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Rates Cap Model Summary 
What is the rates cap model? 
The rates cap model is the Government’s approach to limiting how much councils can increase the rates they collect from ratepayers. 
What will it do?
The rates cap limits how much revenue councils can raise rates over a set period. It does not limit revenue from growth, such as new properties being added to the rating base.
How will it work?
Every six years the Government will set a target range for rates increases (for example, 2–4%). Councils will only be able to increase rates within the target range. 
The range will be based on changes in the costs councils face. The lower end will help councils maintain essential services, assets, and infrastructure; while the upper end will keep rates increases affordable for households and businesses.
Councils will have flexibility in how they apply rates increases across different properties. This means rates for some properties may increase by more or less than the target range. Councils will need to keep their average total rates increase within the target range over a three‑year period. This means increases can vary from year to year, provided the average remains within the range.
The model allows for growth in the number of rateable properties. Councils will need to make reasonable forecasts of the growth when preparing their long-term plans. 
The model includes flexibility for unexpected significant cost pressures that affect councils across the country, such as new central government obligations on local government, or major global economic events. The Minister will take these costs into account when setting the target range every six years.
The Minister will undertake a post-implementation review by 31 December 2033. In preparing the report to present to Parliament the Minister must ensure that councils and the Regulator are consulted. 
What will it cover?
The rates cap will apply to:
· general rates
· uniform annual general charges
· most targeted rates.
The rates cap will not apply to charges and rates for water services (drinking water, wastewater and stormwater). These will be managed under separate arrangements.
When will it apply?
From 1 July 2027 to 30 June 2029, councils will need to take the target range into account when setting rates.
From 1 July 2029, local authorities will be required to comply with the target range.
Who will set the target range?
The first target range of 2-4% per year will be set in the legislation. This range will be reviewed and reset before councils prepare their 2030 long-term plans, based on advice from the Regulator. After that the Minister of Local Government will set a new target range every six years, based on advice from the Regulator.
When setting future ranges, the Minister must consider:
· costs faced by councils in carrying out their functions
· expected new costs resulting from Government decisions
· whether adjustments are needed to account for unexpected costs in the previous period.
Exemptions
The model includes flexibility for individual councils through an exemption process. Councils can operate outside the target range if an exemption is approved.
Exemptions are time limited and rare. There will be two main types of exemption:
	Exceptional circumstances (e.g. natural disasters)

	Who decides: the Minister, with advice from the Regulator

	Regulator will consider whether:
· there are exceptional circumstances; and
· if an exemption is necessary or desirable to enable the local authority to respond or recover.

	Timing for application: as needed, following unpredictable, unforeseen or extreme events. 

	Description: this exemption allows a council to increase rates above the target range in response to exceptional events that are unexpected, outside the council’s control, or particularly severe.  If an exemption is approved, the Minister will set a new target range for the council. The exemption is intended to apply for as long as needed (up to 10 years) to help the council respond to, recover from, or manage the effects of the exceptional event. 




	Future financial planning (starting from 2030/31)

	Who decides: the Regulator

	Regulator will consider:
· how the council has considered the purpose of local government, the provision of core services and its statutory functions in its financial management;
· how the council has used other funding and financing sources;
· whether the council has considered asset recycling; and 
· the council’s plan to return to the target range over an agreed period.

	Timing for application: before public consultation on the council’s long-term plan. 

	Description: 
Where a council can demonstrate that its finances are being managed prudently, it may apply to increase rates above or below the target range. If an exemption is approved, the Regulator will set a new target range for the council and the council will be required to consult its community on the proposed rates increase. 


Councils will retain the final decision on whether to apply for and use an exemption.
Role of the Regulator
An independent regulator will oversee the rates cap system. The Regulator will provide guidance to councils and monitor compliance. 
The Regulator will:
· advise the Minister on setting the target range
· advise the Minister on applications for exceptional circumstances exemptions 
· approve applications for exemptions for financial planning
· issue invitations and approve applications for 2029/30 financial year exemptions (see below)
· monitor council compliance
· require councils to remake rates decisions if they do not comply with the target range
· publish information about how the system is working.
The Regulator will be a statutory officer located in the Ministry of Cities, Environment, Regions and Transport and appointed by the Ministry’s Chief Executive. 
Transition period
A transition period will run from 1 July 2027 to 30 June 2029 to give councils time to adjust to the rates cap before it becomes mandatory.
During the transition period, councils must have regard to the target range but are not required to comply with it.
A special approach for exemptions applies for the 2029/30 financial year. This is because the rates cap will become mandatory at the beginning of the third year of the 2027–37 long-term plans. Applications will be by invitation only. There will be two types of exemptions:
	Capital works (2029/30 only)

	Who decides: the Regulator

	Regulator will:
· invite specific councils to apply if they meet certain criteria outlined in legislation.

	Timing for application: councils will be invited in early 2027 and the application will be determined no later than 29 June 2027. Exemptions will last for the 2029/30 financial year only, and then a council can apply in 2029 for a Type-2 (future financial planning) variation for the 2030 long-term plan if neeed. 

	Description: councils which have significant capital expenditure planned or underway at the time the legislation comes into force may increase rate above the target range for the 2029/30 financial year. This exemption applies as part of their 2027–37 long-term plan and only for 2029/30. The exemption will not set a new target range.  



	Financial difficulty

	Who decides: the Regulator

	Regulator will:
· invite specific councils to apply if they meet certain criteria outlined in legislation.

	Timing for application: councils will be invited to apply for an exemption in early 2029. Decisions will be made no later than 29 June 2029. Exemptions will last for as long as needed for councils not to be financially at-risk (assumption that this will be a short duration due to the transition period). 

	Description: 
Councils that are at risk of financial distress may be allowed to increase rates above the target range from 2029/30. This exemption can remain in place for as long as needed to address the council's financial situation and to avoid the rates cap worsening existing financial pressures. The exemption does not create a new target range. Instead, it allows the council to exceed the existing target range for the period of the exemption.


How does this fit into the wider local government reform?
If councils are involved in a major local government reorganisation, such as an amalgamation, under the current Local Government Act processes they will need to follow a process set out in legislation to reset their rates before the target range fully applies. The reset process will be based mainly on the rates of the predecessor entities, with some allowance for the cost of reorganisation and changes in funding structures.
During the reset period, the new council or councils will have flexibility to set rates while taking the target range into account. The requirement to stay within the target range will then apply to the council’s first long-term plan prepared after the reorganisation.
Any reorganisations under the Simplifying Local Government process (Head Start or the proposed back stop process) are different. How the rates cap will apply to councils undergoing those reorganisations will be managed through the legislation for those processes. The intention is that the rates cap target range should apply as soon as possible to the reorganised entity.  
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