Revenue and Financing Policy

Introduction

The Local Government Act 2002 (“LGA2002") requires Council to adopt a Revenue and
Financing Policy (5102) that must:

state Council's policies in respect of funding both operating expenses and capital
expenditure from the sources available to it (5103(1)); and

show that Council has determined its overall funding needs by identifying the most

appropriate source(s) of funds to be used for each activity (S101(3)).

In accordance with the Local Government Act 2002 S101(3), Council considers the
following when determining which funding source is appropriate for each activity:

The community outcomes to which the activity primarily contributes; and

The distribution of benefits between the community as a whole, any identifiable
part of the community, and individuals; and

The period in or over which those benefits are expected to occur; and

The extent to which the actions or inaction of particular individuals or a group
contribute to the need to undertake the activity; and

The costs and benefits, including consequences for transparency.

Council also consider the overall impact of any allocation of liability for revenue needs

on the current and future social, economic, environmental and cultural well-being of the
community. This includes consideration of matters such as affordability and predictability
of rates.

These considerations will sometimes have conflicting outcomes. When Council applies
these principles to identify the appropriate funding for its activities it considers the overall
impact on the Community.

Part A

General Principles for revenue and funding management

Council will manage its finances in a way that promotes the current and future

interests of the community

Consistent with S100(1) LGA2002, Council will aim to generate sufficient operating

income each year to cover its operating expenses

Council will use a mix of revenue sources to cover its operating expenses

Council will apply the most appropriate mix of revenue sources for each of its

different activities

When determining the level of income required to cover its operating expenses

Council will seek to avoid including:

e grants with no associated operating expenditure; and

e proceeds from disposal of assets; and

* reserves; and

e increases in the fair value of fixed assets (that essentially result from applying
Accounting Standards at the end of each financial year); and

e borrowings.

Council recognises that unforeseen operating expenses may arise

Council will seek to attract appropriate sources of external revenue to help reduce
the burden on its ratepayers and residents

Council will ensure its level of operating expenditure is managed appropriately to
help constrain the levels of operating revenue required to achieve these general
principles

Council may choose to not fully fund operating expenditure in a particular year

if the deficit can be funded from operating surpluses in the preceding year or
subsequent years. An operating deficit will only be budgeted when beneficial to
avoid significant fluctuations in rates, fees and/or charges. Such operating deficits
will typically be funded from cash reserves or borrowings.

Council will adopt a long-term view when applying these general principles.



Funding of Operating Expenditure

Council will ordinarily use the following sources of income to finance its operating
expenses:

General Rates (including the Uniform Annual General Charge)

Considered appropriate where it is not practicable, equitable or cost-effective to identify
the individual or group of beneficiaries (or causers of costs) of the service. May be used to
apply to a particular service to reduce the level of fees and charges that are required to be
raised for that service.

Targeted Rates

Considered appropriate in a range of circumstances including where the service is of
benefit to a specific group of ratepayers and where it is practicable and considered
equitable.

Levies, fees and charges

Considered appropriate where the users of a service can be identified and charged
according to their use of the service and where it is practicable and considered equitable.
The level of fees and charges is set to recover the costs (either partially or fully) of
providing that service.

Subsidies and Grants

Such funding is often received for a specific purpose and Council has no discretion
regarding the use of such income. Generally, these funds reduce the need for Council to
raise income through General Rates, Targeted Rates or Levies, Fees And Charges.

Development Contributions
Considered appropriate to fund costs associated with development.
Borrowing

Considered appropriate to fund new capital projects that deliver benefits over several
years. Sometimes required to fund operating expenses such as depreciation and/or an
operating deficit.

Petrol Tax
Considered appropriate to help fund costs associated with Roading and Footpaths Group.
Other (Finance income, sundry)

Considered appropriate to fund costs associated with the provision of the service to which
it relates, replacement of assets and/or to decrease levels of required debt.

General Rates and Targeted Rates : Further Information

When setting the General Rates, Targeted Rates and Levies, Fees and Charges, Council
balances a range of considerations including:

e The impact on the current and future social, economic, environmental and cultural
well-being of the Community; and
¢ The most appropriate mix of funding for each of its activities (refer to Part B below)

The General Rate is used to fund activities that are predominantly provided for the benefit
for the community as a whole, and individual charging for these services is viewed as being
impracticable, inequitable and/or not cost-effective.

Council uses the Capital Value of properties to set the General Rate. Council may introduce
rating differentials where it considers it reasonable and equitable: for example to alleviate
the impact of large increases in the Capital Value of any rating category/categories relative
to other rating categories. Such increases can arise where a particular rating category
incurs a high increase in its capital values relative to other categories.

Council applies a Uniform Annual General Charge (UAGC) as part of the General Rate.
The level of UAGC is determined by Council based on what it considers fair, equitable and
necessary to provide a fair distribution of rates. Council may adjust the UAGC to alleviate
the impact of large increases in any rating category/categories. Such increases can arise
where a particular rating category incurs a high increase in its capital values relative to
other categories.

Targeted Rates are used to fund operations, maintenance and renewal costs related to the
provision of specific activities. Council may also use a Targeted Rate for a service to show
clearly the costs of a service, even if the service and rate are district-wide.

Targeted Rates that are set in circumstances where the service is available to only parts of
the community will be charged on a basis of service provision and will not be based on the
value of the property. These rates are in the nature of a proxy for a user charge.

Generally, Council will seek to avoid:

e Largeincreases in any rating category. Such increases can often arise where a
particular rating category incurs a high increase in its capital values relative to other
categories; and

e Large‘across the board’ annual rate increases. Council will aim to apply a pattern of
steady, constant rate increase as opposed to a series of alternating high increases
and minor increases.

Council may identify instances where some land uses receive more benefit from, or place
more demands on, council services and/or may have a differing ability to pay rates. In
such situations, where considered equitable, practicable and/or where this contributes to
the predictability of rates, Council may elect to use rating differentials.



Funding of Capital Expenditure
General

Revenue that is collected to cover Council’s depreciation charge (which forms part of
Council's operating expenditure) is used to finance the replacement of capital assets.

In addition to the sources of income for operating expenditure listed above Council may
use the following to fund capital expenses:

e Borrowings
* Reserves
* Proceeds from the disposal of assets

Borrowings

Council borrowings are managed as per Council’s Liability Management Policy that forms
part of Council's Treasury Management Policy.

Borrowings are generally used to fund capital projects that include an element of service
enhancement.

Borrowing for capital expenditure enables the Council to ensure there is intergenerational
equity in terms of who funds capital expenditure - the repayments are spread over the
reasonably expected average life of the asset where practicable. This means today’'s
ratepayers are not asked to fund tomorrow’s assets.

Part B.
Summary of Funding Used in Activities

Council has determined the most appropriate source(s) of funds from each of the sources
listed in Part A to be used for each activity and the method of apportioning rates and other
charges. The following table shows which mechanisms may be used to fund expenditure
for Council’s activities by group.

Where the overall level of fees and charges falls below budget alternative income sources
may be required to fund that service. Conversely, where the overall level of fees and
charges falls exceeds budget Council may have additional revenue to ease the financial
pressure in other areas.

Council will seek to mitigate the costs to ratepayers for each of these activities by obtaining
income from external sources (e.g grants) where suitable opportunities arise.

Typically, the capital cost of expanding the range of these services may be met from
grants, subsidies, donations and/or borrowings.
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