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Glossary of abbreviations and terms

	Actual, reasonable and necessary costs
Authorised purpose
Class 4 gambling
Clubs

Duties

Fees

GMP

Levy

Minimum rate of return
Net proceeds

Society

	Actual – the society and venue operator must be able to show that the costs were actually incurred; Reasonable - the costs must be in proportion to the size of the operation, and should take into account normal market values or prices for the goods and services provided; Necessary – the costs must be necessary to the conduct of gambling and legal compliance
Means a charitable purpose, or a non-commercial purpose that is beneficial to the whole or a section of the community, or promoting, controlling and conducting race meetings under the Racing Act 2003, including the payment of stakes

Gambling where the net proceeds are applied to or distributed for authorised purposes; where no commission is paid to, or received by, a person for conducting it; where it satisfies the relevant game rules; and it utilises a gaming machine.

Voluntary association of persons combined for a purpose other than personal gain

Taxes paid on gaming machine proceeds

Fees paid by gambling operators to the Department of Internal Affairs

Gaming machine proceeds

Problem gambling levy 

This is the minimum amount of proceeds that a licence holder must distribute for authorised purposes and is currently equivalent to 37.12 per cent of GST exclusive gross proceeds per financial year

The amount remaining to be distributed to authorised purposes after costs, levies and taxes have been accounted for from a society’s gambling turnover and any interest or earnings from investment or sale of assets

A society that is incorporated under the Incorporated Societies Act 1908, or incorporated as a board under the Charitable Trusts Act 1957, or a company incorporated under the Companies Act 1993 that does not have the power to make a profit and is incorporated solely for authorised purposes, or a working men’s club registered under the Friendly Societies and Credit Unions Act 1982
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1. Overview

1. The Department of Internal Affairs (the Department), on behalf of the Minister of Internal Affairs, is seeking your views on several regulatory issues to improve the framework for Class 4 gambling.

2. The Minister of Internal Affairs has a number of high-level priorities for the Class 4 gambling sector.  These include:

· delivering more funding for the community;
· lowering compliance costs;

· increasing transparency and compliance; and

· enhancing protections for problem gamblers.

3. These measures will be achieved through the Gambling (Gambling Harm Reduction) Amendment Bill and through regulations and further legislation that will be introduced later this year.  This consultation document focuses on some of the regulatory changes proposed.
4. Section 372 of the Gambling Act 2003 requires that, before regulations are made, persons and organisations that are likely to be substantially affected by the regulations must be consulted and given a reasonable opportunity to respond.

5. This consultation document contains discussion on four different issues:

A. increasing the transparency of Class 4 grant-making decisions; 

B. increasing the proportion of proceeds returned to authorised purposes; 

C. increasing the proportion of proceeds returned to the communities that generated them; and
D. exploring ideas to reduce compliance costs arising from compensation paid to Class 4 venues by Class 4 societies.

6. The document will outline each of the above four issues separately including the problem definition, options to address the problem and the costs and benefits of the options.  You can submit comments on any or all of the proposals.
7. The proposal to increase the rate of return to authorised purposes links with the discussions on a new venue payment system.  A potential increase in the rate of return, along with a change in venue payments, could be a deciding factor in the continued operation of some venues or whole societies.  In order to make sure that the resulting regulations best meet the needs of the sector, the community and the regulator, the Department needs to be informed of the impacts of these proposals.

8. Similarly, the proposal to improve transparency of grant-making decisions relates to the proposals to mandate a specified rate of local distribution.  Improved publication of grant information will help to illustrate where proceeds are being distributed relative to where gaming machine proceeds are generated.    

9. Any changes proposed to increase transparency of grant-making decisions, increase the rate of return to the community and to regulate local distribution of proceeds to the local community will occur after and as a result of this consultation (subject to this consultation process).
10. Under the venue payments system proposals, both alternative options proposed to amend the venue payment system will require legislative change.  To allow for a potential commission based payment system, an enabling provision has been proposed in the future legislative programme that will remove the prohibition on commission-based payments.  Also consideration will be given to changing the requirements for venue costs to be actual, reasonable and necessary so that any possible new venue payment system fits with the legislation.  If a new system is established or the current system is revised, it is important to note that there is no intention to increase the proportion of venue payments above the current 16 per cent at a society level. 
2. Background information

11. The purpose of the Gambling Act 2003 (the Act) is to:

· control the growth of gambling;

· prevent and minimise the harm caused by gambling, including problem gambling;

· authorise some gambling and prohibit the rest;

· facilitate responsible gambling;
· ensure the integrity and fairness of games;

· limit opportunities for crime or dishonesty associated with gambling; 

· ensure that money from gambling benefits the community; and

· facilitate community involvement in decisions about the provision of gambling.
12. Class 4 gambling is gambling using non-casino gaming machines, also known as pokies.  This type of gambling is operated by non-commercial societies (societies) that may operate machines in pubs and clubs that are licensed by the Department.  The proposals in this document will apply to societies that operate machines in venues such as pubs rather than clubs that operate machines in their own premises.  However, there are some requirements that clubs must also comply with.  For example, clubs are required to publish information about their distributions when they mainly distribute more than 50 per cent of their net proceeds to purposes other than their own. 

13. Societies operating gaming machines in venues such as pubs and bars raise money that is returned to the community through a grant-making process.  Money returned to the community must be for an authorised purpose, which includes a charitable or a non-commercial community purpose and for activities related to conducting racing under the Racing Act 2003.  The Act seeks to balance the potential harm from gambling against the benefits of using gaming machines as a mechanism for community fundraising.

14. As at 30 June 2013, 47 non-club societies operated 1043 venues with 13,788 gaming machines.  Money returned to authorised purposes through grants totals approximately $260 million annually (GST inclusive).  This compares with 96 societies with 1355 venues and 17,624 gaming machines as at 31 December 2004 and on 31 December 2008, there were 51 societies with 1175 venues and 15,880 machines.
  Money returned to authorised purposes over this time has remained relatively steady with some fluctuation.  In 2003 the approximate return to authorised purposes was $271 million, peaking at $340 million in 2007, with the lowest amount returned in 2010 of $239 million.
15. Societies must return a minimum of 37.12 per cent of their GST-exclusive gross proceeds to authorised purposes in the community.  This money is distributed by a net proceeds committee.  A net proceeds committee comprises of at least three people who are key people in relation to the Class 4 society.  A net proceeds committee can be set up to distribute funds to a particular area or be set up to distribute for particular authorised purposes.  The distribution takes place through a grant application process whereby an applicant applies for a grant of money for a specific purpose subject to them meeting the authorised purposes and any other criteria for that particular society.
16. Societies compensate venues for hosting their machines using cost limits currently outlined in a Gazette notice.
  Costs incurred by societies in association with venues must be actual, reasonable and necessary.  Societies must submit their venue agreement, including a completed cost schedule, to the Secretary for approval.  Further explanation of the notice is given in section 6 (Proposal D).     

3. A: Increasing the transparency of Class 4 gambling grants

3.1 Current situation
17. Section 110(4) of the Act requires that societies must publish at least annually:
· details of all applications received from persons or groups in the community for grants of net proceeds from Class 4 gambling during a year and whether the applications have been accepted or declined; 

· the amount of net proceeds from Class 4 gambling granted, if any, in each case; and

· the results of the society’s annual review of the criteria, methods, systems, and policies it uses for considering the distribution of net proceeds from Class 4 gambling.
18. Some societies do not publish clear and transparent information about the grants that they make and the grants they decline.  A review of information available on societies’ websites (September 2012) highlighted the differences in information published particularly between large and small societies.
  The review also revealed the areas where information was missing.  In general, larger societies produce very detailed information on their websites while some smaller societies publish the bare minimum of information.  Sometimes the particular format in which the information is presented is the problem, with some societies’ lists of unsuccessful applicants difficult to read due to its font size.  

19. Some issues raised during the consultation on the Gambling (Gambling Harm Reduction) Amendment Bill include concerns around whether members of a society’s net proceeds committee have particular interests in a grant applicant’s organisation.  Publication of the reasons why a grant was declined would also be useful to get a fuller picture of grant-making decisions.  However, the current empowering provision in the Act needs expansion in order for these issues to be resolved.  It is intended that legislation, likely to be introduced in 2013, will amend section 110 so that these provisions can be included in the new regulations. Consultation on the additional potential regulations will occur after this time.
3.2 Problem definition

20. The primary mechanism by which communities and community organisations can scrutinise society grant-making decisions is through the publication of transparent and consistent information about grants.  The information published by societies is not sufficient to enable a clear picture to be developed of the size, volume and nature of grants made and declined by all societies.  It is difficult to determine the purpose for which grants are made and the location to which they are going.
3.3 Policy objective

21. The policy objective is to increase the transparency of Class 4 grant-making decisions.  
3.4 Criteria to assess options

22. The Department has identified the following criteria to assess the options.  These include:
· Does the option address the problem and achieve the policy objective?

· Is the option consistent with the purposes of the Act?

· Does the option increase transparency?

3.5 Options for addressing problem

3.5.1 Option one: Status quo

Risks, costs and benefits
23. There are several risks connected with remaining with the status quo.  While some societies produce useful, detailed grant information for the public, many do not.  The status quo allows many grant-making decisions to remain unclear and limits the ability to aggregate information across societies.  It is not always known how money has been used, for example, a society may report that it granted $5000 to a school in a particular location, however, we do not know if that money was used to buy something for educational purposes or for sporting equipment or a new vehicle for school transport.  
Assessment against criteria

24. Remaining with the status quo does not increase transparency, unless all societies voluntarily provided more information about their grants. The option does not address the problem.
3.5.2 Option two: Introduce regulatory requirements through section 114 that specify the information societies must provide (preferred option)

Option description
25. Section 114 of the Act allows regulations to be made that prescribe certain requirements for the publication of information about the application and distribution of net proceeds from Class 4 gambling [114(1)(e)], and prescribe other requirements concerning the management, application, or distribution of net proceeds [114(1)(f)].

26. In order to increase transparency, the proposed new regulations could stipulate the particular information that societies would need to publish.  

27. It is proposed that societies publish the following information on their websites:
· the geographic location of grant applicants including a street address of the organisation;
· whether the applicant is a national, regional or local organisation;
· the purpose of the grant (because we currently know that a particular organisation such as a school has been granted some money, but we do not know what the money was used for);
· the geographic area where the grant funding will be used (if different than the location identified in the application);
· the amount sought by the applicant; and
· the amount granted (or not granted) if the applicant was successful or unsuccessful.
28. Section 110(6)(a) requires publication to be in at least one newspaper.  As part of this proposed change, societies will only be required to publish this information on their websites.  The requirement to publish in a newspaper is proposed to be removed from the Act.
  This change will result in considerably reduced compliance costs for societies given the current costs for newspaper advertising. 
Risks, costs and benefits

29. There are several benefits of implementing these requirements.  More detailed, accurate information will enable communities to better scrutinise and analyse grant decision-making.  This may incentivise societies to be more responsive to the demands of local communities.    

30. Societies may incur initial upfront costs to comply with the proposed requirements; however, some societies are already voluntarily reporting much of this information in some form.  

31. The Gambling (Class 4 Net Proceeds) Regulations 2004 will need to be amended if these regulations are created.  For example, section 17 prescribes the minimum requirements for grant application forms.  These will need to be updated to ensure that the right information is collected from grant applicants so that the information is available for publishing on societies’ websites.  
Assessment against criteria

32. The option addresses the problem and achieves the policy objective in that more information will be provided for people to analyse and assess in terms of where grants are going and who they are for.  The option is consistent with the purposes of the Act.
3.6 Implementation, monitoring and review
33. The Department will work with societies to ensure where possible that the information published is in a suitable, consistent format to meet the needs of the public and to achieve improved transparency.  
	Some questions to consider…

Do you think the proposed requirements for grant information are adequate?  Why?
Is there more information that should be published to improve transparency?  If so, what?
What are the costs and benefits of making this change?

Do you think that grant information should be comparable across societies? 
Are there any risks that have not been identified?  If so, what are they?
Do you think the proposed requirements will meet the policy objective?  Why?


4. B: Increasing the proportion of proceeds returned to authorised purposes

4.1 Current situation
34. The legislative model for Class 4 gambling is one that it is designed to raise money for authorised purposes in the community.  It is not intended that societies or venues make profits from operating or hosting Class 4 gambling operations.  Section 106 of the Act requires societies to apply or distribute all net proceeds to authorised purposes.  Class 4 clubs such as sporting clubs or cosmopolitan clubs mainly apply the money raised from gambling to the club’s purpose.  Non-club Class 4 gambling operators (societies) which have gaming machines in pubs and bars, mainly distribute gaming machine proceeds to authorised purposes.
  Figure 1 shows how a society’s Class 4 gaming machine proceeds are allocated. 
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Figure 1: distribution of class 4 gambling gross proceeds (excluding GST).

35. Two of the requirements for granting a Class 4 operator’s licence are that the Secretary for Internal Affairs is satisfied that the applicant will maximise the net proceeds from the Class 4 gambling and minimise the operating costs of that gambling; and that the net proceeds from the Class 4 gambling will be distributed or applied to authorised purposes.  The Gambling (Class 4 Net Proceeds) Regulations 2004 prescribe a minimum rate of return of 37.12 per cent of GST exclusive gross proceeds to authorised purposes.  Note that this requirement in regulation only applies to societies that mainly distribute net proceeds to the community.  Societies that mainly apply their net proceeds (e.g. clubs) have the minimum rate of return set as a licence condition. 
36. The minimum rate of return was originally set in licence conditions in the previous legislation at a rate of 33 per cent of GST inclusive proceeds.  This rate was deemed to satisfy the requirement that returning this amount was high enough to indicate the gaming machines were being run to raise money for charity rather than profits.  Due to ambiguities and confusion around reporting GST, regulations under the new Act set the rate at 37.12 per cent of GST exclusive gross proceeds.  Since 2003, the average actual rate of return for non-club societies has been increasing by 0.5 per cent per annum, from 37 per cent to almost 42 per cent in 2012 (for societies).  
37. The actual rate of return to authorised purposes varies between societies.  The average rate of return currently made by societies is approximately 42 per cent, with a range of rates of return of 31.65 to 62.39 per cent of GST exclusive gross proceeds.
  The small number of societies that did not meet the required 37.12 per cent rate of return are working with the Department to reconcile their performance.
38. Given that taxes, levies and fees are fixed, the main influence on the amount available to distribute to authorised purposes are the costs incurred to operate gambling.  These can be seen in Figure 1 as the payments to venues and other society expenses.  Labour is the most significant component of venue costs.  Limits on venue costs are prescribed and gazetted with an overall limit on payments to reimburse venue costs of 16 per cent of GST exclusive gaming machine profits per annum per society.
39. Venue costs can vary as a result of (for example):

· using volunteers or staff with different rates of pay;
· managing ratios such as staff, management and contractor numbers per machine or per venue;

· security requirements for protecting large sums of money;

· managing other cost drivers such as hours of operation and number of venues; and

· characteristics peculiar to the venue (such as the venue being in a popular location).

40. Society costs can vary as a result of (for example):

· rent or lease payments;

· advertising and publishing costs;

· depreciation of gambling assets; and

· machine servicing costs.

4.2 Problem definition

41. Although, on average, societies are already delivering above the minimum rate, there is a significant variability between societies.  Some societies return to authorised purposes is consistently or often very close to the minimum required rate.  The variability in the amount returned between societies suggests that some societies more effectively manage their operating costs than others to deliver greater returns to authorised purposes.  The intent of the Act is to minimise costs and maximise returns.  
4.3 Policy objective
42. The policy objective is to deliver increased rates of return to the community through the operation of Class 4 gambling.  
4.4 Criteria to assess options
43. The Department has identified the following criteria to assess the options.  These include:
· Does the option address the problem and achieve the policy objective?

· Is the option consistent with the purposes of the Act?

· Is the option able to be implemented with minimal compliance costs?

4.5 Options for addressing problem
44. There is unlikely to be an optimum rate of return to authorised purposes that best minimises input costs while at the same time resulting in the maximum possible returns to community due to the differing characteristics of venues and societies around the country.  However, based on current practices and the average rate of return of the sector, it is considered that an increased rate of several percentage points is achievable.  The status quo and proposed rates of 40 and 43 per cent are considered here.  An increased rate of return will require amendment to Part II of the Gambling (Class 4 Net Proceeds) Regulations 2004.  Any increase will only apply to societies that mainly distribute their proceeds and will not affect rates of return set as licence conditions for clubs or societies that mainly apply their proceeds.   

45. Table 1 describes and assesses the potential options against the criteria and identifies risks, costs and benefits.
Table 1: Description and assessment of minimum rate of return options

	Option
	Assessment of criteria and risks, costs and benefits

	Option One: Status quo 

Retain the existing minimum rate of return at 37.12 per cent of GST exclusive gross proceeds and maintain existing regulatory arrangements.  


	The status quo fails to meet the policy objective as it does not increase the rate of return to communities.  It also does not mandate a higher actual and feasible rate of return for the future and does not make use of the opportunity to improve the rates of return made by about half of societies in the sector.

Current practice in rates of return is likely to be a good indicator of what level of benefit can be returned to the community (current average 42 per cent).  Actual practice shows that the regulated minimum rate of return can be higher than it is now.

The status quo does not introduce any new compliance costs. The 37.12 per cent rate has been in place for some time and most societies will have systems and practices that ensure they comply with the minimum rate of return.

	Option Two: 40 per cent in Year 1

The minimum rate of return could be increased to 40 per cent in Year 1 just below its existing estimated average level. 


	This option meets the policy objective, is consistent with the purposes of the Act and is likely to have low compliance costs.  A 40 per cent minimum rate of return is below the current sector average rate of return.  Most societies currently meet, or are very close to meeting, this rate.  This option appears to be feasible for the sector to achieve in a short period as it is close to the actual level of grants currently made by many societies. 
However, as this option is below the current estimated average rate of return, the option does not make the most of the opportunity to capture greater benefit to communities through more grant funding.  Any increases in payments to authorised purposes over the minimum rate would continue to be voluntary or coincidental and could be lower than the current 42 per cent estimated average.

	Option Three: 43 per cent in Year 1 or Year 2
The minimum rate of return could be increased to 43 per cent in Year 1 or Year 2

	The option meets the policy objective, is consistent with the purposes of the Act but may have higher compliance costs initially as societies rearrange their operations to meet the new minimum.  This option captures the performance of many societies who currently meet or exceed a 43 per cent rate of return.  Just fewer than 50 per cent of societies are achieving a rate higher than 43 per cent.  It also achieves the policy objective of increasing the overall rate of return. It seems reasonable that the remainder of societies could also make returns to authorised purposes at this level with a third of societies in the sector currently within two to three percentage points of achieving 43 per cent.  There are 10 societies achieving 40 – 42 per cent.  
Under this option, compliance costs may appear more visible than under the 40 per cent option if significant restructuring of societies’ operations takes place within a short period ahead of the new minimum coming into effect.  There is a risk that some societies will not be able to meet the new minimum rate of return and exit the sector.  Venues may also cease operating machines or may be picked up by another society.  Removal of machines from venues in rural or low population areas may also adversely impact the returns to the local community, especially if the proposals to regulate localised distribution are implemented.

	Option Four: 40 per cent in Year 1, 42 per cent in Year 3 

	This option meets the policy objective and is consistent with the Act.  This is because there are likely to be some additional compliance costs associated with the sector needing to meet two regulatory minimums over the period.  As both rates sit close to the current estimated average rate of return, this risk and the extent of increased compliance costs is likely to be minimal.
Benefits from increasing the current minimum from 37.12 per cent are captured early, although the full benefits of a 42 per cent minimum rate of return are forgone until Year 3 and do not capture the full benefits of the high performing societies which are achieving a greater than 42 per cent return. 

As the approach to the increase is more gradual, compliance costs may be minimised as societies have more time to adjust to the transition.  Again there is the risk of societies and venues exiting the sector but this risk is minimised as societies have more time to adjust to the new requirements.

	Option Five: 40 per cent in Year 1, 41 per cent in Year 2, 42 per cent in Year 3 and 43 per cent in Year 4
	This option meets the policy objective and is consistent with the Act.  Compliance costs may be incurred by societies in having to make sure their operations are able to meet a new percentage requirement each year, when they may prefer a one-step process.
Restructuring within society operations may be required and forward planning and forecasting will be necessary for societies to guarantee they can achieve each stepped increase.  A prolonged adjustment period rather than a one or two step option may also create confusion around understanding the new requirements each year.  Further each society has a different financial year so the overall rates of return may differ year to year as the different rates bed in, until the final rate of 43 per cent is reached.


4.6 Implementation, monitoring and review
46. Implementation will require amendments to the Gambling (Class 4 Net Proceeds) Regulations 2004.  Further, the Department will continue to act where necessary to sanction those societies that do not meet the minimum rate of return.    
47. The option of increasing the minimum rate of return to 45 per cent in the future was also considered.  This option may be considered further when any changes made to the rate of return are able to be analysed to assess the impact of the increase.

	Some questions to consider…

Do you agree with increasing the minimum rate of return?  Why?
Does the minimum rate of return to authorised purposes need to be higher than the rates discussed here to fully achieve the objective of maximising returns to the community?  If so, what should the rate be?
What are the risks of raising the minimum rate of return?

What will be the impact on the Class 4 sector of an increased rate of return?

Is there a risk to community funding if some societies leave the sector because they cannot achieve a higher rate of return?  Why?
Will this risk of societies leaving the sector be mitigated by the remaining societies that can meet the new rate?

Do you agree with the options as described in Table 1?

Are there options you would suggest as alternatives to those laid out in Table 1?


5. Increasing the proportion of proceeds returned to the communities that generated them
5.1 Current situation

48. There are no restrictions placed on the geographic distribution of Class 4 net proceeds.  Grants to an authorised purpose can be made to recipients in any district or region including national or multi-regional organisations that may not be active in the ‘source’ locality (where the gaming machine proceeds were generated). 
49. This issue was the basis for one of the clauses of the Gambling (Gambling Harm Reduction) Amendment Bill.
  The Bill proposed that at least 80 per cent of proceeds be distributed in the territorial authority district or the smallest local council ward/board area where those proceeds were generated.  Following public submissions on the Bill and consideration by select committee, it was decided that the provision needed to be less restrictive to prevent unintended consequences and anomalies and to continue support for regional and national authorised purposes.  The resulting clause in the Gambling (Gambling Harm Reduction) Amendment Bill is a regulation making power that allows for regulations that could: 
· require a specified portion of the net proceeds of Class 4 gambling to be distributed to authorised purposes in the geographical area from which those net proceeds were derived; 
· limit the amount of net proceeds of Class 4 gambling that may be distributed to authorised purposes in any or all specified geographical areas, that are outside the geographical area from which the net proceeds were derived;

· set out how geographical areas are to be defined for the purposes of the regulations; and
· impose rules about distribution of net proceeds that are not required to be distributed to authorised purposes in a particular geographical area.

50. The Class 4 gambling sector has a wide range of societies and grant recipients involved in the distribution process.  Societies are different sizes, use different operating models and vary widely in the amount of gaming machine proceeds (GMP) generated by their venues and the amount subsequently distributed through grants.  Societies can generate GMP from a single venue or multiple venues across districts, regions or all of New Zealand.  Grant recipients range from those with a single local focus to those that are national organisations.  Grant recipients also differ in the extent to which grants from gambling form a significant or small part of their funding.
51. High level analysis of grant-making and the relationship to districts or regions indicate that national organisations receive grants totalling approximately 21 per cent of net proceeds from Class 4 non-club gambling. 
,
 In 2012, of 67 districts, 44 received more than 40 per cent of GMP that was generated in their area.  Similarly, 15 out of 17 regions received more than 40 per cent.
  Within single territorial authorities, eight districts received grants totalling more than 80 per cent of the GMP generated in that district.  One district received grants totalling nearly one and a half times greater than the total GMP generated in the district (Chatham Islands).  
52. The Department collects useful, accurate data about where the money is generated as all Class 4 gaming machines are electronically monitored, however, it should be noted that the figures above have been calculated on data supplied to the Department.  The data was collected using the information that societies publish in newspapers or on websites.  The Department does not collect information on where grants are made and therefore cannot guarantee the accuracy of this data and resulting calculations.  However, the Department intends to improve the data available to it through the transparency of grant-making information proposal in this document.

53. A number of societies report that they distribute most of their net proceeds according to where those proceeds were generated and some societies distribute all of their net proceeds to authorised purposes in the area where the proceeds were generated.  Some societies operate on a national or multi-regional scale and distribute funds to both local and national authorised purposes. 
5.2 Problem definition

54. There is a perception that money returned to particular areas is disproportionately low compared to the amount that was raised in that area through the gaming machines, meaning that the potential harm from gambling in particular communities is not being mitigated through commensurate returns to that community. 
5.3 Policy objective

55. The overall policy objective is to balance the potential harm that can come from the gambling that occurs in a particular area against the benefit of returning proceeds to those areas.
56. Achieving this objective requires establishing “local” distribution of net proceeds.  Therefore it is necessary to define “local” for these purposes and also to define the minimum rate of “local” distribution.  These definitions need to ensure that grants to national and regional authorised purposes are still enabled and compliance costs are kept as low as possible.
5.4 Criteria to assess options

57. The Department has identified the following criteria relevant to the assessment of options, including:

· Does the option address the problem and meet the policy objective?
· Does the definition of local deliver a desired rate of local return while also preserving continued support for multi-regional or national activities?
· Is the option able to be implemented easily?
58. The area that is used to define local for the purposes of minimum return of net proceeds from Class 4 gambling also needs to:

· have relatively stable boundaries; and

· be well understood by those with an interest in the returns being made locally (that is, societies, grant applicants and regulators). 
5.5 Options to address the problem 
5.5.1 Factors to consider when assessing options
59. Addressing the issue of mandating local distribution requires a balance to be achieved between area size and the rate of local return, such that the following assumptions can be made:
· the larger the area considered to be “local”, the higher the minimum rate of distribution can be because it retains greater flexibility in terms of the area where proceeds are being distributed;

· the smaller the definition of “local” area, the lower the rate of distribution would need to be to ensure sufficient flexibility within the regulations and still enable grants to be made national and regional authorised purposes; 
· large “local” areas and low minimum rates of local distribution fail to address the problem as it is assumed the current patterns of grants would not need to change (or change significantly) based on the limited data available; and
· small “local” areas and high minimum rates of distribution may involve higher costs for organisations applying for grants and for societies managing the local returns.  This is due to the extra work likely to be required for community groups to arrange their application processes to incorporate more applications. These costs are likely to significantly offset any benefits that may be gained by requiring a minimum rate of local distribution. Submissions on the Gambling (Gambling Harm Reduction) Amendment Bill identified the potential problems with local distribution where it is based on too small an area. 
60. There are a range of definitions of “local” that could form the basis of making local returns from the net proceeds of Class 4 gambling. The options include areas as small as wards, up to electorates, districts (territorial authorities) and regions.  
5.5.2 Rate of local return

61. It is proposed that the local distribution of net proceeds is set at a percentage rate.  It is also proposed that societies would calculate the percentage of local distribution based on the GMP that is raised in that area, and this is referred to as net proceeds for these purposes.  Further proceeds from things such as the sale of chattels will be distributed as the society sees fit and could be calculated pro rata for further distribution “locally”.  For the purposes of discussion a range of minimum rates of local distribution are considered under the various options.  After the percentage of local distribution is applied, the remaining amount of proceeds would be available to societies to distribute to authorised purposes in any area (or for further distribution to “local” if they wish).  This means there could still be distribution of some funds from possibly high deprivation, high gambling prevalence areas to low deprivation areas that have not spent as much on gambling.  However, it is considered that if the “local” rate is set at the right level, there will be a substantial improvement on local distribution, mitigating this risk.
5.5.3 Status quo
62. Under the status quo, societies distribute net proceeds to any geographic area provided the distribution is consistent with their own rules and authorised purposes requirements.  Remaining with the status quo may not improve current local distribution rates and so does not achieve the policy objective.  Societies could continue to voluntarily (through their own rules or by coincidence) deliver particular levels of local distribution but this will not be compulsory and thus an improved return is not guaranteed.  As noted earlier the Department does not have good quality information about grant-making by area.
5.5.4 “Local” is the territorial authority district where GMP is generated
Option description
63. Under this option, “local” could be defined as the territorial authority district in which the gaming machines are located. Territorial authority districts are relatively stable geographic areas.
  Refer to the Appendix for maps 1-4 showing districts correlated with annual gaming machine proceeds and districts showing the number of gaming machine venues.  All districts have Class 4 non-club venues that generate GMP.  Given the likely variation in distribution of grants to districts, changes would be required to some societies’ distribution practices to address the problem.  
Risks, costs and benefits

64. The main benefits with this option are that districts are familiar to most people and the Department currently reports GMP statistics based on district lines.  It also delivers a “pure” local return where people can “see” the relationship between the gambling proceeds being generated in their district and then returned through community grants.
65. A number of costs associated with this option have been identified.  Some societies and community groups that distribute or seek grants across district boundaries may feel their current practices are unduly constrained.  A regional community organisation that operates across districts may no longer be able to do so if the funding available must be returned to a particular district.  In order to mitigate this, grant applicants may need to make multiple applications and potentially adjust their accounting practices in order to prove that grant money is being used in a particular district.  This will increase compliance costs for grant applicants that work across districts or at a national level.
66. This definition of local would be unlikely to address potential discrepancies in grant-making within large districts.  Due to amalgamation, Auckland would be considered one district for these purposes.  There is also a risk of a lack of applications in some sparsely populated districts meaning that societies may not meet the local distribution percentage.  
67. A rate of return that is around 60 per cent may need to be set at district level in order to see any improvements on the current situation but still allow other types of grants to occur. This percentage is based on some high level calculations that use generalised levels of return to a district.
Criteria assessment

68. This option may address the problem and the policy objective by allowing return at the smallest possible level while still maintaining some flexibility for societies.  However, the implementation of this option for both societies and community groups may be difficult and require restructuring of their current ways of working.  The rate of return may need to be set reasonably low (such as 60 per cent) due to the small areas involved so that national, multi-regional, regional and other types of grant recipients are not disadvantaged.
5.5.5 “Local” is the region where GMP is generated
Option description
69. There are 17 regions defined in New Zealand.
  Refer to the Appendix for map 5, showing regional areas.  All regions have Class 4 gambling venues.  Using this as the area for distribution is sufficiently large so that distribution of a percentage back to the community is possible without encountering problems associated with areas that are very small such as local wards, boards or even districts.  Although, it is no different for small unitary authorities such as Nelson and Gisborne, where the region is the same as the district.  
Risks, costs and benefits 
70. The option offers more flexibility than the “district” option for societies and also for community groups applying for grants.  Also there is less likely to be an issue with gamblers crossing district lines to play and then subsequent grants not returning to the area where they actually live.

71. Within regions some districts may receive relatively low distributions.  Therefore, this option may not address concerns about local distribution as it does not require societies to address the differences between districts within regions.  If the definition of local is based on regions, it is proposed that reporting is required at a district level so that any consequences and patterns can be monitored to assess the effectiveness of the policy.
72. Most gains in local distribution at the regional level are estimated to occur at about 60 per cent of the possible returns.  However, meaningful changes in distributions may not occur until “local” distribution rates are closer to a minimum of 75 per cent but could go up to 80 per cent because most regions are larger areas than districts so changes in distribution rates will be less obvious.

Criteria assessment

73. It will be difficult to tell if this option addresses the problem unless reporting is required that illustrates where grants are going at a smaller area level than region.  The option will achieve the policy objective of ensuring a certain rate is distributed to the area where it was generated.  If the rate was set at 75 per cent, it would allow for a significant portion of proceeds to return locally while also allowing for national and regional grants to be made.
5.5.6 National and “other” considerations

74. For the purposes of this analysis, definitions for “national”, “multi-regional” and “other” (where grants are made from one region or district to another separate region or district) were considered.  The Department concluded that incorporating definitions and requirements, at this stage, for these types of grant recipients would add unwarranted complexity and cost to the decision-making processes for societies and applicants that is not outweighed by the benefits of defining them.  This would not stop some movement of funds generated in one area to other areas, but if the rate of local distribution is set at a high enough level, these risks will be somewhat mitigated.  Further, the proposed transparency requirements will provide more visibility around exactly where funds are going.
75. Therefore, the regulations could specify that the remaining proceeds after “local” has been distributed can be distributed in any area.  This is because the percentage rate of local distribution would address the current concerns about low levels of local return.

5.5.7 Other options considered
76. Other definitions of local were considered.  These included using electorate boundaries and the regional divisions used by the Lottery Grants Board for its funding decisions.  These potential definitions were discounted because electorate boundaries are often subject to change and some of the Lotto boundaries are very large (which would not give a precise enough definition of “local”).
77. The use of ward or local board level was also considered.  This level of division was used in the Gambling (Gambling Harm Reduction) Amendment Bill.  Many submitters considered that it reduced funding opportunities and would generally be administratively unworkable. Some areas such as central business districts would have an oversupply of grant funding while other wards, especially rural ones, that did not have any gaming machines would be ineligible for the majority of available funding as they would have to apply for the available grant money in the non-local category.

5.6 Implementation, monitoring and review

78. The creation of regulations to mandate local distribution requires the passage of the Gambling (Gambling Harm Reduction) Amendment Bill which proposes the regulation-making power to implement this proposal.  It is likely that some guidance material will need to be produced by societies for grant applicants explaining how their proceeds are distributed and how this might affect the money they are applying for.
	Some questions to consider…
What do you think is the best way to define “local”?

Will the policy objective be achieved through a mandated definition and rate of local distribution?  If not, why?
What is your view about the ideal rate (percentage) of local distribution?  Rates of between 60 and 80 per cent are being considered depending on how “local” is defined.  What do you think?
Are there any unintended consequences of making a percentage of local distribution compulsory that have not been identified?  If so, what are they?
Is local distribution likely to add significant administrative costs to societies’ grant-making decisions, including where there are not enough “local” applications to fulfil the local distribution requirement?  If so, to what extent?
Is local distribution likely to add significant administrative costs to community organisations applying for grant funding?  If so, to what extent?


6. D: Proposals to amend the current venue costs payment system

6.1 Current situation

79. The Act permits societies to reimburse venues for the actual, reasonable and necessary costs (ARN costs) that venues incur within the limits imposed by the Gazette notice, Limits and Exclusions on Class 4 Venue Costs Notice (17 July 2008).  As mentioned earlier, it is not intended that venues make profits from hosting Class 4 gambling operations.  Section 106 of the Act requires societies to apply or distribute all net proceeds to authorised purposes.  However, the costs of conducting the gambling and complying with regulatory requirements are exempt as per the definition of net proceeds.  The Gambling Commission has emphasised that all venue payments made in excess of ARN costs are an illegal use of net proceeds and therefore a misuse of community money.
80. The limits in the Gazette notice were first set in 2004 and updated in 2008 to reflect that they were GST exclusive.  The Department has kept them under review since then.  The Gazette notice states that for Class 4 venues, societies must not incur costs (excluding GST) of: 
· more than $0.60 per gaming machine per hour of gaming machine operation in Hourly Operating Costs (Limit A); 
· more than $75.00 per gaming machine per week for Weekly Operating Costs (Limit B); 
· more than $800.00 per venue per week for Venue Operating Costs (Limit C); and 
· more than 16 per cent of gaming machine profits in any 12 month period (Limit D).
81. Note that Limits A, B and C are mutually exclusive such that a particular cost can only be claimed under one category.  Under section 69 of the Act, the Secretary for Internal Affairs approves venue agreements which include venue cost schedules for each venue where a society intends to operate gaming machines.  The schedule details the costs associated with the operation of Class 4 gambling within that venue (for example, labour costs, rental cost of floor space and provision of security).  Venue payments by societies to venues must not exceed those agreed to in the venue cost schedule (but may be less).  
82. In order to monitor compliance with the Gazette notice, the Department expends significant time and resources to assess the venue costs schedules and payments made by societies to venues.  New venue cost schedules must be submitted to the Department at least every three years, or whenever a venue enters an agreement with a different society, or any other costs on the schedule change.  This cost to the Department is considerable in the time taken to examine every venue cost schedule as well as the evidence submitted to confirm it, to ensure it is within the allowable limits.  Where costs are seen to be unusually high, this must then be followed up with the society and investigated to find out why the costs are being claimed.  If the compliance costs for monitoring venue cost were reduced, some of these resources could potentially be used to focus on other compliance work.  Costs are also incurred by societies and venues to produce these schedules and work with the Department to reconcile them.
83. In 2009, the Department developed a new standardised form for venue cost schedules.  Prior to this every society had its own reporting method.  Every society was asked to re-submit their venue cost schedules using the standard form.  Submissions were evaluated using a consistent methodology and similarities and differences between the various venue costs were assessed.

84. Despite the intense regulatory scrutiny, the model of compensation has not always been effective at ensuring that money resulting from the operation of gambling benefits the community or that venue owners are fully compensated for their costs.  There is an inherent tension between societies that need to minimise operating costs and venue owners that utilise a profit-making business model.  Venues that generate substantial gaming machine proceeds are often sought after by societies.  Also, venues that generate low levels of GMP are sometimes subsidised by high-yield venues operated by the same society as the Gazette notice’s Limit D of 16 per cent is an overall society limit rather than a per venue limit.  Approximately two-thirds of venues have claimable costs in excess of the current 16 per cent of their individual GMP limit (these costs might not be what is actually paid to the venue). 
85. There are concerns that a small number of venues that generate high GMP use competition between societies to seek weekly venue payments that are above what is ARN.  Recently published gambling compliance audits illustrate how such venues may leverage their market position to obtain these venue payments.  Costs include unjustifiable venue enhancements (such as renovations); overstatement of hours in order to increase venue payments; unnecessary equipment purchases; and inducements.
  As a result, funds which could be used to benefit the community through grants are instead captured by venues.
6.2 Problem definition

86. The Department’s analysis of the venue compensation system indicates that the existing model for reimbursing venues for the costs of operating gaming machines is cumbersome and costly to enforce and does not necessarily result in compensation for venues.  Specific problems include that:

· the current venue payments model is expensive for Department staff to monitor and keep under review.  It is also time consuming for societies and venues to work with, which can lead to excessive compliance costs; 
· societies use the proceeds from their cost efficient, high-GMP venues to subsidise their Class 4 gambling operations in their less efficient, low-GMP venues.  This reduces the level of net proceeds available to be distributed back to the community and keeps potentially non-viable venues operating; 
· the Gazette notice limits have not been adjusted so that some venues may no longer be appropriately compensated for their current costs; and
· the system may incentivise high-earning venue owners to use competition between societies in order to seek payments that are in excess of what is actual, reasonable and necessary.

6.3 Policy objective

87. The policy objective is to ensure that the money available to be returned to community purposes is maximised by developing a more efficient and effective venue compensation model that reduces compliance costs for venues, societies and the Department.

6.4 Criteria to assess options

88. The Department has identified the following criteria to assess possible options.  These include:

· Will the option reduce compliance costs for the Department and the sector?

· Will the option allow venues to be compensated for the costs of operating Class 4 gaming machines?

· Is the option consistent with the purposes of the Act, particularly with ensuring that money from gambling benefits communities?

· Will the option ensure that there is no significant increase overall in payments to venues (for example, no more than 16 per cent at a society level consistent with the current Limit D)?

6.5 Options to address the problem

6.5.1 Option one: Status quo

Option description
89. Societies would continue to be required to submit venue cost schedules to the Department for every venue they operate.  The Department would continue to review each schedule in order to determine that all costs are ARN.  Additionally, venue payments must not exceed the four limits established in the Gazette notice.  Maintaining the Gazette notice would involve a review of the current limits which would utilise the information gathered in the Venue Costs Resubmission Project. 
90. A review of the Gazette notice will require the Secretary for Internal Affairs to assess the current rates based on the CPI and any other aspects that may be taken into account.  Following this an amended notice will be released for public consultation.  Any submissions of the proposed notice will be considered before a new Gazette notice is published. 
Criteria assessment

91. This option is consistent with the purposes of the Act in principle.  While the Department has improved its assessment process over time, compliance costs are unlikely to change significantly if the status quo is kept.  
92. The final report of the Venue Costs Resubmission project noted that the status quo has been generally effective at ensuring that costs claimed by venues are reasonable but possibly not actual or necessary.  Some gambling compliance audits indicate that many venues exploit competition between societies to inflate venue payments above what is ARN.  
Risks, costs and benefits
93. The number of venue cost schedules submitted to the Department has increased following the change to the standard form.  So while compliance in general with these requirements has improved, the cost to the Department to review the schedules and to societies to provide the schedules has likely increased.

94. The general cost effectiveness of Class 4 venues are likely to have declined since the venue costs requirements were enacted in 2004.  However, the Venue Costs Resubmission project found that in 2010/11 nearly 70 per cent of venues did not have their costs limited by the Gazette limits A, B and C.
95. A risk with maintaining the status quo is that low-earning, possibly high-cost venues remain open, through subsidisation by better performing venues.  This potentially reduces the overall amount of money a society returns to the community.  However, it should be noted in this context that some low-earning venues currently receive no payments at all for hosting gaming machines as per their particular venue agreement.
6.5.2 Option two: Payment per number of machines to cover costs

Option description
96. Under this proposal, venues would be paid a set fee for each machine that operates within their venue.  As the cost of operating gaming machines is not uniform between venues around New Zealand, the per machine fee would vary depending on several factors, including: 

· the location of the venue (main urban, other urban, rural);

· the number of machines; and

· the number of hours that gaming machines are operating (machines are switched on).

97. The Department analysed venue expenses that are payable under the existing limits (set out in the Gazette notice). Venues were broken down into sub-categories based on location type (rural, other urban or main urban), number of machines and hours of operation.  The average cost (per machine) of hosting Class 4 gambling was then estimated for each sub-category of venue, in order to develop the per-machine payment system that is set out in Table 2.  Therefore, the figures below represent averages based on potential costs payable and not on what might actually be paid to venues currently.  The resulting payments may be higher or lower than currently received. 
98. The payment rate increases as hours of operation increases (lowest payment for venues open less than 60 hours per week, highest payment for venues open for more than 130 hours per week).  Table 2 shows an example of the ranges of payments (per machine, per week) that are envisioned. The proposed figures in Table 2 are based on data collected from the Venue Costs Resubmission project.  For example, an urban venue with 18 gaming machines could expect to receive a weekly payment ranging from $1710 to $3600 (ex GST) (increasing as the hours of operation increases).
Table 2: Per machine payment examples

	
	Number of gaming machines
	Per machine, per week payment ranges ($ ex GST)

	Main Urban
	10 - 18

1 - 9
	95 – 200

80 – 200


	Other Urban
	10 - 18

1-9
	55 – 170

80 - 170

	Rural
	10 - 18

1-9
	95 – 150

85 - 150


Criteria assessment

99. This option would reduce compliance costs for venues, societies and for the Department.  However, it is unlikely a per-machine fee would appropriately compensate all venues for the exact costs of operating gaming machines.  Instead it would provide payment on the basis of averages of similar venues.

100. This option is unlikely to encourage further minimisation of costs (and thus potential increased returns to communities) as venues would receive the same payments regardless of the GMP they raise.  However, because the per-machine payments are not connected to gaming machine turnover, there will be little incentive to increase the level of gambling at a venue, which will lower the risk of a breach of gambling harm minimisation requirements.

Risks, costs and benefits

101. The main benefit of this option is that it would reduce the Department’s regulatory costs associated with monitoring the current venue payments system.  This would potentially allow for the Department’s resources to be reallocated to other high priority areas.  There would be greater certainty about payments due to having fewer variables influencing the payments, allowing better planning by societies and venues.  Compliance costs incurred by the sector would also be reduced.
102. A risk with this option is that costs may not always be reflected by a per-machine payment which works like an average payment.  Most venues that produce higher GMP face higher costs due to longer operating hours and more intensive use of gaming machines.  Further, empty venues could receive the same payments as busy venues which will not reflect the actual costs being incurred.  Venues will be incentivised to increase the number of hours that gaming machines are operating to take advantage of an increased per machine payment. However, the Department is able to monitor this through the Electronic Monitoring System and will be able to follow up where machines are not being switched off.  Under the Act, gambling is not allowed to be the main activity of a Class 4 venue. 
6.5.3 Option three: Commission-based venue payment system

Option description
103. Under this option, venue operators could receive a prescribed percentage of the GMP raised at their venue.  There are two ways discussed in this document about how a commission system could be implemented:  
· a flat commission rate per venue; and

· a tiered commission rate (starting higher for low levels of GMP and decreasing as a venue’s GMP increases).

104. Under a flat commission rate (for example, 16 per cent of GMP per venue), larger venues with high turnover would be paid significantly more than under the status quo (up to as much as two times the current potential venue payments).  At the same time, the majority of venues with smaller numbers of gaming machines (and thus lower GMP) would not be entitled to enough money to cover the costs of hosting gaming machines.  A flat rate may incentivise venue owners to encourage more gambling at their venue in order to maximise their potential payments (although this could be mitigated by having a cap on the maximum amount that would be paid to a venue).  
105. The alternative option is to introduce a tiered commission rate.  The proposed figures in Table 3 are based on cost data collected from the Venue Costs Resubmission project. The Department analysed venue expenses that are potentially payable under the existing limits (set out in the Gazette notice).  For each venue, expenses as a percentage of GMP were charted against average weekly GMP (ex GST) in order to analyse the overall trends in venue expenses.  The Department then developed the tiered commission scheme set out in Table 3 to best match this overall trend for expenses as a percentage of GMP.

106. The tiers would work on a diminishing basis such that as GMP increases to a limit, the percentage payment decreases.  Table 3 sets out proposed rates under the tiered system. 
 
  Table 3: Proposed tiered commission payment system


	Gaming Machine Proceeds (ex GST) per week
	$1-$1750
	$1751-$3500
	$3501-$8700
	$8701-$15,550
	$15,551-$30,000
	$30,001+

	% of GMP payments
	40%
	23%
	12.5%
	10%
	8%
	0%

	Approx number of gaming machines at each level

	585
	924
	2808
	4069
	4663
	645


107. For the purpose of calculating venue payments, the proposal would cap included GMP at $30,000 (ex GST) per week. Any GMP raised above that is not available to be included in calculation of a commission payment.  This was decided to avoid excessive payments to venues that produced very high GMP and minimise the risk of venues encouraging people to gamble to increase their commission payment. Total payments per venues would be capped at $3593.50 (ex GST) per week.  For example a venue that raises $5000 ($4347.83 ex GST) in GMP per week would receive a commission payment of $1208.48 (ex GST), where 40 per cent is calculated on $1750, 23 per cent on $1751 – $3500 and 12.5 per cent on the remaining amount.
  

108. Under either a flat or tiered commission model, the commission payment would cover all costs associated with Class 4 operations which are provided as a service by the venue.  Each venue and society would also keep an account that details the commission payments, which would be available for audit by the Department if necessary.  Any other exchange of benefit between societies and venues is prohibited in line with the decisions agreed by Cabinet that strengthen the Act’s conflict of interest provisions.  These new provisions will be achieved through the proposed Gambling Amendment Bill No 3 which is likely to be introduced later in 2013.
109. Another variable within this option is whether the commission payment should be mandatory.  Some venues do not receive compensation for costs as per their particular venue agreement or because societies cannot exceed 16 per cent of their GMP when compensating venues.  Having a mandatory payment may reduce competition between societies for some venues but may also reduce the overall return of proceeds to authorised purposes given that some venues are not compensated at the moment.  A mandatory payment may also make overall costs for societies too high to keep low earning venues.  
Criteria assessment

110. This option introduces simplicity into the venue payment system and is likely to reduce compliance costs for the Department, venues and societies.  However, it may not fully compensate all venues for their current costs of operating Class 4 gaming machines.  Some venues would receive higher payments than what they are currently getting, while others may receive less.  A possible reduction in payment rate could act as an incentive to reduce costs where possible.  

Risks, costs and benefits

111. The main benefit with introducing a commission-based system is the reduced compliance costs for the Department, societies and venues as venue cost schedules would no longer need to be submitted to the Department.  However, societies would need to ensure that they keep auditable records of payments made to each venue as these payments would change depending on GMP.
112. This option would make it easier for the Department to monitor rather than checking payments are in line the Gazette as happens now under the status quo.  
113. There is a risk that a commission-based payment system may provide an incentive for venue operators to maximise gaming machine use (up to the proposed cap on GMP) in order to receive a higher payment.  This may mean that the prevention and minimisation of harm related to gambling is compromised.  
114. The Department is not aware of any research linking the way in which gaming machine venue operators are paid with the extent of problem gambling. Problem gambling rates in New Zealand do not differ substantially from other countries where venue operators are entitled to make a profit. The 2010 New Zealand Health and Lifestyles Survey estimated that 0.7 per cent of people aged 15 or over were problem gamblers.
 This is similar to rates of problem gambling in Australia, despite the fact that Australian hotels and clubs make substantial profits from the operation of gaming machines.
 Further, a 2012 meta-analysis of problem gambling in New Zealand found similar rates of problem gambling to those exhibited in Britain, Canada, Australia and Sweden.
 However, rates of problem gambling amongst New Zealanders who used gaming machines (3.4 per cent) were lower than among Britons who used fixed odds betting terminals (9.3 per cent).
,

115. While a commission-based payment system could be seen as inconsistent with the objectives of the Act (as it is currently prohibited except in certain circumstances), it is important to note that Lotto retailers are paid a commission on their sales to cover their operating costs.  The commission paid to retailers is a flat seven per cent on gross lottery sales.  Retailers also pay a weekly service fee which is calculated on one per cent plus GST of weekly sales up to a maximum of $95 per terminal.  
116. Another risk is that, given that a number of venues may be exceeding current limits (but are operating within a society’s overall 16 per cent limit), a commission-based system may result in venues receiving insufficient payments to cover their actual costs.  The exact number of venues that will become unviable based on a new payment system is difficult to calculate.  Viability may depend on a venue’s ability to lower their current costs.  

117. Based on data gathered during the Venue Cost Resubmission project (looking at potential costs payable) it is likely a number of venues would no longer be able to sustain hosting gaming machines under a commission system.  This is potentially more of an issue in rural areas.  Significant numbers of Class 4 venues closing down may reduce the amount of GMP available to be distributed.   However, it is difficult to estimate how many venues would be adversely affected, especially considering that some arrangements between venues and societies already involve low payments.
  Nevertheless, Class 4 gambling is not intended to sustain marginal hospitality businesses and if the cost of operating gambling in a venue is too high (particularly to the extent where venue costs exceed GMP) then consideration should be given to removing the machines.  

6.6 Implementation, monitoring and review
118. The Department recognises the complexity of implementing a new venue payment system.  The final option could be a mix of the options presented here or a variation on one of the options discussed.  
119. Legislative change is required for the options other than the status quo as noted at the beginning of this document.  Amendments have been proposed to remove the prohibition on commission payments and for the requirements for venue costs to be ARN to be clarified, so that these potential options are able to be implemented if necessary.
	Some questions to consider…
What are the difficulties with the current payment system as a venue operator?

What are the difficulties with the current payment system as a society?

What do you think is the best way to compensate venues for hosting gaming machines?

Should the status quo be maintained but with a cost adjustment to take into account CPI and any other factors?  Why?
Do you think the proposed tiered commission system will adequately compensate venue costs?  Why or why not?
Do you think a potential flat commission system will adequately compensate venue costs?  Why or why not?

Should the commission payment be a mandatory payment to all venues?  Currently some venues receive no payments for hosting machines - what are the implications of a mandatory payment?

How many venues might be unviable if either new option was implemented?

What are the risks of moving to a commission-based system?

Are there unidentified risks with a per-machine payment system?  If so, what are they?
What will be the impact on venues and societies if the venue payment system is changed?


7. Next steps and how to have your say
120. The Department of Internal Affairs is seeking submissions based on the proposals and options in this consultation document.  You can also download your own copy from the Department’s website: http://www.dia.govt.nz.  
121. Submissions on each proposal will be analysed by the Department.  In the case of proposals A, B and C the Minister will make recommendations to Cabinet on the basis of this consultation.  In the case of proposal D, further consultation may be conducted on the preferred system of venue payments.

122. Please note that all submissions may be made publicly available.  Even if you request confidentiality, we might have to release your submission at a later date if someone makes a request under the Official Information Act 1982.

123. This consultation document includes questions on each regulatory proposal.  You can use these questions as a guide for your submission if you wish.  Submissions can be emailed (as a Word document or PDF) to class4submissions@dia.govt.nz. Or alternatively you can post your submission to : 

Department of Internal Affairs

PO Box 805

Wellington 6140
Attention: Community Well-being Policy Team
124. Submissions must be received by the Department no later than 25 October 2013.
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1. Number of gaming machine venues by district
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2. Number of gaming machine venues by district
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3. Gaming machine proceeds by district
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4. Gaming machine proceeds by district
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5. Maps showing districts and region areas
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� http://www.dia.govt.nz/Resource-material-Information-We-Provide-Gaming-Statistics#one1


� Limits and Exclusions on Class 4 Venue Costs Notice 17 July 2008


� Desktop review of information available on non-club gaming society websites – Department of Internal Affairs 2012





� The amendment to remove the requirement for newspaper publication is proposed to be included in legislation intended to be introduced later in 2013 (Gambling Amendment Bill No 3).


� There are a small number of non-club societies that mainly apply their proceeds to particular purposes, for example, the New Zealand Racing Board (they may still distribute, but mainly apply).


� These proportions are calculated on gross gaming machine proceeds excluding GST.  


� Calculated based on figures from the 2012 calendar year.


� Year 1 would mean that the new rate would come into effect for a society in the first full financial year after the financial year that the regulations come into effect.


� The Gambling (Gambling Harm Reduction) Amendment Bill was introduced to Parliament on 9 September 2010 with the first reading on 9 May 2012 and the second reading on 10 July 2013.  The committee of the whole House stage was completed on 7 August 2013.


� District and region has the meaning related to unitary or territorial authorities or regional councils under the Local Government Act 2002.


� Analysis of Grants 2004 – 2012 (Department of Internal Affairs, 2012).


� Given the requirement for societies to distribute at least 37.12 per cent of their GST exclusive gross proceeds, this percentage has been calculated on the basis of the minimum  level of what an area could reasonably expect to receive based on GMP in that area.


� There are 67 districts as defined in Schedule 2, Part 2 of the Local Government Act 2002.


� Local Government Act 2002


� Venue Costs Resubmission: Final Report – Department of Internal Affairs, August 2013.


� Audits were conducted during 2009-10.  Examples included $56,000 on an individual venue enhancement and $400,000 in over-expenditure on venue costs. 


� While a change to the current venue payment system may affect or remove the current ‘actual, reasonable and necessary’ criteria for venue costs, it is not intended that the obligation on societies to otherwise incur only ‘actual, reasonable and necessary’ costs will change.


� Location has been defined in accordance with Statistics New Zealand’s categorisation of location: � HYPERLINK "http://www.stats.govt.nz/browse_for_stats/people_and_communities/Geographic-areas/urban-rural-profile/defining-urban-rural-nz.aspx" �http://www.stats.govt.nz/browse_for_stats/people_and_communities/Geographic-areas/urban-rural-profile/defining-urban-rural-nz.aspx�  Main urban areas include, for example, Auckland, Nelson, Hamilton and Wanganui.  Other urban areas include satellite towns that surround an urban area such as Christchurch, for example, Rangiora, Rolleston and Lincoln are ‘other’ urban areas.  Rural areas are outside of these and generally have a population less than 1000.


� The number of machines was calculated at the start of the Venue Costs Resubmission project using figures from 2010.


� These cap figures are based on analysis of 2011/12 venue costs which are potentially payable to venues rather than on what is actually paid.


� 2010 New Zealand Health and Lifestyles Survey, http://archive.hsc.org.nz/publications/2011/health-and-lifestyles-survey-2010-methodology-report?destination=%2Fresearchpublications.html%3Fpage%3D5.


� Australian Government Productivity Commission, (2010), “Productivity Commission Inquiry Report: Gambling”, No. 50. 


� Miranda E Devlin and D Walton (2012) “The prevalence of problem gambling in New Zealand as measured by the PGSI: adjusting prevalence estimates using meta-analysis”, International Gambling Studies.


� Ministry of Health, (2009), “A Focus on Problem Gambling: Results of the 2006/07 New Zealand Health Survey”, Wellington


� Jim Orford, Heather Wardle & Mark Griffiths (2013), “What proportion of gambling is problem gambling? Estimates from the 2010 British Gambling Prevalence Survey, International Gambling Studies, 13:1, 4-18.


� Note that despite the number of machines declining by approximately 500 per year, the money returned to authorised purposes has remained relatively stable.
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