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1 February 2008

Submission to the Rotorua District Council

Proposed Changes to the Rating Process for Rotorua District
The Rotorua Chamber of Commerce (RCC) would like to thank the Rotorua District Council (RDC) for the opportunity to be involved in the review of the methodology used for assessing rates for the Rotorua District. We would also like to acknowledge the meetings and workshops that have taken place and the willingness of the RDC to share information and assist the Chamber to better understand the issues around this process.
The RCC considers this review as a tremendous opportunity to review and revise the current system and implement a system that will be appropriate for the foreseeable future in contributing to the positive encouragement of the economic growth of the region. RCC acknowledges the underlying principles of a taxation regime include equity, transparency, representative, stability, consistency, and enforceability. To these the Chamber would add the preference for the system to be simplistic to enhance its understandability and assist in making the administration and possible dispute and litigation costs to a minimum.  The Chamber suggests there is value in having a rating system that is transparent and robust both in its revenue generation and expenditure allocation.
During 2007 the Minister of Local Government, the Hon. Mark Burton, commissioned an Inquiry in to Local Authority Funding. The Inquiry panel, chaired by David Shand, presented a report to Cabinet in August 2007.
The Inquiry undertook a considerable programme of consultation:

· 6,000 copies of a background paper  were distributed in February 2007 setting out the main issues and inviting submissions
· 2,000 copies of a discussion paper were distributed for consultation on the impact of rates on Māori land
· 14 regional meetings were held with mayors, councillors, and council officers,

· 14 regional meetings were held with the general public,

· 12 regional hui were held with with Māori
· A number of separate meetings were held with a wide range of key interest groups and a large number of relevant government agencies
· An extensive website (www.ratesinquiry.govt.nz) was developed containing background information on the issues. 
The consultation process resulted in some 926 submissions from individuals and organisations covering approximately 10,000 pages. The submissions came from individuals, community groups, farmers and people living rurally, people with Māori land interests, companies and people with business interests, and local government. Submissions came from throughout New Zealand, but there were large numbers of individual submissions from Nelson and the Auckland region. 

The RCC contends that the consultation process was comprehensive and the submissions represented a representative cross section of New Zealand population and interests

Although the report (now commonly referred to as the Shand Report) makes a total of 96 recommendations, only 11 of these recommendations directly relate to the use of rating tools. These 11 recommendations are:
· That the power to set uniform annual general charges be removed from the Local Government (Rating) Act 2002.
· That the 30% cap on uniform charges be removed from the Local Government (Rating) Act 2002.
· That local authorities be encouraged to charge for waste-water disposal by volumetric charging.
· That rating differentials be removed from the Local Government (Rating) Act 2002 from an operative date of 1 July 2012.
· That a common rating system based on capital value be promoted across the country for general rates.
· That councils indicate in their rates remission and postponement policies a policy for postponement of rating of rural property based on reassessed productive values.
· That councils be encouraged to make more use of their powers for flexibility in rating so that the rating burden better reflects value in use.
· That the previous model of a central government valuation authority be reestablished to increase the level of professional resources applied to rating valuations.
· As an alternative to recommendation 12, that the resources of the Valuer General’s office be increased to facilitate better quality control of valuations and encouragement for councils to better maintain the valuation roll and databases.
· That the rates assessment notice make it clear that the rating valuation currently represents a means of distributing the rating burden rather than a likely realizable sale price.
· That councils develop explicit standards for valuation covering such issues as the proportion of properties to be physically viewed between each calculation cycle and the inspection of all improvements to properties arising from a building consent.

The RCC supports the recommendations of the Shand Report. Although the Cabinet has yet to respond formally to this report (our enquiries suggest their response may not be forthcoming until July 2008, the recommendations provide a strong indicator of stakeholder opinion and, it is our contention, likely to form the basis of government opinion on local authority rating methodology.
The RCCI particularly highlights the recommendations relevant to the current discussion and consultation by RDC:

· The removal of the power to set Uniform Annual General Charges (UAGS)
· The removal of any cap on any UAGC (or on any replacement form of District Wide Targeted Rate.) 

· The move to Capital Value as a basis for assessment

· The removal of differentials on sector groups as an assessment tool  

The RCC would urge the RDC to recognize these recommendations in establishing a rating system.
The Chamber would like to propose the following rating system for consideration by the RDC

District Wide Targeted Rate

The establishment of a District Wide Targeted Rate (DWTR) to be based on the identified expenditure on the following functions of RDC: 
· Democracy, Strategic Development & Kaupapa Maori ($2.33m)
· Civil Defence & Emergency Fund ($343k)
· Building Control ($503k)
· Planning - Policy ($1.85m)
· Planning Implementation ($1.87m)
· Inspection ($1.27m)
· Community Policy ($1.30m)
· Rural Fire ($132k)
· Cemeteries and Crematorium ($197k)
· Animal Control ($325k)
· Community Halls (236k)
· Transport Road Safety ($93k)
· Community Assistance ($1.22m)
· Waste Management/Landfill (806k)
The projected income from this district wide targeted tax is approximately $12.475 million and relates to a District Wide targeted tax of $461.88 per rateable unit. 
The change to a DWTR results in the allocation of that particular form of rating revenue becoming transparent both in its calculation and in its expenditure. 

The current legislation establishes a maximum UAGC level of 30%. This removal of this cap is recommended by the Shand report. There is a further cap imposed by the Rotorua local authority of 70% of that 30% legislated cap. It is RCC’s understanding that the removal of that 70% locally imposed limit would enable the DWTR to be set to the recommended level of $461.88 and the overall percentage of uniform charges still remain within current legislative limits of 30% of the total.

RCC supports a DWTR rather than an UAGC  in that the component of the rates levied is transparent and the expenditure is specified. All ratepayers benefit from the components of expenditure covered by the DWTR. The RCC disagrees with a UAGC that is subsumed within the general expenditure of RDC activity.
RCC supports the RDC suggestion that Separately Used or Inhabited Parts (SUIPS) not be applied to the coverage of a DWTR.  The underlying requirements of the revised system include equity, simplicity and ease of administration. The difficulty in clearly defining a SUIP introduces an unnecessary complexity to the system. In may cases where SUIPS may apply, there will be an higher rating levy from higher capital value. 

Business Sector Targeted Rate

The establishment of a Business Sector Targeted Rate (BSTR) to be based on the identified expenditure on the following functions of RDC 
· Destination Rotorua Economic Development

· Destination Rotorua Tourism Marketing

· Destination Rotorua Event Venues

· CBD Retail Promotion.

RCC recommends that for the purpose of this rate, the definition of business be those entities that are involved in commercial activity. This includes the rating sectors defined as ‘utilities’.

RCC also recommends that there be recognition of farming as a business category and that there is a degree of private good that is experienced by the rural business community as a result of economic and business development within the community. RCC acknowledges that the degree of private good will not be of the same level as that benefit accrued by the business sector.

To recognize this unequal benefit, RCC is recommending a differential allocation of the total rateable fund to be 15% against the farming sector and 85% against the business sector.  RCC recommends that this allocation be based on data collected by Destination Rotorua Economic Development that identifies the generative impact of the farming sector as a percentage of Rotorua territorial authority GDP.
For the purposes of this submission RCC has assumed that the total is approximately $5.5m. It makes two further recommendations

· That the allocation on retail promotion although still under the management of Economic Development be identified as a separate component

· That the allocation of the fund becomes contestable between the stakeholder groups. This will assist in ensuring accountability and ownership of the allocation portion of the fund.

RCC recommends that this BSTR be assessed on land value reflecting the footprint or degree of occupancy (as indicated by square meterage ) of the rateable unit of the business sector coverage of the region. The rationale for this allocation is:
· The predominant development for commercial properties is either single or two storey. The imposition of a rating differential on multi storey commercial properties is penalizing those ratepayers that have already made a considerable investment and through that investment are generating increased economic activity in the city.
· In a number of commercial properties the business activity is based on the ground level activity. For example, the active business space for a retail business is the street frontage on the ground level. Second levels may be allocated to storage or to some other forms of use, for example residential accommodation.

· The RDC, in considering the CBD revitalization, is currently discussing  opportunities to encourage inner city living. One opportunity to achieve this would be the creation or conversion of second and subsequent levels above ground floor to residential living. The imposition of a BSTR rate on improved value (CV) as a result of any conversion would be inappropriate for the residential use component of the building.

· A number of the business ratepayers already contribute to economic development from their own marketing and promotions budgets. Generally those businesses that have a high improvement value (in some case represented by additional occupied floors of commercial activity e.g. accommodation) already contribute considerably to total city expenditure on marketing promotion and economic development.    

RCC supports the introduction of a BSTR in that it better reflects those activities that have a direct and private benefit to business sector ratepayers. The expenditure is transparent and specified.  The introduction of a BSTR covering these functions also places an assurance on future funding of these activities. The level of funding may also be indexed to either a CPI index or the proposed overall annual rate increase.  
Retail Precinct Targeted Rate
The establishment of a Retail Precinct Targeted Rate (RPTR) to be based on the identified expenditure on those activities that are specific and relevant to the various retail precincts. These areas of expenditure would include those such as (but not be limited to):
· Street Cleaning

· Graffiti removal

· Security costs

· Street decorations

· Hanging flower baskets

· City Centre Management

The retail precincts would include those areas such as:

· CBD Rotorua (including Rotorua Central and the defined Lakefront area), 
· Ngongotaha Shopping Centre; 
· Te Ngae Road Shopping Centre. 
· Western Heights Shopping Centre, 
· Any other retail precincts that have supply of additional specific services.

For the purposes of the submission the expenditure on these cost areas has been assumed to be approximately $1m. The expenditure would be allocated across the identified retail precincts in which the activity occurs. The rate therefore would vary per retail precinct dependent on the level of services provided.

This method of applying a targeted rate is successfully applied in the Tauranga District.

The RCC recommends that this RPTR be assessed on  land value reflecting the footprint or degree of occupancy (as indicated by square meterage ) of the rateable unit of the particular retail precinct.
RCC supports the introduction of a RPTR in that it better reflects those activities that have a direct and private benefit to ratepayers in the identified retail precincts.. The expenditure is transparent and specified.  

Non-Differentiated General Rate

The introduction of a General Rate (GR) assessed on Capital Value (with no differential) applied across all rateable units.  
The non-application of differentials across all rating groups would result in 
· The simple and understandable rate applied to all properties irrespective of function or geographical locations.

· Fair to all rating groups.

· The private business good recognized by the targeted rates

· No requirement for an urban fence as no differential between sector groups

· No requirement for assessment of PARTS (allocation of the rateable value against differentiated sectors)

· Minimising any dispute or litigation over allocation of differential or PARTS allocation.

· Better reflection of current market value as a basis for triennial valuation reviews through using Capital Value as the tool.

RCC is concerned that the preferred model suggested by the RDC at the last meeting with representatives of the Chamber of Commerce includes the continuation of a 2.5 differential. The application of this differential will impact ratepayers with high capital improvement investments. This is particularly the case with the number of the larger hotel accommodation units in the City.  These operators are continually increasing their investment in the accommodation plant of Rotorua through planned refurbishment. The trans-Tasman capability of the Rotorua Regional Airport will provide opportunities for economic growth. The attraction of new hotel accommodation operators to Rotorua will be essential. The introduction of a 2.5 differentiated capital rating system and the current strategy of imposing a development levy will act as a dis-incentive to undertake the required capital intensive development needed in the inner city.

Recent anecdotal reports suggests that the RDC may be considering a gradual reduction over time of the 2.5 differential to a unitary value. This recognizes the recommendation in the Shand report that differentials be discontinued. 

RCCI suggests that with the introduction of the BWTR and the RPTR, recognizes the private good and sector service provision of business related services. The revenue raised through the increased level of the DWTR and the sector specific BWTR, RPTR and FSTR will reduce the remaining revenue to be raised by the GR. Although it may result in a slight increase on residential ratepayers it would not be as great as under the application of a straight capital value method.

The RCC contends that this suggestion of a district wide targeted rate, a business wide targeted rate, a retail precinct targeted rate, a farming sector targeted rate and a unitary general rate across all ratepayer groups will be simpler to understand, easier to administer, transparent in its expenditure, based on user pays, and fair to all ratepayer groups.

We would request that the RDC develop a model based on the suggested combination of rates and provide response with a comparison against straight capital value and current 2007/08 land value system model.  
Yours sincerely

Roger Gordon

Chief Executive Officer

Christa George

President
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