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How does the financial system 
work?....
• https://www.youtube.com/watch?v=M_3T-

Af57Pg

https://www.youtube.com/watch?v=M_3T-Af57Pg


Overview

• Refresher of timeline and LTP process
• LTP building blocks
• What funds our operational costs
• What funds our capital costs
• Revenue and Financing Policy
• Financial Strategy
• Financial Parameters
• Balanced budget
• Difficult decisions ahead



High level Long Term Plan timeline
Vision and strategic 
drivers – May 2020

Phase 1: Information/ 
building blocks 

Infrastructure) – June 
2020

Phase 1: Information 
building blocks (Revenue 
and finance) – July 2020

Phase 1: Information 
building blocks (non-
infrastructure) – July 

2020

Phase 2: Direction 
Setting (Financial 

Parameters) – August 
2020

Phase 2: Direction 
Setting (Level of Service 

and Prioritization of 
Projects) – September 

2020

Phase 3: Draft Plan and 
Supporting Docs for Audit 

NZ - October to 
December 2020

Phase 4: Consultation 
Document adopted –

February 2021

Phase 4: Formal 
Consultation – March 

2021
Phase 5: Hearings – April 

2021
Phase 5: Issues and 

Options / Deliberations –
May 2021

Phase 6: Audit NZ and 
Adopt LTP – June 2021



LTP Process overview

• A busy 12 months ahead, which we have structured in 6 
Phases:

• Phase 1: Information Building Blocks
• Phase 2: Direction Setting 
• Phase 3: Draft LTP and Supporting Docs for Audit NZ
• Phase 4: Consultation
• Phase 5: Deliberations
• Phase 6: Adopt LTP 



LTP building blocks

The development of 
the LTP is 
supported and 
directed by a 
number of 
documents and 
programmes of 
work.
These will be 
worked through with 
elected members 
for direction setting
Some will require 
early decision 
making…



LTP building blocks

Financial 
Strategy

Funding Impact 
Statement

Revenue and 
Financing Policy

Infrastructure 
Strategy



Where does our money come from, and what do we spend it on?

This statement sets out the information required by clause 
20 of Schedule 10 of the Local Government Act 2002 to 
assist ratepayers in understanding the impact of the Annual 
Plan. This statement should be read in conjunction with the 
Revenue and Financing Policy prepared as part of the LTP 
2021-31 process.

The Revenue and Financing Policy is a requirement s102(2) of 
the Local Government Act 2002 which requires a local 
authority to provide “predictability and certainty about 
sources and levels of funding” adopt certain policies.

The policy is supported by analysis of the funding of each 
activity group and recognises that the funding policy is more 
than just a device for raising revenue but is also one of the 
instruments that can be used to promote community 
wellbeing.



Funding Sources for Operating 
Expenses

Operational 
Expenses

General 
rates

Targeted 
rates

User 
fees and 
charges

Grants 
and 

subsidies

Borrowing
Interest 

from 
investments

Distributions 
and 

dividends

Rental 
income

Enforcement 
fees





Funding Sources for Capital 
Expenditure

Capital 
Expenditure

General
Rates

Targeted
Rates

Property 
Sales

Other 
Asset 
Sales

Depreciation

Borrowing

Subsidies 
and Grants

Development 
and financial 
Contributions

User 
Contributions

Reserves



Depreciation v’s Renewals

Depreciation is an indirect source of funding. Depreciation is 
a mechanism to spread the cost of an asset over its life. 
Depreciation makes up part of our operating expenses (on 
the income statement) and rates are set at a level that 
offsets the non-cash depreciation cost. We are in effect 
‘funding’ the renewals of our asset base through 
depreciation.





CASH SURPLUS

CASH DEFICIT

Reduces

Increases

Level of Service

ROADING

STORM WATER
SOLID WASTE
COMMUNITY
GOVERNANCE

SUPPORT

REGULATORY

OPERATING REVENUE & EXPENSES CAPITAL EXPENDITURE

FINES

FEES & 
CHARGES

NZTA SUBSIDIES 
53%

TARGETED RATES
•Water
•Wastewater
•Flood Protection

Residential
62%

Commercial
28.5%

Rural 9.5%

G
E
N
E
R
A
L

R
A
T
E
S

ACTIVITIES

Level of Service

Operating 
Costs

Depreciation

Operating 
Costs

Depreciation

Operating 
Costs

Depreciation

Level of Service

Renewals

Renewals

Renewals

Growth

Growth

Growth

WATER
WASTE WATER

FLOOD 
PROTECTION

Public Good

Direct Benefit

Exacerbator

Operating Costs

26%

14%

35%

10%

NET 
DEBT

DEVELOPMENT 
CONTRIBUTIONS

7%

BALANCED BUDGET



Revenue and Financing Policy

• This policy becomes part of council’s ‘house 
rules’ for determining who pays for what, when.

• The Revenue and Financing Policy sets out the 
policies that Council has on funding operating 
and capital needs. 

• It is an important step in the process for rate-
setting, determining levels of development 
contributions, and setting fees and charges.



Activity Funding Review

• To satisfy  section 101(3) of the LGA Council 
needs to review each individual activity and its 
funding in developing its R&F Policy.

• The policy is supported by analysis of the 
funding of each activity group and recognises 
that the funding policy is more than just a 
device for raising revenue but is also one of the 
instruments that can be used to promote 
community wellbeing.



Transportation Water Wastewater

Solid Waste Flood Protection Stormwater

Community 
facilities & 
services

Parks and rec
Libraries

Community property
Community 

development
Venues and events
Customer services

CURRENT 
ACTIVITY 
GROUPS

Support Services

Governance & 
Strategy

Democracy and 
assurance
Strategy

Planning & 
regulatory

District planning
Resource consents

Building control
Health and bylaws



Activity Funding Review

• When assessing the funding for each activity 
the following need to be considered:

• Community outcomes
• User / beneficiary pays principle
• Inter-generational principle
• Exacerbator pays principle
• Costs and benefits of funding the activity

• Consideration then needs to be given to the 
overall impact of any allocation of liability for 
revenue needs on the community.



Example – Animal Control
Who/what pays for this?
• User Fees 55-75%
• Other 15-30%
• General rates 5-30%



Example – Flood Protection
Who/what pays for this?
• Targeted rates 100%



Activity Funding Review

• Some questions to ponder:
• how will the mix of funding impact on affordability, 

e.g. on the elderly or those on low incomes?
• will the policy impact on accessibility to some 

services?
• can we charge the amount required, or is it 

restricted by legislation?
• do we want to encourage or discourage a particular 

activity or behaviour?
• what is the effect on a particular sector of our 

community, community groups or rating categories?
• how will this impact based on current economic 

conditions?



The purpose of a financial strategy

Section 101A(2) of LGA 2002:
a) Facilitate prudent financial management by the local 

authority by providing a guide for the local authority to 
consider proposals for funding and expenditure against; 
and

b) Provide context for consultation on the local authority’s 
proposals for funding and expenditure by making 
transparent the overall effects of those proposals on the 
local authority’s services, rates, debt and investments.



Financial Strategy

• The financial strategy for the LTP sets the 
financial parameters or ‘envelope’ within which 
the council will operate and fund its operations 
and capital programme for the next ten years.

• Its sets an overall direction for the financial 
management of council and sets out a desired 
end state for council’s finances.

• The strategy will need to strike a balance 
between priorities and needs and wants vs 
what we can fund and what we can deliver



Financial Strategy

• A financial strategy presents the financial 
consequences of the vision. It provides:

• an overall direction and desired end point for the 
financial status of council and

• a synthesis of the financial implications, constraints, and 
consequences arising from Councils policy and service 
delivery decisions, and how those consequences will be 
managed.

• Taken together the financial strategy and the 
infrastructure strategy should provide a sense of 
costs, risks and trade-offs that underpin the 
development of the expenditure programmes in 
the LTP.



Two sides of the same coin…

Financial Strategy
10 year

Infrastructure Strategy
30 year

Requires information grounded 
in services needs and realities

Requires information grounded 
in financial realities



Financial Strategy Challenge

Assets/activity 
imperatives

Strategic 
directionBo

tto
m
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p
Top-dow
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Financial Strategy - Mandatory 
Content



Existing parameters from 
2018-28 LTP



Existing parameters from 2018-
28 LTP 
Description Limit
Achieve a balanced budget (financial prudence) 
benchmark

100%+

Rates revenue (excluding water) as a percentage of total 
revenue

70%

Total debt as a percentage of revenue 175%
Debt per capita* $2,150 + 

LGCI*
Net interest costs as a percentage of rates revenue 25%
Provide sufficient funding through debt and operating surpluses to complete 
the planned capital expenditure programme without reliance on selling 
assets

* Effectively capped debt at approx. $200m



Balanced budget – section 100 LGA



Balanced budget – financial 
prudence benchmark



Reset of our 
District by raising the 

bar through new 
activities and/or 
levels of service

(trade offs required)

Recovery of our 
District through 

reviewing our levels 
of service / key 

projects and 
delivering on our 

commitments

Restart our District 
by getting the basics 
right and focusing on 

our core business

Strategic 
Drivers



5 stages of budget cuts….

Budget cuts



The balancing act
Debt levels

Ratepayer affordability
Available capacity (to deliver capex)

Levels of Service 
Growth

Asset maintenance and renewals

Transport (roading and public transport)
Revitalising the City Core
Potential Northport expansion/Navy 
relocation
Sustainability (including waste 
minimization)
Housing
District’s expectations



Where does WDC want to go?



Next steps

• Activity Funding Review to feed into the 
development of Council’s Revenue and 
Financing Policy

• Testing draft financial parameters for our 
Finance Strategy
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