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Introduction 
An Inquiry Panel set up by the Local Government Minister Mark Burton to conduct an independent assessment of the local government rating system has started its work.   A series of public forums with Councils and the public are scheduled around the country with the first meetings kicking off in Hamilton and Auckland next week.  Further meetings are then scheduled around the country in March and April with written submissions closing on 30 April 2007.  See the schedule of meetings and process for submissions on www.ratesinquiry.govt.nz 
The Inquiry will take into account the feedback gained from the public meetings and written submissions before making recommendations to Government by 31 July 2007 on options to enhance rating and other funding mechanisms for local government.
According to background papers issued by the appointed Panel leading the review, a combination of factors has led to the establishment of this year’s Rates Inquiry:   

The requirement in 2006 for local Councils to develop long-term council community plans (LTCCP) saw Councils setting out ten year funding plans to meet the cost of deferred maintenance, overdue infrastructure commitments and service improvements.  Together with recent rates rises, particularly in the last two to three years, there is growing public concern about how Councils will fund their plans and what it will mean for general rates.  
From a tourism industry perspective, the Inquiry will be an important forum to promote the importance of tourism to local government and the need to continue current funding activities.  It will also be an opportunity to consider alternative funding mechanisms to support the growth of the industry and destination management.   
As detailed in the Inquiry’s background paper, some of the major issues to be examined will include: 

· the present levels of rates and past rate increases; 

· the sustainability of rates as a major revenue raising tool; 

· drivers for increased local authority expenditure; 

· trends in the use of rating tools nationally to fund services; 
· other sources of revenue currently available to local authorities; and  

· future revenue-raising mechanisms

This paper discusses the role of local government in tourism, implications of the Rates Inquiry for the tourism industry, the value of tourism to the New Zealand and the regions, a scan of possible alternative funding mechanisms and some advice on what you can do as a business to influence a positive outcome for tourism.  We encourage you to take this briefing with you when you attend the public meetings.   

The Role of Local Government in Tourism 

Local government plays a critical role in the tourism industry, principally through its investment in infrastructure. Local authorities provide the basic public amenities which communities and visitors alike utilise, namely water, sewerage, toilets and roads.  Most councils also operate attractions such as museums, art galleries, gardens, events and sports stadiums, although increasingly commercial interests are now involved in public/private sector partnerships or sponsorship arrangements with councils in the funding of such activities.  
Local councils also contribute varying amounts of funding to specific tourism related activities, for example to fund Regional Tourism Organisations (RTO) and i-SITES.    The RTOs are the destination marketers who promote their areas and some are heavily involved in destination management and development working very closely with their councils.  RTOs are generally funded by councils and a number are supported through a mix of private and public investment.  The i-SITES are in some instances self-funded, but for the most part they depend on council investment to remain operationally viable.  In most cases, RTOs also produce advertising brochures, maps, guides and posters in conjunction with tourism operators to enhance the marketing effort.   
In essence, local government exerts considerable influence on the tourism industry by virtue of its funding powers, its support of RTOs and its role in district planning, resource management and infrastructure development.  

Rating Inquiry has Implications for Tourism      

Councils can assist tourism to grow and prosper in their areas and it’s an opportunity for regional economic development if councils recognise the spin-off that tourism brings.  Equally, local government can potentially harm tourism’s prospects and the Rating Inquiry is likely to be the impetus for many local authorities around New Zealand to review their funding priorities, look closely at their support for tourism, what return they are getting and if their investment is a good one.  Ongoing funding of RTOs cannot be taken for granted.  Tourism is largely regarded as a discretionary activity for councils and where cost pressures exist, unless awareness of tourism’s contribution to the regions is built, funding is by no means assured.      

Local governments are facing competing economic development priorities with their economic development agencies (EDA) assessing the worth of tourism ventures alongside those from many other industries.  With central government having recently floated bed taxes as a possible means to fund Auckland’s Rugby World Cup Stadium, industry specific taxes will be in the minds of elected local government officials as an alternative funding option when making budget projections.  
In the context of this Inquiry, it is very important the industry emphasises: 

· the current contribution of tourism in terms of regional and national economies and in terms of rates revenue and GST generated;

· the risk of tourism taxes to business, to industry and to the regional and national economies; and 

· the alternatives. 

The Value of Tourism 
Without a doubt economic benefits are the primary driver for local government to invest in tourism, but tourism is also an investor in local government with quality visitor attractions able to draw people to a particular region.  Expenditure by visitors, both domestic and international, can bring in millions of dollars to an area and in recent decades, many regional economies have experienced growth in their tourism sector while other industries such as agriculture and manufacturing have been static or declining.  In fact, compared to other industries, tourism has been a standout performer, having displayed sustained and rapid growth since the 1970’s, especially as commercial jet travel and other modes of transport have become more accessible and affordable. 

So, it’s a two way street – councils provide the infrastructure to support visitors and contribute to the marketing effort to get visitors to their region.  Tourism businesses themselves provide quality products that add to the appeal of a region and enhance the visitor experience, while they also supplement the marketing efforts of their RTO with their own promotional campaigns.  The net result is visitors spending dollars in your region and contributing to the economic well-being of your communities.     

Let’s look at the numbers to prove the point, firstly at a national level (2005 figures):
· total tourism expenditure for the year was $17.5 billion; 
· tourism contributed 9% of New Zealand’s total GDP; 
· tourism was New Zealand’s largest export sector with international tourism expenditure of $8.1 billion, representing 18.7% of export earnings; 
· tourism directly and indirectly supported 176,000 full-time jobs or one in ten of the total New Zealand workforce; and      

· tourism, as the only export sector that pays GST, contributed more than $500 million to the consolidated fund in 2005. 

Look at regional economic spending and you can see what tourism brings into the regions.  Here are examples of the visitor expenditure in regions where the Rates Inquiry meetings are being held: 
	Region 
	Visitor Expenditure $m (2005) 

	Whangarei  
	  627 

	Auckland 
	3700

	Waikato 
	 719 

	Rotorua 
	  431

	Gisborne  
	  116

	Hawke’s Bay 
	  300

	Manawatu 
	  268

	Wellington 
	1000

	Nelson 
	  352

	Christchurch 
	2000

	Dunedin 
	  324


Source: New Zealand Tourism Forecasts 2006-2012, Ministry of Tourism  
To see what visitors contribute to the economy of your region, visit www.tourismresearch.govt.nz  and go to the Tourism Leading Indicators Monitor.  Take those figures with you when you attend the Rates Inquiry meeting in your area or highlight them in your submission, so your Council knows the contribution visitors make to the local economy.  

Fair Ways of Rating – Some Alternative Funding Options 
A Firm ‘No’ to Bed Taxes  

Risks of Tourism-Related Taxes 

· risks to individual operators, for example, the impact on competitiveness, on tourism activity and through additional compliance costs;

· risks to investment, for example, the hotel industry;

· risks to the local economy, for example, decline in tourism numbers and conference activity as evidenced by international examples such as Sydney and New York;  

· risk to the national economy, decline in tourism numbers and diluting the international 100% Pure reputation; and
· risks to rates revenue, for example, through declining business activity in regions and costs of administration 

The benefits of tourism flow across many other sectors, yet the costs of a tourism-related tax are most likely to be concentrated on selective business types, such as hotels and motels which are neither fair nor equitable. 

Look at some of the alternatives 
· What about that GST?  – the tourism industry continues to advocate for some diversion of its GST contribution from international visitor expenditure, currently in excess of $500 million, to be re-invested in projects beneficial to tourism.  Funding could be “ring-fenced” and could be redistributed to local authorites to fund services and infrastructure, for example to pay for the upkeep of popular visitor roads, public toilets, effluent dump stations, lay-bys, waste disposal and tourism signage; and
· Central government support – central government’s fiscal position has strengthened significantly over the past decade and its revenue growth has far and away outstripped that of local government.  There is a case for increased central government support for increased local government infrastructure spending.  

Some of the alternative funding options suggested in the Inquiry’s discussion paper include: 

· Local income tax – administered locally, collected centrally and redistributed to local authorities; 

· Local sales or consumption tax – local government equivalent to GST on the consumption of goods and services which is redistributed to local authorities; 

· Industry and commodity specific taxation – a variety of taxes that could be applied to specific industries, for example, tourism through a bed tax and automotive energy through a petrol tax, are mentioned; 

· Citizens tax – a tax on every adult citizen at a uniform rate, known in the UK as a poll tax; and  

· Payroll tax – levied on employers as a percentage of payments on wages and salaries. 

TIA is aware that there are a number of viable alternatives to the use of bed taxes including: 

· User pays – for services such as water and wastewater such a mechanism fairly targets users and rises revenue as the use of such services increases;

· Targeted rates – currently available under Schedule Three of the Local Government Act 2002, this rating criteria already enables local authorities to rate defined groups of rate payers where it is clear they benefit from existing services.  Targeted rates tend to work better when they are introduced with the agreement of the business community for a specific activity and the money is specifically allocated for tourism spending, like the downtown levy in Wellington;     

· PPPs (Public/Private Sector Partnerships) – this allows a wide range of development models to include design, build, funding, operating and ownership responsibilities.  A PPP should provide cost allocation equity between sectors;       

· Seasonal pricing or peak pricing – a seasonal surcharge might apply at a time of highest demand.  This is a form of user-pays and can be an effective way of managing visitor flows away from peak periods;     

· Development contributions – these are sometimes used to fund infrastructure due to growth pressures from permanent residents and holiday populations.  Development contributions are considered appropriate for Councils as a way of collecting revenue where growth imposes increased infrastructure burdens; and   

· Subsidies – these include the Sanitary Wastewater Subsidy Scheme and the Drinking Water Subsidy Scheme available from central government.  This form of funding is limited and is often only available on a short-term basis. 
The Lyons Inquiry is undertaking the most comprehensive review of local government funding ever undertaken in the UK.  Tourism related taxes are being considered and the tourism industry there is discussing some of the following options: 

· Levies on restaurants, entertainment venues and sporting venues – for example, a ticket price might include a levy for redistribution to the local authority;    

· A charge on roads or car parks in National Parks or high value visitor areas – might be used in areas where visitors are sometimes the primary reason for congestion.  Congestion funding has already been introduced in Durham and London and is planning to be introduced in other areas; and      

· Litter or waste taxes.  

Conclusion   
The Rating Inquiry is a challenge and an opportunity for the tourism industry to promote the value of its sector in regional economies.  The activity of local government is critical to the thousands of businesses of all sizes that constitute the tourism industry in New Zealand.  

Your local authority sets the rates your business pays, the level and quality of services provided, the events that take place in your area and the money invested to promote your region.  Apart from your own clients, local government is arguably your most important partner.

Tourism is a crucial dimension of regional economic development. It generates substantial amounts in personal spending, business receipts, employment and of course rates.  Just a fraction of tourism spending actually occurs in obvious tourism businesses, such as hotels and attractions.  Most of it in fact takes place in shops, restaurants, roadside stalls, petrol stations and on public transport, so the benefits of tourism are enjoyed by many other industries.  
We must not let Councils lose sight of these facts and target our industry with a bed tax or some other crude form of tourism-related tax that could be detrimental to visitor numbers and regional growth.  We encourage you to go along to a meeting in your region and make sure tourism interests are championed and that inequitable taxes targeting individual tourism businesses are not on the agenda of any local authority in New Zealand.            
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