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Executive Summary

This report is an update of an assessment carried in 2003 by Market
Economics Ltd which identified the economic impacts and
consequent benefits Ilikely +to
economy from public investment in a New Zeal and Amer i
challenge. While the 2003 assessment was based on estimates of
likely syndicate funding and expenditure, this post-campaign
assessment now relies on actual funding and expenditure
information provided by ETNZ.

The analysis shows that the ETNZ challenge based in New Zealand
had a significant impact on the Auckland regional and national
economies.

The impact arose from net additional expenditure, arising in part
from the Government-sourced funding, and in part from other NZ-
sourced and overseas-sourced funding. As the Government funding
is considered to be a catalyst for securing other funding, the total
impacts are attributable to the Government funding decision.

There was significant additional tax revenue generated as a result of
the ETNZ activity, both from direct recovery of PAYE, GST and other
tax revenues, and from the tax on the additional economic activity
stimulated by the syndicateds p
$32.4m and $39.4m, in comparison with the Government
contribution of $33.75m (including GST").

There were also substantial positive impacts for regional and
national economies, with total value added nationally ranging
between $62.2m and $74.4m over the period. The total employment
sustained ranged between 750 and 900 FTEs, at the national level.

The majority of the impact accrued to the Auckland region.

Due in part to the larger than expected contribution of overseas
funding to the ETNZ campaign (and a range of other factors), both
economic and tax impacts arising from the ETNZ challenge
exceeded estimates calculated in 2003.

! MEL now understands that following a Court resolution, the last $5m payment of Government funding was zero rated for GST.
However, $25m of Government funding paid before the resolution included GST of $3.125m, bringing the total value of public
funding (including GST) to $33.125m. This is 98% of the amount originally stated in the funding arrangement ($33.75m) and the

full amount has been applied in the models for consistency between reports.
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1 Introduction

In 2003, Team New Zealand sought to mount a challenge for the
2007 Ameri cads ClNagenciatSpainbaad wisked th
secure funding for part of the costs of the challenge from Central
Government. Conditions set by Government at the time included
Team New Zealand securing at least $2 of funding from other
sources for every $1 of public funding, a maximum Government
contribution of $33.75m including GST, and assessment of the likely
economic impacts and the tax implications. Market Economics Ltd
(MEL) was commissioned to prepare the report identifying the
economic impacts and consequent benefits likely to accrue to New
Zealandbébs economy from such pub

1.1 Background

That report was titled 06Econo
Associated with I nvestment in a
Cup Challenged and was complete

Subsequently, the Government funding was approved, and the
rebranded Emirates Team New Zealand (ETNZ) secured a total of
over $3 for every $1 of public funding from both domestic and
international sources and began their campaign which spanned 4
yearsand 5months (i ncl udi ng t he). Havingtwenrther
Challenger Series (Louis Vuitton Cup), ETNZ went on to challenge
t he Swi ss Syndicat e, Al inghi,
defeated 5-2.

With the 2007 campaign over (as at the end of August 2007), MEL
has now been asked to reassess the economic impacts and tax
implicatons associ ated with ETNZOG6s pr
analysis on actual (rather than predicted) income and expenditure
data. This report is the outcome of that updated assessment.

1.2 Objective The project aim is to identify the economic impacts and consequent
benefits that accrued t o New Zeal andos ec
investment of $33.75m (including GST) to an ETNZ challenge for the
Americads Cup. These i mpacts a

l. impacts for the New Zealand economy, and the Auckland
regional economy, over the 2003-2007 period, in terms of
value added and employment;

Il generation of tax revenue.

The investment of public funds in an ETNZ challenge raises a

1.3 Key Issues
number of issues, especially the scope of the impact assessment,
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and how potential consequent effects are analysed.

This is because public funding is not the only source of funds for
ETNZ, but it is a critical key or trigger to attract other funding for the
challenge. Therefore, the economic and tax effects arise from the
total ETNZ expenditure, and are the combined effect of both public
and sponsor funding.

It is also important to recognise that expenditure by ETNZ has two
types of effect on the marine industry and the economy. There are
direct and tangible impacts, arising from the expenditure, which
would not have occurred had there been no challenge. In addition,
there are less tangible but very important benefits for the New
Zealand marine industry, especially in terms of sustaining the
i mpetus of Americabs Cu,@andaairtaining
critical mass and expertise in New Zealand, rather than having it
simply dissipate to offshore syndicates. Such effects have benefits
for the industry overall ie., out si de Americabds C
encourage other challenging syndicates to source goods and
services from New Zealand suppliers.

Equally, it is important to identify what was net additional spending
in the New Zealand economy, and what was not. There are three
main sources of funding T the Government input, which is treated as
additional; funding from overseas sources, which is also treated as
additional, and funding from within New Zealand, which may be
additional (i.e., in a situation where ETNZ is the only body which
attracts this funding, and it is not diverted from some other area of
sponsorship or expenditure), or may be partly or wholly a transfer
effect within the economy. Therefore, the distinction between net
additional and gross expenditure is critical.

The impacts do not just arise from the syndicate spending. A large

component of a challenge budget is in crew salaries, to retain the

key expertise required. The C,r
partners and dependents) has an impact through their consequent

(consumption) spending in the economy. This means that while

salaries accounted for a significant share of expenditure, they also

generated high direct tax recovery through PAYE on wage and

salary earnings in New Zealand, Company Tax on contractor

earnings paid in New Zealand, and GST on consumption

expenditure.

It is also important that the wider and less tangible effects for the
economy are recognised, even if they cannot be reliably quantified
and lie outside the scope of this study. It is likely that there were
trade and tourism benefits arising from the continued involvement of
New Zealand in the Cup, as well as potential brand values,
especially from the ANew Zeal a
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name.

There are two distinct but related components of the impact
assessment i the implications for the economy, and the tax
implications for Government. They do not measure the same things,
and it is critical to understand the difference between the two, and
the key assumptions underlying this study.

1.4 Scope

The economic impact measures the net additional contribution to
New Zeal and®és osbirém thetextra éxpeaditure in this
country by ETNZ. It is measured in terms of additional expenditure,
the value added component of that expenditure and the employment
implications. Because any spending in the economy has some flow-
on or consequent effects, then the methodology examines both the
direct value added and employment effects, and the total effects,
allowing for the flow-on effects through the economy.

The taxation impact measures the net additional contribution to
New Zealandbds tax revenue fETOM
including GST on goods and services consumed by ETNZ, Customs
GST paid by ETNZ, GST on goods and services consumed by the
crew community, the PAYE on syndicate wages and salaries, the
ACC contribution by ETNZ, and the company tax generated from the
additional turnover of businesses selling goods and services to
ETNZ and from those ETNZ contractors earning income in New
Zealand. In addition, as the ETNZ expenditure effects flow on
through the economy, more tax of each type is generated.

There are necessarily a number of core assumptions which underpin
the analysis. These assumptions have been held constant from the
2003 pre-campaign assessment.

1.5 Assumptions and
Scenarios

i. If there was no Government funding, then it is assumed that
the ETNZ challenge would not have proceeded. Therefore, all
net additional impacts which are consequent on the
Government funding are attributable to that funding. This
recognises the role of Government funding as the trigger or
catalyst for the challenge, and its consequent impact on the
economy.

ii. The Government funding is not diverted from alternative
expenditure, but is net additional funding of activity.

iii. Overseas-sourced funding is allocated first to overseas ETNZ
expenditure, and the balance then allocated to expenditure in
New Zealand. This means that overseas expenditure is held
constant across the scenarios (see below), as is the net

®@ market economics



balance of overseas funding then attributed to spending in
New Zealand.

iv. The proportion of spending by ETNZ that is calculated as net
additional to the NZ economy (on the basis of funding
scenarios) is pro-rated across all sectors receiving that
expenditure.

V. The ETNZ syndicate crew and their households would not be
part of the national economy if the challenge did not
eventuate. This is because with the quality and nature of the
skill sets offered, they would instead be employed by other
Ameri cads Cup syndicates, or
yachting activity (including marine support activity) in
overseas economies. As such, their consumption while in NZ
is considered net additional to the NZ economy?®.

Vi. A key assumption relates to whether the non-Government,
New Zealand-sourced funding for ETNZ was net additional
sponsorship, or a transfer from other sponsorship and
promotional activity. This has an effect on both the economic
impact and the tax outcomes, as follows:

1. If the funding would have occurred in any case, then the
net effect is a transfer within the New Zealand economy.
This would occur if the corporate (or private) sponsors
involved have a sponsorship budget, and would have
spent that amount in any case on other New Zealand
based sponsorship or mainstream marketing activity if it
did not go to ETNZ. If that was the case, then the net
additional economic impact of that spending would be
small T assuming the same amount of sponsorship went
to ETNZ, or some other sponsorship, then the only
differences would arise from a different mix of sectors
where that money was spent, and the proportion spent
overseas. This is represented by the difference between
0A6 and 6B®6 in Figure 1. 1.

In this situation, the sponsorship amount would be tax
deductible whether going to ETNZ or some other activity,

t hen t he 6transferd me anet <
additional tax offset”.

% For the purpose of this analysis, no expenditure in NZ is assumed to occur when crew households are based overseas. This
is likely to slightly underestimate crew consumption and associated GST generated by that consumption.

®For the purpose of this analysis, tax deductions on sponsorship contributions are held at 33%.
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Figure 1.1 Funding Alternatives and Net Additional Funding Scenarios
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If the sponsorship expenditure only occurred because of
ETNZ, then the alternative for that money would have
been corporate profit, or distribution to shareholders,
either of which would be taxable. Therefore, around
one-third (33%) of the amount would have gone as
company tax, and around two-thirds would have been
either kept as retained earnings, or been distributed to
shareholders. If shareholders are New Zealand
residents, then much of this distribution would have gone
to private consumption and savings, also with flow on
effects for the economy. This alternative is represented
by the difference bet ween

In this situation, there would be a corresponding
reduction in tax revenue from company tax or income tax
on dividends of around one third (33%) of the value of



the sponsorship”.

3. While the structure of New Zealand sponsors is known,
due to commercial sensitivity, MEL has not sought to
confirm whether that sponsorship money (from each
source) should be counted as a transfer effect, or a net
additional effect (i.e., what the alternative for that funding
was). Accordingly, a range of alternatives have been
examined, as different scenarios. These are outlined in
Figure 1.1 and discussed further in Section 1.6 below.

vii.  Finally, for the purpose of calculating flow-on tax generation
(as opposed to direct tax revenue), we have assumed a range
of average tax rates for companies operating in New Zealand
as alternative options 1 21% (low), 27% (medium) and 33%
(high). This allows a more realistic range of outcomes than
the maximum taxation rate of 33%. We have also assumed
an average PAYE rate of 27.8%° for the purpose of
calculating flow-on PAYE revenue.

1.6 Net Additional These various assumptions have been combined into three
scenarios, which reflect the range of outcomes from ETNZ activity in
the economy.

Funding
Scenarios

Scenario 1 7 All Government funding and overseas funding is net
additional. All non-Government, NZ-sourced funding is additional.
This scenario would arise if a New Zealand sponsor has a choice to
make between two alternatives i funding ETNZ or funding a totally
offshore based marketing campaign to achieve the same levels of
brand exposure and marketing effect. This scenario has a high level
of net additional expenditure, and therefore impact. It is represented
in Figure 1.1 by the diff er ence bet ween O6A06 al

e Government Funding i 100% net additional
e Offshore Funding i 100% net additional

e Other NZ Funding i 100% net additional

4 Company tax of 33% is considered a maximum as not all operating surplus is taxed directly (allowing for extraordinary items,
credits and so on).
® This is based on national level personal income statistics from Statistics New Zealand 2006 Census applied to personal tax

rates applicable during 2003-2007. Direct PAYE revenue is based on actual figures provided by ETNZ.
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Scenario 2 i All Government funding and overseas funding is net
additional. A small amount of the non-Government, NZ-sourced
funding is additional. This scenario would arise where a New
Zealand sponsor chose to fund ETNZ rather than the alternative of a
marketing campaign primarily in New Zealand (80% is a transfer) but
with an overseas component (20% is net additional). This scenario
would show a low level of net additional expenditure. It is
represented in Figure 1.1 bBé.th

e Government Funding i 100% net additional
e Offshore Funding i 100% net additional

e Other NZ Funding 1 20% net additional

Scenario 3 i All Government funding and overseas funding is
additional. Two thirds of the non-Government, NZ-sourced funding
additional. This scenario demonstrates the approximate mid-point
between the high (Scenario 1) and low (Scenario 2) outcomes. Itis
also represented in Figure 1.1
but in a different point on the continuum between spending in New
Zealand and offshore.®

e Government Funding i 100% net additional
o Offshore Funding i 100% net additional

e Other NZ Funding i 67% net additional

® The selection of 67% net additional funding (and therefore expenditure) in Scenario 3 should not be confused with the
economic impact outcomes associated with the decision not to divert the profit to sponsorship, and instead retain the after-tax
profit as earnings or share dividends. The consumption across economic sectors resulting from such after-tax income would
vary considerably from the consumption generated by ETNZ (or an alternative sponsorship arrangement). The economic

impact of each alternative would differ as a result and could not be compared.
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2 Methodology

The methodology is based on detailed total campaign (including
interim period) income and expenditure data provided by ETNZ.
The data represents actual figures by each supplier (economic)
sector compared with the 2003 report which was based on
estimated budgets and expenditure by sector.

2.1 Overview

Key steps have been:

1. Assembly of the relevant income, expenditure, salary
and tax information by ETNZ into an evaluation
framework;

1. Reconciliation of the total funding structure, to
identify Government, New Zealand sourced and
overseas sourced funding, including goods in
kind;

2. Reconciliation of the total amount of expenditure
by ETNZ, covering capital and operating
expenditure, the items of spending and the
sectors receiving the expenditure, and the
shares in each case directed to New Zealand
and overseas;

3. The salary and wages and contractor
components of the expenditure and where that
was paid (i.e., which taxation regime).

2. Analysis of the direct and total impacts (in terms of value
added and employment), applying relevant economic
models;

3. Reconciliation of the expenditure and funding flows, to
identify the consequent direct tax flows within the overall
structure;

4. Analysis of the gross output implications of the ETNZ
spending, also calculated through the economic models,
as the basis for assessing the flow-on and total tax

implications.
22 ETNZ and There are three entities in the Team NZ Group.
Campaign e The Team NZ Trust (which owns 100% of TNZ Limited)

Summary e Team NZ Limited (which owns 100% of TNZ Spain)

e Team NZ Spain SLU (incorporated in Spain)
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ETNZ has provided income data to MEL as an aggregate across all
entities by each source. In providing expenditure data to MEL,
ETNZ has taken care to distinguish expenditure by each entity that
occurred in New Zealand and Spain. Some approximations relating
to the translation of expenditure and income from Euros and $US
into $NZ was necessary and was based on the foreign exchange
rates at the time of each contract across the campaign period.

Defining the "start" of the 2007 campaign is not an exact science
particularly in a financial accounting framework where it is difficult to
'rule off' one campaign and start the next. There is often a degree of
cross over where surplus assets from one campaign help the next.
However, relevant dates include:

e Loss of America's Cup - Feb 2003.
e Grant Dalton appointed CEO in April 2003.

e April 03 to May 04 was regarded as an dnterim periodéwhen
Team NZ was in a holding pattern.

e It was not until the Team had critical funding that they were
able to Challenge for the 32

e For management reporting ETNZ drew a line at the end of
May 2004 and started the 2007 Campaign proper as at 1
June 2004.

e ETNZ defeated in Valencia in July 2007.
e Sign-off of 2007 campaign i August 2007.

For the purposes of this assessment, any expenditure that relates to
either contracts around the 2007 Campaign (such as employees)
and costs of pack up and freight back to NZ have been included.
Broadly this covers the interim and campaign proper periods from
April 2003 to August 2007.

Operationally, ETNZ already had a syndicate base in Halsey Street,
Auckland prior to the 2007 campaign. Some expenditure went on
modifications of this existing facility. ETNZ also developed a
syndicate base in Valencia. During the total 53 months of the total
campaign period, ETNZ spent two 5 month periods in Valencia. The
first was in the 2006 Northern Hemisphere summer (approximately
March to July) and again in 2007.

ETNZ crew during the 2007 campaign averaged approximately 110
personnel but reached a maximum of 125. For the purpose of this
study, crew expenditure (consumption) is based on the average
crew count of 110. When travelling or in New Zealand, the ETNZ
community (crew, partners and children) totals approximately 350
people. With approximately 110 of these children, it is assumed that
the majority of crew households are two parent families, with a
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smaller proportion couples with no children and single adults. All
crew households are assumed to be earning above average
household incomes.

These assumptions influence the estimation of crew household
expenditure for GST and economic impact analyses’. This has been
assessed according to MEL models of household expenditure and
consumption, across housing, retail, service, transport and other
sectors of the economy, drawing from the Household Economic
Survey (Statistics NZ, YE June 2007)°%.

2.3 Marine Sector It is also believed that there have been benefits to the marine
Impact industry by maintaining an Americas Cup presence in New Zealand.
Although the effects may not be directly quantifiable in terms of
additional business activity, it is important to understand the
potential flow on effects of this core of marine service (as distinct

from sailing) expertise moving offshore.

Consultation with the marine industry helped identify the extent to
whi ch the continued presence ¢
New Zealand has benefited the industry, through: ,

i.  The direct business and employment consequences of
a challenge based in New Zealand vs no challenge
(i.e., from ETNZ presence);

ii. The indirect business and employment effects,
including retention of an Americas Cup-related core of
expertise, and how this may impact on other parts of
the marine sector;

iii. Maintenance/retention of any competitive advantage
which New Zealand has in Ame r i Cup @msd other
high technology yacht racing.

iv. The business generated as a result of the New Zealand
marine industry leveraging off Cup related activities
(i.e., exposure to potential international customers).

2 4 Economic Since the 2003 pre-campaign report, the economic models for both
Models Auckland region and nationally have been updated. Whilst the

" Based on data available from ETNZ for this assessment, non-NZ resident contractors are assumed to have the same
breakdown of household expenses as NZ resident crew households. This will slightly overestimate the expenditure occurring in
NZ for this small group as there are a number of expenses they will not face.

® MEL has applied the most recent (YE June $2007) HES ratios for all crew expenditure (2003-2007).
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earlier report relied on inter-industry tables representing the
economy during 1995-96 and updated to 2000-01, the latest inter-
industry tables prepared by Statistics NZ and used in this
assessment are updated to 2003-04.

All economic impact results are therefore expressed in 2003-04
dollars of the day and employment terms. A key implication of
the change in economic models is that, overall, the 2003-04 sector
multipliers have declined as a result of the further opening-up of
New Zealand to the global economy (i.e., a greater reliance on
imports and therefore a smaller share of manufacturing carried out
domestically)®.

The total campaign expenditure for ETNZ and crew households has
been applied to the regional and national models to identify the
direct expenditure effect, estimated gross output, direct value added
and employment. The total impacts have been identified by applying
appropriate multipliers for each sector™.

2.5 Economic Impact
Assessment

This shows the direct, indirect and induced impacts as net value
added ($m) to the Auckland region and New Zealand economies
over the total campaign period, and the estimated FTE employment
sustained (expressed in 2003-04 terms).

Total direct and flow-on tax revenue associated with the ETNZ
Amer i cads Cu psunomarisgddniFigune 2il.s

2.6 Taxation
Revenue

Direct Tax Revenue:

1. PAYE paid by ETNZ has been provided by ETNZ.

2. GST has been identified in gross and net terms, to cover the
GST component of Government funding ($3.75m) and other
NZ-sourced funding, less the implied GST paid by ETNZ on
goods and services in this country;

3. GST has also been calculated to cover the GST component
of consumption expenditure by syndicate crew and their
households while in New Zealand;

® For the purpose of this model, it was not possible to deflate all campaign expenditure to $2003-04 (to be consistent with the
inter-industry tables used in the economic model). However, the effect of this unlikely to be significant as the majority of ETNZ
funding was received during the 2003-2004 period.

10 In aggregating economic impacts across sectors, it is assumed that there are no linkages between industries in the

evaluation of the direct economic impacts.
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4. ACC paid by ETNZ has been provided by ETNZ.

5. Company tax has been estimated according to the gross
revenue which expenditure by ETNZ implies for the
businesses from whom they have purchased goods and
services, allowing for relevant operating surplus % shares
(based on the economic models) and applying company tax
rates (33% maximum rate only applied).

6. Company tax paid by crew who were New Zealand
contractors has been estimated by ETNZ.

Flow-on and Total Tax Revenue:

7. There are also company tax implications of the flow on
effects through the economy, where indirect and induced
expenditure generates gross revenue to businesses for
which some tax on their operating surplus will be payable.
The increases in company tax as a result of total increased
activity have been estimated by applying a national average
operating surplus ratio to total estimated gross output then
applying company tax rates. For this component of the
model, MEL has allowed for a high rate of 33%, a medium
rate of 27% and a low rate of 21%, recognising that not all
the operating surplus for companies is taxed directly
(allowing for extraordinary items, credits and so on).

8. In addition, there are salary and therefore PAYE implications
from the flow-on effects on wages and salaries. The total
PAYE has been estimated based on total employment
effects. Average salaries by sector have been applied to
total generated FTEs, then taxed at an average rate of
27.8%".

9. Total GST has also been calculated by applying 12.5% to
total value added as a result of the ETNZ and syndicate
crew expenditure. This excludes the initial GST effect (the
GST on funding, less the GST on goods and services
directly purchased.

1 This is based on national level personal income statistics from Statistics New Zealand 2006 Census applied to personal tax

rates applicable during 2003-2007.
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Figure 2.1 Overview of Tax Impacts
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2.7 Similarities and The degree to which study assumptions have been held constant
Differences (for scenarios of net additional funding and therefore expenditure)
Between Pre and has already been discussed. Another key similarity between the pre
Post Campaign and post campaign assessments relates to total funding and
Assessments expenditure calculations. Namely, the total funding required for the

campaign, as estimated before the challenge was officially
announced, was $130.0m and gross expenditure was expected to
equal funding (i.e., it assumed the campaign broke even). Actual
funding for the 2007 campaign (including the interim period) was
$132.1m and gross expenditure was $130.1m.

However, there are a number of key differences between the two
assessments that should be noted:

e The 2003 assessment relied on estimates of syndicate
funding in terms of the amount overall and the amount by
each source (overseas and non-government NZ sourced
funding). The current assessment, post-campaign, is based
on actual funding/income amounts by source. A greater
proportion of funding came from overseas sources than
originally estimated. As such funding is considered totally
net additional to the NZ economy, this has significant
implications in terms of the economic impact generated by
ETNZ6s presence in the econa

e The 2003 assessment relied on estimates of syndicate
expenditure in terms of the amount overall, the shares spent
domestically versus offshore, the economic sectors
receiving that revenue, as well as the mix of contractor and
wage/salary payments. The current assessment is based
on actual expenditure by sector and location and the actual
amounts paid as salaries and contracts. Overall, a greater
proportion of total ETNZ expenditure accrued to the NZ
economy (76%) compared with initial estimates (66%).

e The 2003 economic model reflected the Auckland and
national economy as at 1995-96 and updated to 2000-01.
The current economic models are updated 2003-04. This is
the latest available.

e The 2003 economic models were based on 48 economic
sectors. The current model is based on a more detailed 123
sector structure. This more accurately reflects the sectors
benefiting from expenditure by both ETNZ and crew
consumption.

e The current economic model more accurately tracks
expenditure in the retail sector for crew expenditure in
particular by distinguishing the retail margin from the mix of
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domestic manufacturing and imports by sector.

The 2003 model relies on the 2001 Household Economic
Survey (by Statistics NZ) to disaggregate crew expenditure
by household type and economic sector. The current model
utilises the HES for the year ending June 2007.

The 2003 assessment relied on two different approaches to
estimate crew consumption for GST calculations and
economic impact calculations. The current assessment
relies on the more detailed analysis of crew consumption for
the economic impact models to consistently estimate the
GST generated by those households.

The 2003 model assumed a four year (48 month) campaign
with 14 months spent overseas. The current model is based
on 53 months covering the interim and campaign proper
period with 10 months spent overseas. This means a
greater amount of crew expenditure overall and a greater
proportion of crew expenditure allocated to NZ rather than
spent offshore.

Nationally, the 2003 assessment calculated an average
PAYE rate of 26.4% (based on the 2001 Census of personal
income). The current assessment uses data from the 2006
Census and calculates the average PAYE rate of 27.8%.
This is used to calculate the flow of PAYE generated
through the economic model (indirect and induced) but not
direct, as this figure was provided by ETNZ. In comparison,
the 2003 assessment also relied on a slightly higher
average PAYE rate (27.5%) to calculate direct PAYE paid
by the syndicate.

Similarly, the 2003 assessment relied on estimates of GST,
ACC and FBT paid by the syndicate. The -current
assessment utilises actual ACC and GST (including
customs GST) costs. No FBT was paid by ETNZ and is
therefore excluded from the current analysis.

The current assessment identifies company tax paid by New
Zealand resident contractors (estimate provided by ETNZ).
This was not identified in the 2003 assessment.

A comparison of some key parameters for this updated assessment
and the 2003 assessment are provided in Appendix 2.
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3 Key Findings

The findings are presented for each key component of the impact
assessment i the implications for the economy, and the tax
implications for Government. As noted, they do not measure the
same things, and cannot be simply added to identify a total impact.
The results have been calculated for each of the three scenarios
(Section 1.6 above).

3.1 Scope

3.2 Net Additional The challenge by ETNZ for the 32" Amer i ca6s C(spent)i
approximately $99m (gross) into the New Zealand economy over the

total campaign period, inclusive of salary and wage and contractor

costs, but excluding GST and an estimated small operating surplus.

Of this amount, some $30m was based on Government funding,

$20.6m was based on other NZ-sourced funding, plus approximately

$48.4m from overseas-sourced funding (being the balance of total

overseas sourced funding less that paid to cover overseas expenses

and operating surplus).

Expenditure

This sustained two main types of spending - direct spending by the
syndicate on goods and services in order to mount a challenge for
the Americabés Cup, and spending
directly employed by ETNZ (and their households) over the
campaign period. The first component covers the effect of
operational spending by ETNZ excluding salaries and wages, the
second covers the spending sustained by those salaries and wages.

However, the estimated $99m injection is not all additional. The net
additional amount varies between the scenarios (Figure 3.1). In
each case, the amount sustained by Government funding ($30m
excl GST) and overseas funding (approximately $48.4m) is
considered net additional. The additional effect of NZ-sourced
funding varies between $20.6m and $4.1m.

In Scenario 1, where the sponsorship is all additional, then the net
additional amount would be $20.6m. In Scenario 2 the assumed
alternative is that the $20.6m would have mainly been spent in New
Zealand regardless of ETNZs presence. In total 20% of the $20.6m
is considered net additional ($4.1m). In Scenario 3 two thirds of the
$20.6m is considered net additional from an expenditure point of
view ($13.7m) (Figure 3.1).
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Figure 3.1:

Net Additional ETNZ Injection 2003-2007 ($m)

Explanationc

Government Grant
NZ Sponsorship & Other Income
Overseas Sponsorship & Other Income

Scenanio 1 - All Non
Govemment NZ Income
is addiional spend to the

Net Additional
100%
100%
100%

Scenanio 2 - 20% of Non| Scenario 3 - 2/3 of Non
Govemment NZ Income | Govemment NZ Income

is additional to the NZ

Effect)

Net Additional
100%
20%
100%

is additional to the NZ

Effect)

Net Additional
100%
67%
100%

Net Income Summary (Sm excl G5T) Scenario 1 Scenario 2 Scenario 3

Government Grant H 300]% 300|% 300
NZ Sponsorship & Other Income $ 206|% 41]% 137
(Overseas Sponsorship & Other Income {Less Offshore Expenditure and operafing surplus) * $ 48413 487 |$ 485
TOTAL NETADDITIONAL INCOME $ 891% 828|% 922
SHARE OF SCENARIO 1 TOTAL NET ADDITIONAL INCOME 84% 93%

*Whik: offshore ncome and expendiue are agaoss ihe

105, the fofal amount of nef addifional offshore fimding used for

domestic expendifure vares sbghify as net addiional domesfic expendiure and net addifional dome siic ncome fand therefore shorifall)

P

vary by diferent i

Excluding salaries and wages (and crew contractor costs), ETNZ
had gross direct expenditure in the New Zealand economcy of

$27.9m.

Excluding the estimated value of imported goods

purchased in New Zealand (namely for fuel purchased), the direct
spend that flows into through the sectors of the economy is $27.6m
over the campaign period (Figure 3.2).

Approximately 54% of this was spent on research and development,
construction and maintenance of the yachts, 25% was spent on
management infrastructure, marketing and PR, 16% was spent on
base/workshop operations and the balance (5%) on travel and team
logistics and other sailing operations (such as support boats,

weather programs, crew health and fitness and training).

Figure 3.2: Net Additional Expenditure 2003-2007 ($m)

Direct NZ Expenditure

Scenario 1

Scenario 2

Scenario 3

Net Expenditure Summary (Sm excl G5T)

ETNZ Expendilure dess wages, salaries, contract fees) S 276 |5 23.0|5 257
Estimated Crew Household Spend {whie n NZ)* S 357153 29915 333
TOTAL NET ADINTIONAL DIRECT EXPENDITURE S 633 |5 5291\5% 589

Direct expenditure estimates exclude the vaie of mporis

* Assumes crew household spend no money in NZ while based overseas. Exdudes estimaled contributions i savings and

moigage prncpal payments.

Not all of the ETNZ direct expenditure is net additional to the

economy.
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additional, the net additional direct expenditure to the New Zealand
economy varied between $27.6m (100% in Scenario 1) and $23.0m
(84% in Scenario 2) (Figure 3.2).

As crew salaries and wages secured those crew households in New
Zealand, their expenditure in the New Zealand economy is also a
direct result of the ETNZ 2007 campaign.

While based in New Zealand, crew households directly spent
approximately $44.0m in the economy (gross). Excluding the
estimated value of imported goods purchased in New Zealand
(namely for fuel and some retail goods) and estimated contributions
to savings and principal loan repayments i which are not modelled
as flowing through the sectors of the economy 7 total net direct
expenditure by ETNZ crew households is estimated at $35.7m
(Figure 3.2).

Not all of that direct expenditure is net additional to the New Zealand
economy. Based on the origin of funding that sustained that
expenditure (through wages and salaries), the net additional direct
expenditure varies between $35.7m (Scenario 1) and $29.9m
(Scenario 2).

Total net additional direct expenditure resulting from the 2007 ETNZ
campaign ranges between $63.3m and $52.9m (Figure 3.2). This is
the direct expenditure (by economic sector) that is used to calculate
economic impacts.

The taxation assessment provides an estimate of the direct and total
Areturnodo to Gover nmentETNZ (§30m)tahde
the additional activity and expenditure which would ensue.

3.3 Taxation Impacts

The taxation impacts have two components;

e The direct and indirect taxes paid to government as a result
of the direct activity of ETNZ (and Crew and resident
contractor households) over the campaign period,
comprising GST (including Customs GST), PAYE, Company
Tax, and ACC.

e The total tax effect that arises from the total economic
activity generated from the flow-on effects of ETNZ6 gand
Cr ew h o u sdirdctospedding in the economy over the
campaign period. This is also made up of GST, PAYE, and
Company Tax. (It is beyond the scope of this study to
calculate the flow-on FBT and ACC.)
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Based on expenditure and sponsorship information provided by
ETNZ, the estimated direct tax revenues to Government range
between $27.5m (Scenario 1) and $22.0m (Scenario 2) (Figure 3.3).

Direct Tax Flows

While the gross tax amounts and the tax deductibility offsets vary
between scenarios, the net outcome is fairly consistent. The
differences in gross amounts arise from the assumption of whether
New Zealand sourced sponsorship is additional or a transfer.

Under Scenario 1 the gross tax revenue would be $27.6m, but there
is a net offset of $6.8m (the $20.6m of other NZ sponsorship is
deductible at 33%), for a balance of $20.9m net tax revenue to
Government (Figure 3.3). Because the tax deductibility offset
cannot be equated against any single component of other types of
tax, then the specific amounts of tax by type cannot be calculated.
Accordingly, these have been allocated pro rata i to identify that of
the $20.9m, then PAYE pro rata makes up the largest proportion
(53%), with Company Tax at 33%, GST at 13% and ACC at 1%.

Figure 3.3: ETNZ and Crew Household Direct Tax Revenue, 2003-2007

Taxation Category Scenario 1 ($000) Scenario 2 (S000) Scenario 3 (5000)
Net GST on ETNZ Activity $ 5841 % -1514] % -971
Customs GST paid by ETNZ s s00|s x1]s 280
GST on Crew Household Consumgtion s sools 3280|s 3653
PAYE $ 146001 $ 12222] $ 13,609
FBT $ - s - s -
ACC $ 300| % 2511 % 280
Company Tax {Direct ETNZ) $ - 1% - 1% -
Company Tax (NZ Contraciors) $ 8000 $ 6897|$ 7,457
Company Tax {resulting from ETNZ direct spend) s 1,101] o21|s 1,026
Total Estimated Direct Tax Revenue $ 27636] % 221081 % 25332
Tax Effect of Sponsorship Deductions to NZ Sponsors $ 5,782| % -1,356] % 454
Total Estimated Direct Tax Revenue s 20854 | 20752 § 20,811
|Diflemn|:e from Base Case $ - 3 “102]1% -42
[Ditference from Base Case % $ - 0.5% -0.2%)

In Scenario 2, it is assumed the New Zealand sourced sponsorship
is largely a transfer and the gross amounts have been adjusted
accordingly. In this Scenario, the total net tax revenue to
Government is $20.8m (reflecting the lower net additional
expenditure in New Zealand), a difference of $0.1m (0.5%). This
difference is small, in the context of the reliability margins of the
estimates, and reflects the similarity of tax rates across different

®@ market economics



Indirect and Induced
Tax Revenue

mechanisms.

Scenario 3 shows the outcome if two thirds of the New Zealand
sourced funding was net additional, and the other third a transfer.
The net additional tax generated is $20.8m, close to the other two
scenarios (Figure 3.3).

The consequent tax flows calculated from the economic modelling
show the additional effects, as the ETNZ (and crew household)
expenditure flows through the economy. This is additional to the
direct tax revenue from PAYE, GST and so on identified above. The
tax revenues have been calculated according to the estimated
volume of additional economic activity required to support ETNZd
demands in the New Zealand economy. As ETNZ purchased goods
and services from their suppliers it set in train a number of rounds of
economic transactions as direct suppliers request additional inputs
from their suppliers and so on up the chain. There is a similar effect
from the consumption spending by the ETNZ crew and their
households (sustained by the ETNZ salaries and wages). This
results in increases in gross output within the economy, with
consequent increases in operating surpluses and company taxes, as
well as salaries and wages and PAYE.

The total GST amount has been calculated from the total net
additional value added generated by these transactions (at a rate of
12.5%). Since GST is a value added tax, then it can be estimated
from the additional value added in the economy. As long as the
value added calculations in the economic models exclude GST (in
terms of the inputs of additional expenditure) and the value added
coefficients for each sector also exclude any GST effect, then the
model estimates of net value added can be used directly to estimate
the implied GST.

In addition, the additional expenditure sustains wages and salaries
for people working in the sectors providing the additional goods and
services. Their consequent expenditure sustains the induced
increases in output and value added, and also generates tax
revenue, mainly through PAYE.

It is important to note that the process of calculating the total flow-on
effects incorporates the Company Tax and additional GST
calculated for crew household spend in the direct tax flows above. It
does not, however, incorporate the PAYE which would be paid
directly by ETNZ crew members and contractors, company tax paid
directly by New Zealand resident contractors, nor the initial direct
GST recovery (from the difference between the GST components of
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the Government and NZ-sourced funding, and the GST on goods
and services purchased directly by ETNZ). None of these first round
net direct tax revenue amounts are included in the economic
modelling, so they need to be added in, to identify the total tax
revenue amount (Figure 3.4).

Figure 3.4: Total Tax Flows from Direct, Indirect and Induced Activity, 2003 - 2007

Taxation Category Scenario 1 Scenario 2 Scenario 3
otal GST Revenue S 5.4 S 39 S 4.8
Company Tax Revenue
Option 1 (33% avg company fax - HIGH} 5 8.1 5 6.7 5 7.5
Option 2 (27% avg company fax - MED) S 6.6 S 55 S 6.1
Option 3 (21% avg company tax - LOW} S 51 5 43 s 48
PAYE Revenue S 8.9 S 74 S 8.3
IDirect, Indirect and Induced Tax Revenue - HIGH S 22.4 S 180 S 20.5
|Direct, Indirect and Induced Tax Revenue - LOW S 19.4 S 15.6 S 17.8
Net Direct 1st Round Tax 5 17.1 s 16.8 s 17.0
Total Revenue - HHGH s 394 $ 3438 $ 375
Total Revenue - LOW $ 36.5 $ 324 $ 348

Figure 3.4 shows the total taxation revenue to Government, under
the three scenarios. Scenario 1, with net additional direct injection
of $63.3m into the economy, generated tax on indirect and induced
activity of an estimated $19.4m - $22.4m. This is in addition to the
initial $17.1m from PAYE, GST, ACC and Company Tax. In total,
the activity associated with the ETNZ challenge generated between
$36.5 and $39.4m of tax revenue. This compares with the net $30m
of government funding. In broad terms, the total tax revenue from
the consequent indirect and flow on effects would be about double
the direct net tax effect.

In Scenario 2, where a significant amount of the NZ-sourced funding
is assumed to be a transfer and not net additional, direct net
additional expenditure of $52.9m would generate between $32.4 and
$34.8m in total tax revenue - $15.6m - $18.0m tax from indirect and
flow-on effects, on top of the $16.8m in net direct tax from ETNZ.

In Scenario 3, where two thirds of NZ-sourced funding is net
additional, the total tax revenue would be $34.8m to $37.5m i with
$17.8m - $20.5m tax from the indirect and flow on effects, and
$17.0m in net direct tax from ETNZ.
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The presence of the ETNZc hal | enge for the 2
estimated to have generated between $32.4m and $39.4m of tax
revenue for the New Zealand Government, over the total campaign
period. Approximately half arose from initial and direct tax recovery
through PAYE and company tax on salaries and wages of crew, and
the net GST amount. The balance arose from the additional activity
sustained in the economy by the ETNZ and crew household
expenditure, driven by the total funding for the syndicate. This
compares with the $33.75m of Government funding, including GST.

Total Tax Revenue

In broad terms, between 96% and 117% of the Government funding

was re-couped over the course of the challenge campaign, from

activity sustained by the challenge. This does not allow for any

additional activity in the economy which may have been indirectly

enhanced by the syh th example, dadditiopal

tourism or demand for marine sector servicesoutsi de t he ¢
Cup activity.

Having established the taxation position in relation to ETNZs
presence in New Zealand it is important to assess the wider
economic impacts that arose from the spending that occurred.
Direct spend by ETNZ was concentrated in the Ship & Boat Building,
Textile Manufacturing (sail related), Glass & Glass Product
Manufacturing (fibre glass related), Scientific Research and General
Insurance sectors. When combined with the net additional direct
expenditure by crew households, total spend was concentrated in
the Ship & Boat Building, Finance, Retail, Textile Manufacturing (sail
related) and General Insurance sectors. A detailed breakdown of
expenditure under the three scenarios is appended to this report
(Appendix 1).

3.4 Economic Impact
Assessment

Under each scenario, impacts have been assessed against the
Auckland regional economy and the national economy.

Under Scenario 1 it is estimated that the presence of ETNZ injected
$63.3m in direct spend into the Auckland and national economies
over the total campaign period (Figure 3.5).

Scenario 1

This expenditure is estimated to have generated $29.0m in direct
value added and 380 FTE years of direct employment in Auckland
region. Including the indirect and induced effects, the total value
added impact was $65.8m, supporting approximately 800 FTE years
of employment in the Auckland economy.
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Figure 3.5: ETNZ Economic Impacts, Auckland Region and NZ (2003-07), Scenario 1

Auckland Regional New Zealand Total

Catego
gory Impacts Impacts

impacts: 2003 - 2007
Direct Im pacts
Expenditure ($m) S 63.3]5 63.3
Value Added ($m) S 290|s 29.0
Employment (FTE years) 3811]5 377
|Direct and Indirect Im pacts
Gross Output ($m) S 10985 120.7
Value Added (5m) S 19.4|5 53.6
Employment (FTE years) 629 )5 675
TOTAL Impacts
Gross Output (5m) S 142815 164.3
Value Added ($m) S 65.8]|5S 744
Employment (FTE years) 79915 899

Economic multipliers and ratios based on Statistics NZ 2003-2004 Inter-industry tables

All economic impacts are therefore expressed in 52003-04 and employment terms.

In the context of the national economy, the $63.3m of direct
additional spend generated $29.0m of direct value added and
supported approximately 380 FTEs. Once the flow-on effects are
incorporated this increases to a value added impact of $74.4m,
sustaining almost 900 FTEs (equivalent FTE years).

Figure 3.6: ETNZ Economic Impacts, Auckland Region and NZ (2003-07), Scenario 2

Auckland Regional New Zealand Total
Category
Impacts Impacts
impacts: 2003 - 2007
Direct Im pacts
Bxpenditure ($m) S 529|s 52.9
Value Added (Sm) S 243 ]S 24.3
Employment (FTE years) 319 | S 315
|Direct and Indirect Im pacts
Gross Output ($m) S 9181]% 100.8
Value Added (Sm) S 1316 448
Employment (FTE years) 526 | $ 565
TOTAL Impacts
Gross Output (5m) S 119.4 | S 137.3
Value Added ($m) S 55.0|S 62.2
Employment (FTE years) 668 | S 752

Economic multipliers and ratios based on Statistics NZ 2003-2004 Imter-industry tables.

All economicimpacts are therefore expressed in $2003-04 and employment terms.
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Under Scenario 2 it is estimated that the presence of ETNZ injected
$52.9m in direct spend into the Auckland and national economies
over the total campaign period (Figure 3.6).

Scenario 2

This expenditure is estimated to have generated $24.3m in direct
value added and 320 FTE years of direct employment in Auckland
region. Including the indirect and induced effects, the total value
added impact was $55.0m, supporting approximately 670 FTE years
of employment in the Auckland economy.

In the context of the national economy, the $52.9m of direct
additional spend generated $24.3m of direct value added and
supported 315 FTEs. Once the flow-on effects are incorporated this
increases to a value added impact of $62.2m sustaining
approximately 750 FTEs (equivalent FTE years).

Figure 3.7: ETNZ Economic Impacts, Auckland Region and NZ (2003-07), Scenario 3

Auckland Regional New Zealand Total
Category
Impacts Impacts
impacts: 2003 - 2007
Direct Im pacts
Expenditure {($m) S 589 |s 58.9
Value Added (5m) S 27.01S 270
Employment (FTE years}) 355 | % 351
|Direct and Indirect Impacts
Gross Output ($m} S 1022 | & 1123
Value Added (5m) S 46.0 | S 199
Employment (FTE years}) 586 | $ 629
TOTAL Impacts
Gross Output ($m} S 1329 | s 1529
Value Added (5m) S 61.2 ]S 69.2
Employment (FTE years) 744 | S 837

Economic multipliers and ratios based on Statistics NZ 2003-2004 Inter-industry tables.

All economic impacts are therefore expressed in $2003-04 and employment terms.

Under Scenario 3 it is estimated that the presence of ETNZ injected
$58.9m in direct spend into the Auckland and national economies
over the total campaign period (Figure 3.7).

Scenario 3

This expenditure is estimated to have generated $27.0m in direct
value added and 355 FTE years of direct employment in Auckland
region. Including the indirect and induced effects, the total value
added impact was $61.2m, supporting approximately 740 FTE years
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of employment in the Auckland economy.

In the context of the national economy, the $58.9m of direct
additional spend generated $27.0m of direct value added and
supported 350 FTEs. Once the flow-on effects are incorporated this
increases to a value added impact of $69.2m sustaining almost 840
FTEs (equivalent FTE years).

35 ImpIications for As well as the direct and flow on impacts from additional economic
activity generated by the challenge, there are a range of wider
effects for the marinei ndustry from the pr
Cup challenging syndicate. These arise in part from the level of
additional demand i which means the sector is larger than it would
otherwise be T but especially from the nature of the additional
demand.

the Marine
Industry

Thisisbecause an Americabs Cup <ch
leading edge services and products from the marine industry, and
the presence of such activity has flow on effects throughout the
industry. Four key effects i over and above the additional demand
for the industry - can be identified.

First, the syndicate will retain key skills in New Zealand. Specialist
skills and experience gained f
activity are in demand internationally, and readily transferable.
Americads Cgng arec gerepabllyi well-resourced, and
syndicates seek to recruit the best qualified people i not just
skippers and sailing crews, but those in support areas including
design, sail-making, hull and spar construction, software, and so on.
Other sectors of the marine industry (in most instances) cannot
match the remuneration available from Cup campaigns, so the top
people tend to congregate around those campaigns.

This means there is a high likelihood that highly-skilled people
currently in the New Zealand industry would be attracted to
campaigns and support businesses based overseas, and therefore
lost (at least in the medium term) to the New Zealand industry. This
process is not unique to the marine industry, and many such skilled
New Zealanders have been involved in other syndicates over the
past decade.

Nevertheless, with a ETNZ syndicate based in New Zealand, then its
presence means a core group of 20-40 highly-skilled people would
be retained in the New Zealand industry. Not all would be part of the
syndicate campaign, but would be employed by the key suppliers to
the syndicate, especially in hull and spar construction, and sail-
maki ng. Typically, these peopl e
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Cup requirements, and will be able to work on other projects at the
same time. The retention of a core of highly-skilled individuals would
me an a stronger industry, and
competitive advantage 1 since they will not be available to the
marine industries overseas.

Second, it retains demand for leading-edge services and products
from New Zealand suppliers. The Amer i cads Cup
leading edge of yachting design, materials and technology, as well
as sailing activity. The syndicates demand this leading edge to be
competitive, and can meet the associated costs. This also has a
double benefit. New Zealand businesses maintain their ability to
provide leading edge services and products, enhancing the overall
competitiveness of the marine industry. Moreover, the New Zealand
industry retains intellectual property, either for the businesses
themselves, or the challenging syndicate.  This means that
development in New Zealand is more likely to be retained to support
the advance of this countrybds &
again enhanci ng New Zeal andds comp
industry.

Third, t he Abased dernaadfer le&ling edge services
means that New Zealand businesses have knowledge and
experience to apply this learning to other sectors of the industry, as
Cup-led innovations and development then flow through to other
less specialised areas. In the past, the most rapid flow on has been
to the super-yacht sector, whose owners have the ability to pay for
leading edge technology, and frequently demand it to be competitive
T in terms of both performance and appearance.

The presence of Americabds Cup
marine industry was a critical foundation for the development of the
super-yacht industry here during the 1990s.

Fourth, the presence of an Amer i cads Cup c hi
Zealand hasan i mport ant ef fect on Ne
fi b r a mMdedNew Zealand brand has been very high profile in the
Americads Cup over two decades,
successful challenger in 1995 and 2007 and defender in 2000 and
2003, following very strong campaigns in 1987, 1989 and 1992.
These campaigns are widely perc
Zeal ando, as di stinct from <can
Zealand.

There is considerable val ue t o t he New Zeal
from continuation of this recent high-profile involvement. Equally,
there would be considerable downside for the New Zealand brand
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from a perceivedwith dr awal from the Amer.

3.6 Marketing and The benefits for the New Zealand marine industry that flow from the
the Millennium Americads Cup are significant,
Cup couple of decades (1987 i 2007). While they are not quantifiable in

the same way as the economic impacts described above,
anecdotally they are large and ongoing.

One of the key benefits of host
leverage off the event to redefine an industry i in this case New

Zeal andbs Recreational Mari ne
industry was transformed by Tean
the Americabés Cup and in partic

and successfully defending the cup.

That success has led to New Zealanders playing a vital role in many
Amer i cads Cas,panddiyently lecta New Zealand based
companies supplying a wide range of syndicates. However, it has
been the impact in terms of technological footprint that has had the
greatest impact on the local economy (potentially dwarfing the direct
and induced effects of competing in the cup but having been
generated by Nentnued éeneolvemerd & she event
rather than involvement in one single regatta).

In order to maximise the marketing potential and exposure potential
the Amer i cab6s feilS Negw Zeatagdaviarina enterprises,
New Zealand Trade and Enterprise and the export arm of the Marine
Industry Association developed the Millennium Cup i first held in the
lead up to the 2000 defence in Auckland and during the past
campaign, held in Palma, on the island of Mallorca off the coast from
Valencia, where a significant congregation of superyachts gather.

This event involved a range of superyacht races and offered New
Zealand marine industry representatives the opportunity to mingle
with existing and potentially new clients, demonstrate their products
and services, sign contracts and develop new leads.

Direct feedback from companies that took advantage of the
Millennium Cup in Palmaandt he Amer i cads Cathat
the flow-on effects were great. The direct effects were felt by a
range of marine businesses ranging from superyacht manufacturers,
production boat builders, through to marine equipment, design and
service companies, and even marine clothing manufacturers. The
flow-on effects from those directly represented in Spain will be felt
across a broader range of sectors in the New Zealand economy.
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Appendix 1 - Breakdown of Expenditure ($000s)

Figure A1.1: Net Additional Direct Expenditure by ETNZ and Crew Households 2003-2007
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