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Background

This is a proposal to review the Revenue and Financing Policy (Policy) under the Local
Government Act 2002 (LGA). We are proposing some amendments to the Policy and asking
the community for feedback.

Council is consulting on the Policy using section 83 (special consultative procedure) of the
LGA. Council invite submissions on the proposed Policy to assess support/objections so any
feedback can be considered before Council adopt the Policy. Once adopted, the Policy will
come into effect on 1 July 2024.

In the interest of efficiency this Statement of Proposal (SOP), for the review of the Policy, is
being undertaken alongside consultation on the Draft Long Term Plan 2024-2034.

Purpose

The purpose of the consultation is to invite views of those affected by the proposal, and for
those views to be presented to Council for consideration before Council adopt the amended
Policy.

What is the Policy?

The Policy aims to explain how we will fund the operating expenses and capital expenditure
of our activities from the funding sources specified in the LGA 2002 and Local Government
(Rating) Act 2002 (LGRA 2002), and provide predictability and certainty about our sources
and levels of funding.

Reasons we review the Policy
The reasons for our Policy proposal are the result of the following statutory requirements:
e section 102(2)(a) of the LGA 2002 requires that we must have a Policy;
e sections 103(1) and 103(2) of the LGA 2002 set out the required contents of the
Policy;
e clause 10 of schedule 1 to the LGA 2002 requires that the Policy be included in the
Long Term Plan.

What are the key changes to the Policy?
The key changes to the Policy from the previous policy include:

e The inclusion of the Te Ture Whenua Maori Act principles as part of our overall
considerations on the current and future community wellbeing as noted above (page 6)

e Greater discussion on the difference between general rates and UAGC, and explanation
of the 30% cap on fixed rates set on a uniform basis (pages 7-8)

e Guidance provided on what factors Council will consider when setting the UAGC cap
(page 8).

¢ Noting that “Council may resolve to fund operating expenditure from borrowing in
instances where the expenditure provides benefits beyond the financial year of the
expense (eg where operational work to remove sludge from the wastewater ponds
provides additional capacity in the pond for many years)” (page 9)

¢ As aresult of Council’s decision at the 14 February 2024 meeting on the funding of three
waters debt over the 10 years of the draft LTP, the Policy has been updated to
accommodate this strategic decision as follows: “Council may determine that loans
should be repaid sooner where this is considered prudent and ensures adequate
borrowing headroom is maintained” (page 22).



e Proposed changes made in the draft Policy to the funding sources for each activity
groups operating costs are summarised below, including a discussion of the step 1 and 2

considerations that lead to the proposed change in policy funding ranges:

Activity Fees & charges Steps 1 and 2 considerations Comments on
Previous | Proposed | Previous Policy | Proposed Policy | decision-making
Policy Policy

Libraries 1-10% 0-10% Exacerbator Exacerbator As a result of the

issues: None issues: Some | step 2 overall
users result in | impact
the need for | assessment, the
additional cost | decision was
Overall impact | (e.g. lost or | made to reduce
(step 2): damaged books) | reliance on
Setting the level revenue from
of individual | Overall impact | fees and charges
recover too high | (step 2):
will result in the | Research shows
decline in the | that fees and
utilisation of the | fines significantly
libraries. Council | impact the
has assessed a | ongoing
realistic and | utilisation of
achievable target | libraries and
for user fees. A | community
higher level | spaces and are
would be | counter-
preferred and this | productive to the
is reflected in the | outcomes
range below Council is
seeking to
achieve.
Recoveries from
user fees will
focus on
additional
services provided
or costs incurred.
Community | 10-15% 20-40% Overall impact There was no
Venues . . Overall impact | change made to
(step 2): Setting (step 2): Setting | the step 2 overall
the level of the level  of | impact
individual or individual or | assessment from
group recovery group recovery | the previous
too high will be too high will be | policy, however
counter- counter- on balance,
productive to the | productive to the | Council assessed
outcomes Council | outcomes that higher fees
is seeking to Council is | were realistic and
achieve. Council | seeking to | achievable
has assessed a achieve. Council | without injpaclting
realistic and has. gssessed ajon ut|I|sat|qn,
hievable target real'lstlc and | given community
ac g achievable target | feedback,
foruserfees. A | 5 yser fees. A | charges for
higher level higher level | similar  facilities
would be would be | elsewhere, and a
preferred and in | preferred and in | desire for greater
individual user pays.




Activity Fees & charges Steps 1 and 2 considerations Comments on
Previous | Proposed | Previous Policy | Proposed Policy | decision-making
Policy Policy
individual facilities, this may
facilities, this may | be achievable
be achievable without
without compromising
compromising utilisation
utilisation
1 0,
émmal 80% 80-100% Exacerbator Exacerbator The move to
ontrol . .
issues: The issues: The extend the range
need for this need for this for fees and
activity arises activity arises charges follows
from the from the the discussion on
expectation that expectation that excerbators —
animal ownership | animal ownership | who creates the
will not negatively | will not negatively | need for the
impact on public impact on public | activity (eg all
safety. safety. animal owners
. . (without which we
Irresponsible Animal owners
. . would not have a
owners, create and in particular, .
. . . need for Animal
higher demands irresponsible Control), and
on this activity owners, create A
the need for this | Particularly
activity irresponsible
ones). And it
follows the desire
for greater user
pays.
Building 40-60% 50-90% Exacerbator Exacerbator The move to
consents issues: Non- | issues: Building | extend the range
and compliance with | activity drives the | for fees and
monitoring conditions by | need for this | charges follows
some individuals | activity. Non- | the discussion on
result in the need | compliance with | excerbators -
for extraordinary | conditions by | who creates the
monitoring  and | some individuals | need for the
enforcement result in the need | activity (eg those
for extraordinary | involved in
monitoring  and | building activity)
enforcement and it follows a
desire for greater
user pays.

Analysis of reasonably practicable options — the Policy
In preparing the Policy as a whole we have considered three broad options and we would
like your thoughts on what we should do. The Policy itself sets out in detail the
considerations we have made in relation to sections 102 and 103 of the LGA 2002, however
in terms of our overall funding we have three key options:

Option 1 — Adopt the Policy

Council would adopt the Policies as they have been proposed.

Advantages

Disadvantages

Allows us to recover costs for new services
and facilities more directly from the user.

Some fees may increase significantly as the
less rates funding is used to pay for these
activities.




Increased fees and charges will mean
increased costs to those in the community
that use the affected services and may
discourage usage or development.

Option 2 - Status quo
The Policies would remain the same as present.

Advantages Disadvantages

The public are familiar with current Policy These will not reflect our the activities names
or the way we allocate funding under our
new structure in the Long Term Plan.

Option 3
We would decrease our reliance on fees and charges, development contributions and move

towards a more rates-based system whereby rates fund services and facilities.

Advantages Disadvantages
The cost of services and facilities is spread | We will need to recover our costs through
over all ratepayers. rates increases.

Statutory requirements and Policy Considerations
We are required under the Local Government Act 2002 (“LGA 2002”) to adopt a Revenue
and Financing Policy (“Policy”).

Determining funding needs
The decision-making process required to adopt our Policy are set out in the LGA 2002,
sections 76 to 82.

In essence the process involves determining the activities that should be undertaken and the
sources of funding that are most appropriate having regard for:
e in relation to each activity to be funded (under section 101(3)), the community
outcome to which the activity primarily contributes;
¢ the distribution of benefits between the community as a whole, any identifiable part of
the community and individuals;
the period in or over which those benefits are expected to occur;
e the extent to which the actions or inaction of particular individuals or a group
contribute to the need to undertake the activity;
o the costs and benefits including consequences for transparency and accountability of
funding the activity distinctly from other activities; and
e the overall impact of any allocation of liability for revenue needs on the current and
future social, economic, environmental and cultural interests of the community.

Section 102 Funding and financial policies
(1) A local authority must, in order to provide predictability and certainty about sources
and levels of funding, adopt the funding and financial policies listed in subsection 2.

(2) The policies are—
(a) a revenue and financing policy;

(4) A local authority—
(a) must consult on a draft policy in a manner that gives effect to the
requirements of section 82 before adopting a policy under this section:
(b) may amend a policy adopted under this section at any time after consulting
on the proposed amendments in a manner that gives effect to the
requirements of section 82.



Section 103 Revenue and Financing Policy:
(1) A policy adopted under section 102(1) must state—
(a) the local authority’s policies in respect of the funding of operating expenses
from the sources listed in subsection(2); and
(b) the local authority’s policies in respect of the funding of capital expenditure
from the sources listed in subsection(2).

(2) The sources referred to in subsection (1) are as follows:
(a) general rates, including—
(i) choice of valuation system; and
(i) differential rating; and
(iii) uniform annual general charges:
(b) targeted rates:
(ba)  lump sum contributions:
(c) fees and charges:
(d) interest and dividends from investments:
(e) borrowing:
() proceeds from asset sales:
(9) development contributions:
(h) financial contributions under the Resource Management Act 1991:
(i) grants and subsidies:
() any other source.

(3) A policy adopted under section 102(1) must also show how the local authority has, in
relation to the sources of funding identified in the policy, complied with section
101(3).

(4) If a local authority amends its revenue and financing policy under section 93(4), only
a significant amendment to the policy is required to be audited in accordance with
sections 93D(4) and 94.

Economic Concepts

At their most basic level, funding and financial policies show who pays, for what, when. The
Policy is a device for recording and explaining the decisions we have made regarding the
funding of our activities. Transparency in this document is especially important to
demonstrate the link between dollars and value to the ratepayer.

Much of the Policy refers to the considerations in section 101(3) of the LGA 2002, and our
application of those considerations. The analytical process is a sequential two step process.
The first step includes consideration at an activity level of the rationale for service delivery,
the beneficiary pays principle, the exacerbator pays principle, inter-generational equity, and
the costs and benefits of separate funding. The second step of the analysis involves
consideration of the results of the first step and their impact on community interests.

A clear rationale for service delivery is a vital piece of information to have when working
through the section 101(3)(a) analysis. Knowing why we are delivering the service can help
sort out who benefits, when they benefit, and who any of the exacerbators are, as well as
obtaining some idea of what impacts on community interests might arise from the way we
fund a service

In considering the Policy and how we propose to structure its rates, some useful economic
concepts to keep in mind are:



incidence — the distribution of the burden of rates. Two key things to distinguish are
the legal incidence of the tax (who gets the bill) and the economic incidence (from
whose pocket the money eventually comes)

the difference between income and wealth — income is a flow concept. It measures
the amount of money an individual receives from work or investment over a set
period of time. Wealth, on the other hand is a stock concept and measures the level
of financial and non-financial assets an individual has. Rates are a tax on one
element of wealth

affordability, ability to pay, and willingness to pay — this is the difference between
‘can’t pay’ and ‘don’t want to pay’. Affordability is a measure an individual’s true
capacity to meet their contribution to community services. Willingness to pay relates

more to the value an individual thinks they receive from council services
o efficiency — the degree to which local authority funding requirements affect
production and consumption decisions

e equity — very much a subjective concept, equity relates to the ‘fairness’ of certain

decisions

e public/private goods — a public good is an activity or service that is both non-rival (my

consumption does not interfere with yours) and non-excludable (I cannot be

prevented from consuming the service). Common examples in local government are

civil defence and various planning functions. A private good is both rival and
excludable.

Our Rating Structure
Legislation gives us four broad rating tools that can be used to set rates.

The General Rate

The general rate is a tool for funding those activities where we have decided that all or part
of the cost of a particular activity should be funded by the community as a whole. We have

the choice of one of three bases for setting a value-based general rate. These are land

(unimproved value), capital value (land and improvements) or annual value (either rentable

values or five percent of the capital value).

Capital and annual value tend to be better proxies for ability to pay and use of services than
unimproved values. Capital and annual value are also thought to be less prone to sudden
swings than unimproved values as location-based factors play a lesser role. On the other

hand, to the extent that rates are a part of business cost structures, rating based on

unimproved values can be more of an incentive for development. Annual value needs a
large and active rental market to work effectively, and is not one of the more commonly used

methods of apportioning the general rate.

We can use differential powers on our value-based rates i.e. charge one category of
property a higher rate in the dollar than another. Differentials are a tool for altering the
incidence of rates; they do not release new revenue in and of themselves. Use of

differentials can create ‘winners and losers’ — it is therefore important that these policies are

based on robust criteria.

We have in the past considered that general rates are the ‘public good’ component which is
available to be enjoyed equally by the whole community. General rates also used to pick up

short-falls in cost recovery. For example, using the libraries:
¢ the individual benefit is considered high,
o the community benefit considered medium

e general rate funds +80% as a significant increase in user fees will likely result in a

drop-off in use



The Uniform Annual General Charge (UAGC)

The UAGC is a flat dollar charge per property, or separately used/inhabited part of a
property. The UAGC is a device for mitigating the impact of high property values, it can also
be used as a tool to shift the incidence of rates between groups of rate payers (for example
rural vs. urban). It is a regressive tax (you pay the same amount regardless of income or
wealth) — this is one reason why the legislation caps the use of this tool at 30%.

Targeted Rates
Targeted rates are devices for funding those activities where we have decided

that:

all or part of the cost of a particular activity should be met by particular groups of
ratepayers; and/or
there is some other advantage in funding the activity outside of the general rate.

We have access to a wide range of targeted rating powers including: property values (land
value, capital value, annual value and the value of improvements). We can also set a
targeted rate based on one or more of the following:

a flat dollar charge;

the number of separately used or inhabited parts of a rating unit;

the number of water closets and urinals within the rating unit (pan charges);

the number of connections the rating unit has to local authority reticulation;

the extent of provision of any service to the rating unit by the local authority (where
this is capable of objective measure and independent verification);

the total land area of the rating unit;

the total land area within the rating unit that is sealed, paved or built upon;

the total area of land within the rating unit that is protected by any facility provided by
a local authority; or

the total area of floor space within the rating unit.

In addition to the above, we can set a targeted rate for water consumption based on the
volume of water consumption (water metering).

We also can set:

more than one targeted rate to fund a particular activity (for example, many rural local
authorities with more than one water or sewage scheme set a rate for each scheme,
some city councils charge a base water supply rate and an additional fire protection
rate to fund water supply);

a targeted rate to fund more than one activity (targeted works and services rates are
a common example of this);

a targeted rate over only some defined categories of property (such as a CBD rate
for security patrols, street-cleaning or development or a tourism rate over commercial
property). The bases for constructing the categories are defined in Schedule Two of
the LGRA.

a differential targeted rate — provided that the basis for constructing the categories is
one of the matters listed in schedule two of the LGRA

targeted rates using combinations of factors (a not uncommon use is to set a flat
dollar charge and a value based rate)

including a rate that uses different factors for different categories of property (so for
example a targeted rate that is set on the basis of a flat dollar charge for residential
property, a value based rate for commercial property and an area based rate for rural

property)

Non-Rate Funding Tools
We also have the following non-rate funding tools available to us:



user charges — a variety of powers exist, some set maxima on the levels of fees,
others prescribe charging methods (for example dog registration fees);
development contributions — a tool for recovering the capital costs that are imposed
by growth from development;

revenue from investments;

asset sales — for example the sale of surplus land; and

funding from third parties (including but not limited to central government — for
example subsidies for roading).
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Have your say Making a submission:
Whether you agree, oppose or you & Go to mpdc.govt.nz/ltp to fill out
have suggestions on things we could the online form

change for this proposal or any other &} Drop off form: Any Council office

@1 Mail to: PO Box 266, Te Aroha
3342
>< Email: info@mpdc.govt.nz

proposal, we want to hear from you.

You can make a submission
between 21 March and 21 April
2024.

For more information about this Head to mpde.aovt.nzlto to make

proposal, and to see what else we are a submission and have your say by

21 April 2024

consulting on, go to mpdc.govt.nz/ltp

Please be aware that submissions made to Council are public information. Your
submission will be used and reproduced for purposes such as reports to Councillors,

which are made available to the public and media.

Key dates

Council adopt proposal for community 20 March 2024

consultation

Submission period 21 March — 21 April 2024
Community present submissions to Council | 8 May (9 May if needed) 2024
Proposal is adopted 26 June 2024

New Fees and Charges apply 1 July 2024




