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• encouraging more use of alternative funding and financing tools where it is efficient 

and appropriate to do so; and  

• enabling local authorities to continue to maintain sufficient service standards, by 
aligning provision of services with long-run measures of economic growth.  

 

DIA considered four options to address the policy problem: (1) retaining the status quo;6 (2) 
a rates target range (similar to the Reserve Bank model for managing inflation); (3) a strict 

rates cap for expenditure that excludes revenue raised for the purpose of expending on 
certain activities and services; and (4) a strict rates cap that applies to all council rates 

revenue, regardless of the purpose.7 Non-regulatory options were explored, including 
issuing guidance to local authorities on better use of existing funding and financing tools. 

However, Ministerial direction was to deliver a constraint on councils’ ability to increase 
rates, which necessitated a regulatory approach. DIA assessed that, depending on policy 
and regulatory design decisions, the benefits of the rates target range model (Option 2) 
would outweigh the costs. The detailed design decisions were the subject of the next two 

regulatory assessments.8 Cabinet agreed to Option 2. 
 

There are likely to be both benefits and detriments to the parties involved.9  

• For local authorities, they will be restricted in how much revenue they will be able 

to raise from rates, which will affect expenditure that is reliant on rates funding. 

Councils will need to go through an application process if they wish to seek an 

exemption to the target range for a specified period. They will also be subject to 
additional enforcement measures if they act unlawfully in setting a rates increase 

above or below the target range.   

• For ratepayers, the rates cap is intended to stabilise annual rates increases to within 
the target range, reducing the financial pressure ratepayers experience when there 

is volatility from year-to-year rates bills.   

• For communities, the rates cap is likely to lead to a reduction in levels of service, 

and higher use of fees and charges. The model ensures a minimum rates increase, 

which encourages appropriate investment in maintaining assets and delivering 

services for communities. Having a rates target minimum reduces the risk of 
underinvestment, followed by the need for larger rates increases at a later date to 
catch up on investment in services, asset maintenance and asset renewals. 

 
MCERT therefore does not consider there to be an inconsistency with this principle.  

 
6 The status quo includes existing constraints such as local democracy, audit, central government 
stewardship, intervention from the Minister of Local Government, and requirements in the Local 
Government Act 2002 and the Local Government (Rating) Act 2002.  
7 Rates Capping Regulatory-Impact-Statement.docx, paragraphs 27-37. 
8 Regulatory Impact Statement: Rates target range model regulatory design; and Regulatory Analysis 
Summary: Rates Capping Regulator. 
9 Rates Capping Regulatory-Impact-Statement.docx, paragraphs 41-43.  
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DIA assessed that the rates target range model, as a package, has marginal net benefits to 

the status quo. MCERT therefore considers there is no inconsistency with this principle.  
 
Benefits primarily come from the increased assurance processes from oversight, and the 

built-in flexibility. While the cap limits councils’ ability to directly meet all their 

communities’ preferences using rates revenue, there are mitigations in the design of the 
model. 
 

Additional potential benefits include:11 

• anticipated prioritisation of expenditure to projects with the highest value; 

• the rates target is likely to increase the predictability of rates increases for 

ratepayers, with some potential savings for ratepayers; 

• the rates target sets expectations that there will always be rates increases, meaning 

local authorities are likely to face less pressure to set zero percent rates increases;  

• monitoring council rates increases outside the target range can be an early warning 

system of financial sustainability issues;  

• regulatory oversight reviews of local authority spending are likely to find 

opportunities for improvements in service delivery; and  

• increased use of alternative funding and financing tools with less reliance on rates 
as a source of revenue.  

 
Additional potential costs include:12 

• cost to the Crown for the regulator 

  

• local authorities will be limited in their ability to raise revenue from rates, which is 

likely to impact service delivery; 

• restrictive effect on infrastructure investment that is funded by rates. This is 

mitigated by having an exemption process for councils who have demonstrated 

prudent financial management;  

• ongoing costs to local authorities in engaging with the regulator once established;  

• impact on local authority debt and financing costs. This is mitigated through 
provisions relating to receivership, Commissioners, exemptions, and the 
requirement for the Minister to consider significant costs on councils when setting 

the target range; and 

• communities are likely to experience lower levels of service in areas outside 

delivering statutory obligations or increased user fees and charges for those 
services. This is intended to be a feature of the model.  

 
11 Rates Capping Regulatory-Impact-Statement.docx; Regulatory Impact Statement: Rates target 
range model regulatory design and Regulatory Analysis Summary: Rates Capping Regulator. 
12 Rates Capping Regulatory-Impact-Statement.docx; Regulatory Impact Statement: Rates target 
range model regulatory design; and Regulatory Analysis Summary: Rates Capping Regulator. 
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