervention
in the education, professional development, and remuneration of clinical
professional staff, to deliver the higher staffing ratios seen in other jurisdictions.

Consideration of these trade-offs can form part of our long-term programme of reform,
but we also need to recognise that our ambitions for the corrections system cannot
progress while the system is in a severe state of overcrowding.

How additional capacity can be added to the prison network
14

Additional capacity can be added to the prison network by:
14.1

double bunking cells in existing facilities

14.2

bringing old facilities that have previously been retired back into service

14.3

adding new buildings to existing sites (including using planned new builds, rapid
build units, and self-care residences)

14.4

building new small and medium scale prison facilities

14.5

building new large-scale prison facilities, and

14.6

adding purpose-built mental health treatment units.

15

Demand for prison capacity could also potentially be reduced by building specialist
accommodation facilities in the community.

16

Advice from Corrections indicates that all or most additional capacity should be added in
the upper half of the North Island, reflecting current and projected demand from this
area. Corrections has also indicated that under current settings a large proportion of this
capacity should be high security, reflecting the security profile of people coming into the
system and that our reform programme will tend to reduce the lower security element of
the population first. See Appendix 2 for additional detail.

27.1

Planned new buildings are facilities designed specifically for a particular prison
site, and are constructed on-site. They can be developed to accommodate high
security prisoners, and can include bespoke features that support the effective
operation of existing prison site (including supporting rehabilitation outcomes).
These are purpose-built facilities with long design lives and typically take three
to four years to design, build, and bring into service.

27.2

9(2)(i)
The units currently being planned and deployed are suitable for a
range of security classifications. There are some limits on their usefulness for
higher security prisoners. They take around two years to bring into service.

27.3

Internal self-care residences are essentially residential style accommodation
similar to shared flats, and are designed to be used by prisoners who are
nearing release. They include shared kitchens, bathrooms and lounges, and are
designed to assist with reintegration by increasing residents' social skills,
personal responsibility and self-reliance before their release from prison. This
type of accommodation is only suitable for housing low and minimum security
prisoners. These units take around two years to build, integrate, and bring into
service.

27.4

External self-care residences are similar to internal self-care units, but are
situated outside the perimeter fence at a prison. These units provide residential
style accommodation but place a greater level of responsibility on prisoners,
balanced against the risk of having them outside the wire 3.

28

Much of the cost of these types of developments is not related to the new buildings
themselves, but rather the significant investment that is required to integrate them with
an existing prison site. These costs include site infrastructure (e.g. power, water, waste),
ancillary functions (e.g. kitchens, laundries and health facilities), electronic security and
surveillance systems, and work to make physical space for the buildings (e.g.
earthworks and moving perimeter fencing).

29

The average cost of a 120 bed rapid build modular unit is
based on
9(2)(i)
the experience of Corrections to date. These units become more expensive to add as
they are placed into less developed and more marginal areas of the prison estate,
requiring increasingly complex and expensive infrastructure enhancements.

3

An application of this type of accommodation is the Whare Oranga Ake units, which are provided at Spring
Hill Corrections Facility and Hawkes Bay Regional Prison. These provide kaupapa Māori environments that
help prisoners train for employment, find work, find accommodation on release and form supportive networks
with iwi, hapū and community organisations while strengthening their cultural identity. These units utilise
external providers (Choices Kahungunu Health Services and Raukura Haoura o Tainui) to deliver reintegrative
services.

Evidence indicates that they tend to be more successful for motivated and older
residents, where programmes are well designed, there are clear rules and expectations
in place, and they are located in low crime areas. There are also suggestions that they
can provide more humane and culturally appropriate environments, support health
outcomes, and help prisoners to reintegrate, including preparing them for work.
50

There may be scope to work with iwi partners to develop Community Residential
Facilities, or other forms of specialised accommodation in some parts of New Zealand.

51

However, while providing additional accommodation in the community would
undoubtedly support improved outcomes for people in the criminal justice system,
determining the extent to which such accommodation would provide a direct reduction in
the prison population is very challenging. There are a range of reasons for this,
including:

52

51.1

difficulty measuring housing need – the availability of accommodation can be
very fluid, changing in a short period of time, and the dividing line between
accommodation which is ‘adequate’ and ‘inadequate’ is not clear-cut8

51.2

the potential for a displacement effect – where new accommodation is filled by
people who would otherwise have used other existing (lower quality)
accommodation, rather than entering or remaining in prison

51.3

the potential difficultly transitioning offenders into other accommodation when
their sentences have been served, because of the wider shortage of affordable
accommodation

51.4

uncertainty about whether/when bail and sentencing decisions by judges and
release decisions by the Parole Board may actually be influenced by the
availability of suitable housing.

If we want to develop Community Residential Facilities or other community housing as
part of our response to pressure on the prison system, we will need to direct officials to
undertake further feasibility work to examine where and at what scale this type of
accommodation could be developed, and the potential cost.

We need to make a decision on our medium term approach to the capacity shortfall
53

We need to decide how we are going to manage the medium term problem with
capacity. The above information provides a clear picture of the options we have and the
tables in appendix 2 and 3 set out information on the location of the problem and the
assets we have to manage it.

54

In essence, we have a prison network that has very limited capacity to expand. The
options already in place have all but exhausted the flexibility to easily add more capacity
with lower cost solutions such as double bunking. This need for capacity has also
meant that we have inherited a prison network that is focused on survival rather than
rehabilitation and reintegration.

For example: a boarding house, caravan in someone’s backyard, or the home of elderly parents may or may
not be adequate, depending on specific circumstances.
8

55

To make our decision we need to balance the risks we face with the rising population
and the cost and benefits of the opportunities we have. The longer we delay making a
decision the greater the chance that we will not have capacity in place by the time we
need it. In short we need to make a decision and we need to make it now.

56

Given the current stretched state of the prison network, I believe we need a strategy for
developing the network that reflects and promotes what we want to achieve within the
justice system. This work will help guide our long term plan as well as our medium term
decisions. We also need to decide if a replacement for Waikeria Prison is part of our
plan.

57

A network development strategy following the key steps of the treasury programme
business case model could be developed in the next six months. The strategy would:

58

59

57.1

Clearly define the Government’s objectives for the corrections system, and its
role within a safer and more effective criminal justice system – this would be
informed by the wider reform work being led by the Minister of Justice, and local
and international evidence on best-practice in the design and operation of prison
networks.

57.2

Assess the current state of the prison network – both its operating model and its
infrastructure – and identify the gap that must be bridged by the strategy. This
gap is the problem or opportunity that the strategy must address through its
recommendations. An agreed framework would be created to assess the merit
of possible response options.

57.3

Analyse the full array of options available to address the gap and deliver on the
Government’s objectives. This would include different operating models and
different infrastructure, and be underpinned by a practical need to address
capacity pressures.

57.4

Present recommendations for change and investment based on the results, and
outline funding requirements, how delivery would occur, how governance would
be configured, and how benefits would be measured.

The development of this strategy would be informed by a panel of international experts
that I have already convened to advise on the development of a potential new facility at
Waikeria. This panel comprises:
58.1

Professor Alison Liebling – Professor of Criminology and Criminal Justice,
Director of the Prisons Research Centre, University of Cambridge

58.2

Professor Yvonne Jewkes – Research Professor of Criminology specialising in
prison architecture and design, University of Brighton

58.3

Robert Jennings – Expert Consultant on Prison Operating Model design and
former Prison Director and Senior Corrections Administrator, WA Australia.

I propose that Corrections starts work on this strategy, by presenting a Strategic Case to
a group of Joint Ministers in July that would encompass the stages outlined in 57.1 and
57.2 above. An update would be provided to Cabinet when analysis on investment
options has been completed in September 2018, and again when a full strategy and
recommendations had been developed in December 2018.

Our medium term decision
60

The older parts of Waikeria Prison are in poor condition and are not conducive to the
safety of staff or prisoners or to rehabilitation. We need to replace Waikeria Prison as
part of our medium term capacity approach, but we will not build an American-style
mega prison. From the beginning of April, the Waikeria procurement has been refocused
on options that better reflect our future vision - 1,000 prisoner places and 500 prisoner
places – both including provision for enhanced mental health service delivery that has
the capacity to treat a further 100 prisoners.

61

The design for Waikeria would provide:

62

61.1

significantly improved access to prisoners for treatment of mental health needs
by providing excellent health and case management facilities;

61.2

living quarters configured as a set of small therapeutic community environments
of 80-120 prisoners.

61.3

a large number of high quality spaces where education and rehabilitation can
occur;

61.4

healthcare facilities on every accommodation unit, alongside a larger central
health facility; and

61.5

an extensive industries complex where vocational training and NZQA
qualifications will assist with jobs on release.

The operating model and the design response to it are in the process of being reviewed
by the panel of international experts referred to earlier. Insights gained from the review
and ongoing engagement with the panel will be used to refine the operating model and
inform final design. If we include a new facility at Waikeria as part of our decision, we
can be confident that it can be delivered relatively quickly and that it is consistent with
our future vision for the prison network.

Options
63

We have three options to deliver beds in the medium term.

Option 1 – Deliver all required beds through the network development strategy
64

We could cancel the current procurement process and rely on the network development
strategy described above as a vehicle for determining how we will address the capacity
gap in 2021/22 and beyond.

65

Cabinet previously agreed to initiate earthworks preparation on the site to a value of
$10 million [CBC-17-MIN-0080 refers] and agreed to underwrite the bid costs of the
preferred bidder Cornerstone Investment Partners (CIP) as a way of keeping it engaged
[CAB 18-MIN-0137 refers]. The value of this cost underwrite will be 9(2)(i) at the
end of May 2018, which is payable to CIP if the procurement is cancelled.

66

This approach would create complete reliance on the network development strategy, as
it would need to deliver proposals in December 2018 to completely address the capacity
gap from 2021 and beyond, with only three years for these to be brought into service.

67

In the event that no further development is undertaken at the Waikeria Prison site,
around $80 million will need to be spent on core infrastructure at the site, to allow it to
continue operating beyond 2022. Core infrastructure upgrades that are required include
full replacement of wastewater, potable water, and stormwater infrastructure, and high
voltage electricity infrastructure.

Option 2 – Replace existing facilities with a 500 bed facility at Waikeria, a purpose-built mental
health facility and the remaining required beds through the network development strategy
68

We could use the current procurement to provide a 500 bed facility at Waikeria as well
as 100 bed mental health treatment beds. The network development strategy would
determine the nature of other capacity we will need to address the capacity gap in
2021/22 and beyond.

69

The cost of this facility would be subject to negotiations, and depend on the design of
this facility, though Corrections estimates that a facility of this scale and feature set
would cost 9(2)(i) . This facility would be delivered in 2022.

70

This cost would also allow for the addition of a purpose-built mental health treatment
unit. This would provide around 100 places, taking the total number of additional beds to
600.

71

Pursuing this option will require us to continue operating the marginal9 Waikeria Top Jail
as a stop-gap measure to manage capacity pressures while other capacity is brought
into service. The current designation for Waikeria does not permit any changes to the
form or footprint of the Top Jail because it is not in the zone designated for construction
or redevelopment. This means that it cannot be modified to materially improve its ability
to support staff and prisoner safety, prisoner rehabilitation, or its overall design, which is
poor by modern standards.

72

I have identified a minimal refurbishment of the jail costing $25m as the best approach to
keep this building open. This would involve making essential upgrades to Waikeria site
services (water and power services) so that operation of the Top Jail can continue as a
stop gap measure. It would also include assessing changes that could be made to
improve the prisoner yards. This would recognise that the jail is likely to be one of the
first pieces of low quality capacity in the prison system to be retired when we start to
reduce the prison population or introduce alternative capacity responses.

Option 3 – Build a 1,000 bed facility at Waikeria and use the network development strategy for
any remaining capacity need and for longer term decisions
73

9

We could use the current procurement to provide a 1,000 bed facility at Waikeria, to be
delivered in 2021. The network development strategy would be used to determine the
nature of any further capacity we need to address the capacity gap in 2021/22 and
beyond.

The ongoing operation of the Waikeria Top Jail presents a risk to Corrections and the Government, as it
provides living conditions that might be considered inhumane. The jail includes cells that are too small,
insufficient in-cell amenity and privacy, poor learning and rehabilitation environments, substandard security and
surveillance systems, cramped and unsafe staff facilities, and poor protection against prisoner self-harm.

74

The cost of this facility would be subject to negotiations, though Corrections estimates
that a facility of this scale and feature set would cost 9(2)(i) .

75

The facility would also include a purpose-built mental health treatment unit.

Preferred package
76

I believe option 2 provides the best balance between certain capacity, new purpose-built
mental health beds, and the development of alternative flexible solutions that can be
delivered across the country. Without prejudicing the work on the strategy, my
preference would be providing internal and external self-care across as many sites as
possible while also looking at adding some community housing into the mix.

77

This package would give us a new facility built to high standards and focused on
rehabilitation and reintegration where we need it. When we are successful at reducing
the prison population we will be able to close the old Waikeria Prison as well as other
older facilities. It also provides the opportunity to add capacity across the estate to
support local reintegration and this flexibility will allow us to begin to guide the network
towards one that better fits with our vision. This flexibility will allow us meet the capacity
gap remaining after the legislative changes proposed in the accompanying Ministry of
Justice paper as well as those agreed following the Justice Summit.

78

Option one increases our risk by solely relying on finding space in the current network to
increase our capacity. This means we may not end up with the capacity we need when
we need it. This option also provides the highest cost uncertainty, this option could
potentially be the most expensive way of adding capacity. On the positive side, it would
provide us with the most flexibility for where and what we have, however, I do not
believe this degree of flexibility is worth the risk of failing to have capacity where and
when we need it.

79

Option three delivers the opposite issue to option one, it provides better cost certainty
and value for money but at the cost of flexibility. As we will need to change the network
and how it operates
I do not believe this is a
9(2)(f)(iv)
worthwhile trade off.

Risk considerations
80

There are a number of risks we need to recognise as we consider our decision-making
on Waikeria.

81

It is difficult to make accurate projections about the prisoner population over a time scale
that is relevant for capacity development. The current 2017 projection could understate
or overstate the future. These variances should be planned for by having capacity to
cope with an unforeseen increase. This mitigation forms part of the buffer normally held
when the network is operating at or below the safe maximum capacity. Our justice sector
strategy should not be so finely balanced that a negative forecasting variance puts it at
risk.

82

There is then the risk associated with reform of sector settings and practices. If we
assume the projection is accurate and elect to proceed with the Waikeria development
at a scale of 1,000 prisoner places, we are relying on our programme of long term reform
to deliver at least a 1,000 reduction in the projected prisoner population by 2021, and for
it to go on to deliver a further 1,700 reduction by 2027.

83

If we achieve the medium and long term reform objectives, there is the residual risk
associated with our approach to the capacity gap. In our approach we are accepting
that the prison network will continue to operate above safe maximum capacity, even if
our response strategy of 2,000 is successful. This is because the capacity gap (as
defined using current settings for safe and effective operation of the prison network) is
larger than our response strategy.

84

Over and above the risks associated with forecasting, reform, and residual network
stress, there is an additional risk if we elect to proceed with the Waikeria development at
a scale of 500 prisoner places or elect not to proceed. We are taking the risk that the
some of the additional prisoner places we plan to provide through the network
development strategy could be delivered late, exacerbating and extending the period of
network stress.

85

I believe it is not realistic to expect to be able to deliver a more effective justice system if
we experience failure of the prison network part way along our journey. I think that our
approach needs to be a mix of certainty and flexibility and we need to be aware of the
risks in our chosen approach.

Consultation
86

The Treasury, Ministry of Justice, New Zealand Police, Ministry of Social Development
and Ministry for the Environment have been consulted on this paper. The Department of
Prime Minister and Cabinet has been informed of the development of this paper.

Financial Implications
87

88

The financial implications differ between options. The summary is as follows:
87.1

Preparation of a network development strategy would cost $3m, and would be
funded from the tagged operating contingency established for the Waikeria
procurement in 2016.

87.2

The cancellation of the Waikeria procurement requires that sunk costs and exit
costs be written off in this financial year, and that certain Waikeria site upgrades
continue to completion.

87.3

The delivery of the 500 bed and 100 mental health bed option is expected to cost
9(2)(i) and the tagged operating and capital contingencies established for the
Waikeria procurement in 2016 are sufficient to fund the construction of the facility
and asset related operating costs.

87.4

The delivery of the 1,000 bed option is expected to cost 9(2)(i) and the tagged
capital contingency established for the Waikeria procurement in 2016 would need
to be increased by approximately 9(2)(i) in order to fund the construction of the
facility.

The financial implications of Option 2 are outlined in more detail in Appendix 1a.

Human Rights
89

It is not expected that the proposals outlined in this paper will raise any issues of
inconsistency with the New Zealand Bill of Rights Act 1990 and Human Rights Act 1993.

90

Adding capacity to the prison network will help to safeguard the rights of those coming
into contact with the criminal justice system. For example, while it is generally accepted
that people in prison have the right to be treated with humanity and respect for their
inherent dignity, the Government’s ability to guarantee these rights can be eroded when
Corrections is facing severe demand pressures.

Legislative Implications and Regulatory Impact Analysis
91

The proposals in this paper do not have legislative implications, and Regulatory Impact
Analysis is not required.

Gender Implications
92

While men and women are just as likely to be victims of crime, men are
disproportionately represented in the criminal justice system, and make up around 93%
of the prisoner population. However, the number of women in the criminal justice system
is increasing at a faster rate than for men. The number of female prisoners has grown at
around twice the rate as that of male prisoners over the last five years.

93

Actions to reduce pressure on the prison network between are likely to benefit male and
female prisoners, as both genders are disadvantaged by high levels of stress in the
prison system.

Disability Perspective
94

Overcrowding in the prison system has the potential to negatively impact prisoners with
specific disability-related needs (including mental health and behavioural needs).

95

Actions to reduce pressure on the prison network will help Corrections to ensure that
prisoners can continue to access the services and facilities they need to meet their
specific health and disability-related needs.

96

Investment in additional mental health capacity in the prison system is likely to
significantly benefit prisoners who suffer from high rates of poor mental health.

Recommendations
The Minister for Corrections recommends that the Committee:
1

Note that projected demand for prison places is expected to exceed the
maximum safe capacity of the prison network by 2,877 places in 2021, increasing
to around 4,576 places by 2027;

2

Note that in considering options to add capacity to the system, we should
consider how the solutions we choose now will help us to get to the criminal
justice system that we want, but that these ambitions cannot be achieved while
the system is significantly overcrowded;

3

Note that additional capacity can be added to the prison system by:
3.1

double bunking cells in existing facilities – takes six to twelve months

3.2

bringing old facilities that have previously been retired back into service –
takes twelve to eighteen months

3.3

adding new buildings to existing sites using:
3.3.1

planned new builds – takes three to four years

3.3.2

rapid build units – takes two years

3.3.3

internal and/or external self-care residences – takes two years

3.4

building new small or medium scale prisons – takes four to five years

3.5

building new large-scale prison facilities – takes four to five years

4

Note that building specialist accommodation in the community (e.g. Community
Residential Facilities) also has the potential to reduce demand for prison places;

5

Note that given our vision for the network as part of a more effective justice
system, the transition implications, and the large number of potential response
options, a best practice methodology should be adopted that follows Treasury
guidelines to undertake comprehensive analysis and generate recommendations
for our consideration;

6

Direct the Department of Corrections to develop a network development strategy
that involves:

7

6.1

presenting the outline of the Strategic Case to the Ministers of
Corrections, Justice, Police, Health, and Finance (Joint Ministers) in July
2018, for approval of core prison network objectives, current state
assessment and the problem or opportunity to be addressed

6.2

presenting the Economic Case to Joint Ministers and then to Cabinet in
September 2018 for approval of the preferred network option(s) to be
examined further

6.3

presenting the full Development Strategy and its associated
recommendations to Cabinet in December 2018;

Note that in November 2016 Cabinet established the following tagged operating
and capital contingencies for the purpose of funding the Waikeria Corrections and
Treatment Facility;
$m – increase/(decrease)

Prison Capacity Build
Programme – Waikeria
Prison Development
Operating Contingency
Capital Contingency

2018/19

2019/20

2020/21

2021/22

9(2)(i)

2022/23

2023/24 &
Outyears

8

Approve the following changes to appropriations to give effect to the decision in
recommendation 6, with a corresponding impact on the operating balance;

Vote: Corrections
Minister of Corrections
Departmental Output
Expense:
Prison-based Custodial
Services (funded by revenue
Crown)
Total Operating

2018/19

$m – increase/(decrease)
2019/20
2020/21
2021/22

2022/23

3.000

-

-

-

-

3.000

-

-

-

-

9

Agree that the changes to appropriations for 2018/19 above be included in the
2018/19 Supplementary Estimates and that, in the interim, the increases be met
from Imprest Supply;

10

Agree that the changes in appropriations in recommendation 8 above will be
charged against the operating contingency, Prison Capacity Build Programme –
Waikeria Prison Development; in recommendation 7;

11

Note that a new facility at Waikeria is consistent with our longer term objectives
and has been designed to support a progressive operating model. If we wish to
develop at Waikeria using the current procurement we need to make a decision
now;

12

Direct the Department of Corrections to complete the PPP procurement process
for the Waikeria Corrections and Treatment Facility at a capacity of 500 prisoner
places (with additional mental health capability);

13

Note the implications and next steps in Appendix 1a;

14

Agree the additional recommendations in Appendix 1b;

15

Note the Green Party requested any money in the Waikeria Prison Development
contingency not used for the development be redirected towards support services
for prisoners;

16

Note no contingency exists for the implementation of further capacity responses
recommended through the network development strategy.

Authorised for lodgement
Hon Kelvin Davis
Minister of Corrections

5

Payment by Corrections to CIP under the Project Agreement will be via an agreed
annual Unitary Charge. The Unitary Charge reflects CIP’s underlying cost structures
including its operating (facilities maintenance), finance and lifecycle maintenance costs
and the PPP financial liability repayment profile.

Financial Implications
6

In November 2016 Cabinet established tagged operating and capital contingencies, for
the purpose of funding the Waikeria Corrections and Treatment Facility [CAB-16-MIN0622 refers]10. A small amount of expenditure has been charged against the
contingencies [CAB-18-Min-0137 refers]. The remaining operating and capital
contingencies are shown in Table 2, with the capital contingency totalling
.
9(2)(i)

Table 2: Existing operating and capital contingencies for the Waikeria Corrections and Treatment
Facility
$m – increase/(decrease)
Prison Capacity Build
Programme – Waikeria Prison
Development
Operating Contingency
Capital Contingency

7

2018/19

2019/20

2020/21

2021/22

2022/23 &
Outyears

9(2)(i)

Corrections has advised that the new facility, at the revised scale of 500 prisoner places
has an estimated capital cost of
and can be delivered within the existing
9(2)(i)
contingencies in Table 1, although re-profiling of the contingencies will be required to
reflect the delivery approach of the PPP arrangement.

Capital Cost
8

The capital cost of the Waikeria Corrections and Treatment Facility (at 500 prisoner
9(2)(i) 1. This includes the cost of construction by CIP
places) is expected to be
(including CIP’s finance costs during the construction period) and capital costs of
9(2)(i) retained by Corrections.

9

From a funding perspective:

10



Corrections will require new capital funding over the next four years to meet its
retained capital costs
9(2)(i)



Corrections does not require new capital funding to meet the purchase of the
Waikeria Corrections and Treatment Facility from CIP. Payment to CIP for this
purchase forms part of the Unitary Charge and will occur progressively over the
25 years after the Waikeria Corrections and Treatment Facility is in service (via the
repayment of the PPP financial liability). This repayment will be funded by
Corrections from the depreciation funding it receives from the Crown in respect of
the Waikeria Corrections and Treatment Facility.

Cabinet also noted that the drawdown against the operating and capital contingencies would need to be reprofiled to reflect the shift from a traditional design and build delivery approach to a PPP arrangement.
11 This excludes costs associated with the procurement process, obtaining the RMA designation change and
early earthworks
that have already been incurred and funded by the Crown, and the $25m
9(2)(i)
required to continue operation of the existing Waikeria Top Jail.

10

Whilst the above approach to the repayment of the PPP financial liability is an efficient
use of Corrections’ capital reserves, it does mean that Corrections will not have capital
reserves available from the accumulated depreciation funding at the end of the Project
Agreement. Therefore when the facility is eventually replaced at the end of its useful life,
the Crown will need to provide funding at that time to Corrections.

Other Operating Costs
11

12

In addition to the operating costs in the Unitary Charge (these include facilities
maintenance and finance costs) Corrections will also incur costs associated with
bringing the Waikeria Corrections and Treatment facility into service and on-going asset
related operating costs. These include:


Commissioning costs including project management costs during the construction
period, RMA compliance costs and the costs of recruiting and training the staff
required for the new facility.



One-off operating expenses related to ancillary works that are required to support
the new facility (refer to paragraph 13 below for further detail of these ancillary
works).



Depreciation, rates and insurance – reflecting Corrections’ ownership of the facility.



Capital charge.

Corrections will require new operating funding to meet these costs (as a charge against
the existing operating contingency).

Ancillary Works
13

A number of significant ancillary works are required to support the Waikeria Corrections
and Treatment Facility, which need to be completed prior to the facility coming into
service. These include the safety and access improvements on the local road which
were approved by Cabinet in December 2017 [CBC-17-MIN-0080 refers]12 and also:



14

12

Infrastructure improvements required by the Resource Management Act
designation, including:
o

Upgrade to wastewater infrastructure (owned by Waipa District Council);

o

Upgrade of the intersection of State Highway 3 with the road leading to the
Waikeria Corrections and Treatment Facility.

Upgrade to the local electrical distribution company’s power network.

As the assets that are being improved / upgraded are not owned by Corrections, the
expenditure will be operating rather than capital in nature.

A new non-departmental other expense appropriation in Vote Corrections has been established for this
expenditure. The scope of the appropriation is limited to infrastructure improvements that are either a
condition of the Resource Management Act designation, or otherwise necessary to enable, the development
of the Waikeria Corrections and Treatment Facility.

Next Steps and Ministerial Approvals
Project Agreement
15

The principal document for the transaction with CIP is the Project Agreement. The
Project Agreement is a contract that sets out the rights and obligations of the
Department and CIP in relation to the transaction. It is based on the Treasury’s
Standard Form PPP terms and conditions.

Contractual and Financial Close
16

Contractual Close represents the point at which the Department and CIP execute the
Project Agreement. This is scheduled to occur in August 2018.

17

After the Project Agreement is signed there are conditions that need to be met before it
is effective (the Conditions Precedent). Financial Close is the date on which all the
Conditions Precedent have been satisfied (including the provision of debt and equity
finances to the Project). This is scheduled for shortly after Contractual Close.

18

At the time of Financial Close, Corrections will also enter into a long-term interest rate
swap with the New Zealand Debt Management Office (NZDMO). This transaction will be
executed on behalf of Corrections by a borrowing agent13 appointed by the Minister of
Finance. The swap transaction will protect Corrections from changes in underlying base
interest rates and transfer the risk to NZDMO where it can be best managed within the
Crown.

19

Following the completion of the Financial Close process CIP will take possession of the
Waikeria Corrections and Treatment Facility site through a lease arrangement and will
commence construction activities.

Ministerial Approvals and Executing the Project Agreement
20

21

13

Cabinet previously approved that the Minister of Corrections and the Minister of Finance
jointly approve the execution of the Project Agreement by Corrections [CAB-16-MIN0622 refers]. The Chief Executive of Corrections was delegated authority to conduct the
PPP procurement process including:


Selecting the Preferred Bidder.



Finalising the Project Agreement with the Preferred Bidder.



Executing the Project Agreement following approval to do so by the Minister of
Corrections and the Minister of Finance.



Bringing the Project Agreement to Financial Close.

The final costs of the Waikeria Corrections and Treatment Facility will be known in
July 2018, following finalisation and costing of the revised masterplan. It is proposed
that Cabinet authorise the Minister of Corrections and Minister of Finance jointly to make
final decisions on the approval of changes to appropriations and capital injections to
Corrections, with these changes being charged against the existing operating and capital

The borrowing agent will be a senior executive from Corrections.

contingencies in Table 2 of this Appendix. These approvals will be sought by
Corrections in August 2018.
22

The Project Agreement incorporates a finance lease or arrangement substantially similar
to a finance lease and will amount to Crown borrowing for the purposes of the Public
Finance Act. As with all Crown borrowing, the Minister of Finance’s approval is required
under Section 47 of that Act. The borrowing reflects CIP’s cost of constructing the new
facility and the associated finance costs during its construction. Approval will also be
sought from the Minister of Finance for Corrections to enter into the long-term interest
rate swap with NZDMO.

23

The Ministerial approvals in paragraphs 20 – 22 above will be sought by Corrections in
August 2018.

24

Corrections will also enter into a number of ancillary agreements in order to bring the
Waikeria Corrections and Treatment Facility into service. This includes agreements
relating to the ancillary site works to improve site access and site services that will
enable the new facility to operate. It is proposed that the Chief Executive of Corrections
be delegated authority to enter into such ancillary agreements.

25

One of the Conditions Precedent in the Project Agreement is CIP receiving approval
under the Overseas Investment Act (OIA). CIP is an overseas person for the purposes
of the OIA. The OIA application, which has been submitted to the Overseas Investment
Office14, is triggered due to the leased period over the land being over three years, and
the value of the development being over $100 million. The land being leased will remain
gazetted for prison purposes.

Extension of Early Works
26

In December 2017 the Cabinet Business Committee, having been authorised by Cabinet
to have Power to Act [CAB-17-MIN-0565] agreed that Corrections undertake site
preparation activities under a small early works contract package of up to $10 million
[CBC-17-MIN-0080].

27

The value of work undertaken to date is below the approved amount of $10 million,
however, this value is expected to be reached by the end of June 2018. In order that
site preparation activities continue during July and August 2018, approval is sought:

14



To vary the early works contract to provide for a maximum value of work of
$15 million.



For a capital injection to Corrections of $5 million in 2018/19, with this injection being
a charge against the existing capital contingency in Table 2.

The responsible Minister for approving the application is the Minister for Land Information.

