Council’s Revenue and Financing Policy sets out the ways Council intends to pay for each activity that
Council provides and why.
Council is required to have this policy by Section 102 of the Local Government Act 2002 to provide
predictability and certainty to residents and ratepayers about the sources and levels of funding for
Council’s activities.
When read in conjunction with the Funding Impact Statement in Council’s long term and annual plans,
this policy links the funding decisions with the rates that each ratepayer is required to pay.

The purpose of the Revenue and Financing Policy is to describe how Council funds its operating and
capital expenses from the funding sources available to it and why it chooses the various mechanisms.
Section 103 of the Local Government Act 2002 (LGA) details the funding sources that Council can use to
fund its activities including rates, fees, subsidies, borrowing and other revenue.
In addition to identifying the sources of funding, the policy must outline why the Council has decided to
fund its activities in this way. These funding decisions follow a two-step funding process outlined in the
LGA that involves consideration of a set of funding principles to determine appropriate funding sources
for activities (Section 101(3)(a)) and then considering the impact that the resulting allocation of revenue
liability has on current and future community wellbeing (Section 101(3)b).
Firstly, for each activity, the Council must consider the following matters:


the community outcomes 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 ‘beneficiary -pays’ principle).



the period in or over which those benefits are expected to occur (the ‘inter-generational equity’
principle). For example, the benefits of some activities will occur over the entire life of the asset. This
will benefit not only existing generations but future generations who should also contribute towards
paying for the cost.



the extent to which the actions or inaction of particular individuals or a group contribute to the need
to undertake the activity (the ‘exacerbator-pays’ principle which suggests that exacerbators should meet
at least part of the cost of an activity).



the costs and benefits, including consequences for transparency and accountability, of funding the
activity distinctly from other activities. This particularly relates to transparency and accountability, but
may also relate to factors like the financial scale of the activity (e.g. a small activity may not warrant
separate funding due to the cost of establishing systems to support cost recovery).

Secondly, following consideration of these elements, the Council must consider the overall impact of any
allocation of liability for revenue needs on the community, and to consider if any changes are needed. This
involves weighing up the impact of the policy on the community. Such considerations might include:
•
•
•
•
•

affordability - the ability to pay by low income households or small communities;
barriers to accessing services;
legal constraints (such as the ability of Council to only receive 30% of Council revenue from rates set
on a uniform basis);
fair treatment of the different sectors - balancing the ability to pay and the benefits actually received;
alignment with the Council’s objectives and financial strategy which sets limits on rates increases and
debt levels.

The Council may, as a final measure, modify the overall mix of funding in response to these
considerations. Council’s consideration of these matters is noted under each individual activity in the
detailed activity analysis from page 9.

Southland District communities are diverse and there are many different users of council services.
Wherever practical Council aims to maintain a relationship between the benefits received by groups of
residents and ratepayers and the contributions they make for those services, especially where communities
within the district have differing levels of service (the ‘beneficiary-pays’ principle).
Where the benefits are shared more equally and everyone is expected to make a contribution, or where it is
impractical to exclude users or identify groups that principally benefit, it is deemed to be “public” and
more likely to be collectively funded (e.g. through General rate).
Where individuals/groups receive the direct benefit of the activity exclusively, and the costs of the activity
can easily be attributed to that individual/group or, their use of the service excludes others, or the nature
of the benefit differs across the community, it is deemed to be “private” and more likely to be funded on
a user pays basis (e.g. through fees and charges, targeted rates). In principle, Council seeks to recover the
maximum amount possible from the direct users of a service (the ‘user-pays’ principle) or from those that
create the need for a service (the ‘exacerbator-pays’ principle). However, Council must also ensure that the
level of fees or charges (and targeted rates) are not at a point where the cost becomes prohibitive and
could potentially impact the community’s use of the service, create detrimental effects or work against the
achievement of community outcomes. As such their use needs to be balanced with other funding sources.
Council also seeks to ensure that people pay for services at the time they consume them, (the ‘intergenerational equity’ principle). Costs of service include capital costs, direct operational costs, depreciation,
interest and loan repayments. The tools Council uses to achieve inter-generational equity include
borrowing and depreciation funding.

In reality, most council services sit somewhere on the continuum between providing public and private
benefits and most activities have characteristics of both private and public goods. As part of developing this
policy, Council has endeavoured to use the public/private benefit to summarise its consideration of the LGA
funding principles, initially in relation to each activity around assessing the nature of the benefits and who
benefits (the whole community, identifiable parts of the community or individuals) over what period (section
101(3)(a)) and then again after considering the overall impact on the community (section 101(3)(b)).
It must be noted that Council’s funding approach is a complex assessment of determining where the benefits
of council services apply, what the best methods for funding those services are and how this can be equitably
applied across district communities. Council must also consider affordability, both from a ratepayer
perspective, and for individuals and groups using council provided services. Council has considered all of
these elements and considers the overall funding approach detailed in this policy to be fair and equitable.
The outcome of these considerations is outlined in the activity funding analysis table in section 2.3.2 and has
been used to inform the Council’s thinking on what are the most appropriate sources of funding for
operating and capital expenditure for each activity.
The indicative funding proportions that have been specified are not intended as an exact realisable
proportion, they are intended to be a guideline. It is recognised that within each activity there may be
justification for variation from those proportions on a case-by-case basis and in considering the impact that
the allocation of liability for revenue has on the whole community.
The approach taken in this policy is to give the reader a high level of understanding of the key funding
methods. As such the “key” funding sources are detailed in the indicative funding section of the activity
funding analysis on page 9. At times minor costs may be funded from a source not indicated.

Broadly speaking, Council has two types of expenses: operating expenditure and capital expenditure.
Operating expenditure is used to fund the ongoing day-to-day activities and services of the Council.
Operating revenue is set at such a level for the Council to meet its projected operating expenditure, as well
as comply with applicable legislation and generally accepted accounting practice.
Capital expenditure is money spent in acquiring or upgrading a business asset such as equipment or
buildings. The Council has three categories of capital expenditure spread across its activities:
•

renewals - defined as capital expenditure that increases the life of an existing asset with no
increase in service level.

•

increased level of service (ILOS) - defined as capital expenditure that increases the service level
delivered by the asset.

•

additional demand (AD) - defined as capital expenditure that is required to provide additional
capacity necessary to accommodate growth or demand.

The Council’s funding of capital expenditure must comply with applicable legislation and generally
accepted accounting practice, and is derived from a mix of revenue sources. The method of funding
generally depends on the asset expenditure – whether it is a renewal of an existing asset or an upgrade of
an existing asset or a completely new asset.
The major sources of funding operating (opex) and capital expenditure (capex) is summarised in Table 1.

Table 1: Description of the funding mechanisms and their general application



















































































* Application depends on how the activity to which capital expenditure relates is funded.

Table 2 below outlines the general considerations for funding against the legislative requirements of the
Local Government Act (2002) section 101(3)(a).
Table 2: Legislative assessment of funding considerations

Table 3 shows the indicative percentages from each funding source used to fund operating costs following
consideration of the relevant funding principles (summarising the activity funding analysis from page 9).
The table includes information related to the LTP activity groups as well as the sub-activities which make
these up. Non-direct corporate overhead costs (for corporate functions like information management,
people and capability, finance and customer service) are allocated at the activity group* level only (grey
shading). These costs are largely funded by the General rate.
For operational expenditure, funding potions for each activity are expressed as ranges - low (<33%);
medium (33-66%); high (>66%).
Capital expenditure funding contributions are also identified in the detailed activity analysis. The proportion
of capital costs funded from each source will vary depending on the nature of each capital project.
Table 3: Summary of operating expenditure funding sources by activity group*and sub-activity

Generally the process for funding operating costs of these activities is as follows:


where it is practical to recover the designated portion of the net operating cost of an activity from a
private user or exacerbator, fees and charges are set at levels designed to achieve this, provided there are
no legislative constraints



operating grants or subsidies for a particular activity are used to reduce the gross cost



other income sources that may be appropriate such as interest, reserves and borrowing (largely for
financially significant one-off projects that extend the life of an asset e.g. painting)



where a fee or charge is not practical, targeted rates may be set in line with Council’s rating policies



any net income from investments may then be applied and any residual requirement will be funded
through the General rate. For the purposes of this policy, any reference to the General rate as a funding
source is considered to include the Uniform Annual General Charge (UAGC).

More detailed rating policies (including the details of targeted rates and how they are applied, the level of the
UAGC, and the details of any differentials) will be outlined in the Funding Impact Statement in the Long
Term Plan or Annual Plan, as appropriate.

The detailed sub-activity funding analysis below excludes the non-direct corporate overhead costs.









































































































Overview of the Roading Rate Model
Provided for explanatory purposes and does not form part of the Policy

The steps below outline how Council allocates roading rates.
1. The total roading rate required is identified through the Long Term Plan or Annual Plan process.
2. Roading rates are first allocated for heavy vehicle usage (excludes Residential, Lifestyle and Other sectors)

$1.10 is be allocated to each sector per tonne of freight moved (to attribute roading rates to each
sector, based on the damage it is causing to the roads)

Tonnage information is provided by an independent third party

A multiplier is applied to the tonnage amount for some sectors (to try and more fairly attribute
roading rates to each sector, based on the damage it is causing to the roads (this takes into tonnage
not otherwise captured, concentrated road usage at the outer reaches of the roading network and
the equivalent standard axles used))

The multipliers are 1.2 for Forestry and 1.15 for both Dairy and Non-Dairy farming

Minimum tonnage amounts are set for the Industrial, Mining and Commercial sectors (230,000
tonnes) (also to try and fairly attribute roading rates to each sector, based on the damage it is
causing to the roads)
3. A uniform annual charge is then be allocated to all rating units

The uniform annual charge is set at a fixed value of $80 + GST (as all ratepayers benefit from
having access to the roading network)
4. The remaining roading rates ware then be allocated to all rating units

The remaining roading rates are allocated based on a consistent rate in the dollar for all sectors

The rate in the dollar is obtained using the total capital value of all applicable rating units

A differential factor of 0.3 is applied to the ‘Other’ industry sector for the General rate in the
dollar component of the model
The table below illustrates the resulting allocation of sector rates for 2020/2021. Please note that the
information in this table reflects the required rates and model inputs at a certain point in time and will
change in relation to future annual and long term plan rates funding impact statements.

Chief Financial Officer

•
•
•

Ensure compliance with the Revenue and Financing Policy.

Local Government Act (2002).
Local Government (Rating) Act (2002).
Development and Financial Contributions Policy (R/20/7/30795).

The Revenue and Financing Policy will be reviewed three yearly as part of the Long Term Plan process.
28 January 2021

Final

Revenue and Financing Policy adopted by Council

21 October 2020

Version 1

Draft Revenue and Financing Policy for Council
to approve for public consultation

