> < Ministry of Transport v 201 BRIEFING

TE MANATDO WAKA

INTRODUCTION OF A REGIONAL FUEL TAX

Reason for this
briefing

You have announced that you wish to allow Auckland Council to collect a
regicnal fuel tax with an initial focus on accelerating investment in Auckland
transport projects. This briefing provides further information about mtroducmg
a regional fuel tax. .

‘Action required

Discuss with officials.

Agree to recommendations.

Forward this paper to the Minister of Finance.

Deadline

None.

Reason for
deadline

Contact for telephone discussion (if reqﬁh’eﬁ)/ v

S First
Name Posnion e 4 contact
Marian Willberg Manag,er; bemand g{{anagement X
Andrew de Montalk Advnsen DEmang‘ Maﬂagement
Bryn Gandy ) bepjaty Chief Exetutive,
¢ Z;j i fegy éﬁgnfﬁVeéfment
MINISTER'S c@MMENIS ' s9(2)(a) of OIA.

Date:n

1 November 2017

Briefing number: | OC05381

Hon Phil Twyford
(Minister of Transport)

Security level: In-confidehce

Minister of Transport’s office actions

O Noted
[ Needs change

O withdrawn

[ seen I approved
[ Referred to

1 Notseen by Minister [ overtaken by events




Purpose

1.

Overview

2.

s9(2)(f)(iv) of

OIA.

9.

This briefing provides you with advice on how to implement the Government's proposal to
allow Auckland Council to introduce a regional fuel tax to fund land transport infrastructure

in Auckland.

You can implement a regional fuel tax relatively quickly, using thé\reg‘iqnal fuel é:( ) |

scheme introduced in 2008 (repealed prior to any regional fuef. i‘aiefs actually being—"

implemented) as a basis. However, as legislative amendménf is required, a' §barfgned

parliamentary process will be required. We believe that it wﬂf@e possubLe to Sye

legislation passed inside the four to five month ﬂmefr,am@ you havemd}aa{ed “subject to

the Government's other legislative priorities and na unexpected §sue§be+ng identified.
& PN

There are some Issues with regional fuel taxes’ tﬁa annot be camp)etely mitigated, and
we propose several measures to limit the lmpaﬁi oﬂhes 'ssuesfm’ paragraphs 15 to 35).

J

Over the medium term (perhaps four — 10years) ang- iangeﬁ\term (perhaps eight— 15
years), there are other options which dgﬁot f4ce the S@meissues In the medium term,
the congestion charge being mveét{ga\ed for Auékland gould raise some revenue that
could be used for reglonal tranépqn projects ms\lmgb‘ﬂant to note that congestion
charging schemes with a strong teventue faﬁug Qava not been successful overseas, so
revenue collection oughbt&heg;een as & coﬁSeq:Uence of a congestion charging scheme,

and not its purpose \\ S s >

fégioné’( fueiia‘x provides a means to raise revenue for a region’s transport needs from
“thoae Mtho ﬁaval in that region.

) \ \\-“f

«S’e;veral sregional or local authorities (namely Auckland Councll, representatives from
quater Wellington Regional Council, Christchurch City Council and Dunedin City
ouncil) have previously expressed interest in a regional fuel tax to:

. fund transport projects that result in a benefit to the region

. broaden the local authority funding base beyond rates

allow regions to progress projects that do not receive funding under national
criteria.

Other local authorities may also be interested in using a regional fuel tax to fund land
transport infrastructure,
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s9(2)(@)(i) of OIA

Most notable have been the calls from Auckliand Council for a regional fuel tax.

10.

11.  Auckland Council sees a regional fuel tax as a way to meet part of fh\e "an g/ap” S
identified by the Auckland Transport Alignment Project, althougﬁwe nei\e thatth&fungjhg
gap may change as a result of the Government's transport pfwnﬁeén A sepa?a@br&ef ing is

o

being provided on this. TN,

Scope of a regional fuel tax

12.  Given the broad interest in regional fuel taxes, ane dec1sion yoq wm héed to make is
whether you wish the new legislation to empower. only Aucjd atid-Cotiricil to put in place a
regional fuel tax, or whether it should be sufff“en‘tly’éroad (] enabie other local authorities
to potentially do so as well. The scheme’introduééd in- g?foa wtéok the second approach,
with Ministerial approval required befm'&a Jocaf authority gbuld levy a regional fuel tax,

% x s \, .
13.  Ifthe 2008 scheme was reinstated, yau eould eiqu y »\é%ﬂal that the Government will only
the option would be preserved for the

consider a regional fuel tax for Auckland. H We VL
Government to allow otherfjocal autﬁ’ontles»’ta nsgreglonal fuel taxes In the future without
legislative amendment x/} NS

e 7 ’,A"“*\ % \ by

-

14,  Alternatively, if you v wish tgmestnot\the\legi)siation to Auckland Council, then we could
relatively easily ghange\ 1] pr&vsswns‘fmm those used in the 2008 scheme to ensure this,

S .x._«f; _ji \ .‘n‘ T,
f e, . / '“-~..\,\_l ", \/>

Potential issues in intkg;luﬁmg qrégrqnai fuel tax

¥A«;egiorial fue"l f% % 18 Qﬁly a proxy for the use of theé region’s roads, Fuel use varies by
}{",hfﬂe fueleff" o] ncy and fully electric vehicles use no petrol or diesel at all. This
meangéé%e Sebple will pay less tax than others for travelling the same distance.

&,
g,

:1‘6:} Wh?ie é#ﬁcuft to quantify, there is some evidence that a regional fuel tax will have a
gfgater impact on low income households, which spend more of their total income on
Py vgte travel costs (eight percent of total income by decile 1 and 2 households, versus six

percent of total income by deciles 5 to 8). Low income households may also have older,
Jess fuel-efficient vehicles. The average age of vehicles owned by decile 1 households is
Y1 15 years, whereas the average age of vehicles owned by decile 10 households is 11

~ years.

17.  We can carry out further work to determine the effect of changes to fuel prices on
households with different income levels if you wish.

1 A regional fuel tax will create an additional debt facility for Auckland Council. Further work will be required fo estimate the
debt the Auckland Council could leverage from this.
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The tax spreads beyond the region

18.

19.

20.

21,

22,

23.

\

/\2

Setting prices for the sale of petrol and diesel is highly complex and influenced by a.wide
range of factors, primarily fuel companies’ desires to achieve or maintain market share.
This means that fuel prices vary both between and within regions for reasons not always
attributable to the cost of retailing at any particular site. Applying a fuel tax of 10 cents ger
litre to fuel in Auckland does not necessarily mean that all fuel prices u;x the Auckland 7y
region will increase by 10 cents per litre on the day the tax is lmpospd o

Eay

}

Prior to the 2008 scheme referred to above, New Zealand had a reglciha} ’fuel tak‘m pjace
between 1892 and 1996 that levied different rates for a numberﬁfdhe main; 69ﬁt£e5~{t is
reported that fuel companies spread the tax across the cqﬂaﬂ*y anddid not éha;ge a clear
differential at the pump. This spreading was one of the reasons that thts (eglonal petrol

tax was repealed in 1996,

In 2012, Auckland Council commissioned a repéﬁ Im?estlg gp of oricerns regarding a
reg/onal fuel tax. The report, prepared by Ascaw" /pbBERL tics, questioned both

the extent and likelihood of tax spreadmg »

We do not know whether fuel compames wbu?& adopt“ sprgadlng again. The majority of
petrol stations are now owned by fu@ chpanies that 6pera1e across New Zealand, which
makes spreading easier even where the fuel tax Bché(ged at a retall level. However,
increased competition between’ fueJ rétallers m\ay iﬁgate the potential that the tax will be

spread. o P

The higher the rate of/the {eglbj\al fl}eiia}(;tha more difficult it would be for the entire tax
burden to be spread” a/gm’ss“the couptry. his provides a point of contrast with the tax in

force between 1992 a%e/mgs ,wh’ ph&as 0.95 cents per litre In Auckland. A regional fuel
tax for Auckland of 10\cents per htre would, if spread across the entire country, resuitin a

fuel price lnﬁegaseejfapprox;magél\y three cents per litre,

o

We thiny ’tjne\bést strategy tbéuitlgate the risk of spreadmg Is engagement with fuel
compahiés pﬁér to Introduction of the tax, to seek their views and better understand their

bu5|ne§s\pFécessB§an¢constramts One important part of this discussion will be where In
¢h‘e djstﬁbutlonbhaln |ﬁmakes most sense to collect the tax (when the fuel leaves the

,mbe“lme er t\l\aefuel is distributed to the retailer, or when the retailer sells it). There may

ﬁe oppgrtg é&vhen making this decision to reduce the likelihood of spreading.

22{;”: Ongailm jax* has been introduced, we recommend that fuel prices be monitored. While

s

tﬁeTéare‘rio obvious mitigations to tax spreading, monitoring would help us to understand
the extéht te which spreading is oceurring.

tax applies equitably to diesel vehicles

Dlesel makes up approximately 45 percent of the fuel purchased for road use. We
therefore recommend that diesel Is included in a regional fuel tax.

However, between 35 and 40 percent of diesel is used off-road, on farms (tractors,
harvesters), in the construction and building sector (generators, cranes) and in the
broader transpott sector (railway locomotives and ships). To limit the regional fuel to road
users, non-road use could be excluded. Ways to achieve this would include:

. setting up a refund scheme for fuel not used on-road, similar to the current
refund scheme that exists for FED
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. excluding diesel delivered directly to non-road users (for example, delivered to
industrial sites).

27.  Further work is required to develop these mitigations.

28.  The owners of diesel vehicles paid a tax at the pump prior to 1978. In 1978, RUC was ~
introduced as a replacement to diesel tax at the pump as it more accuyately attnbutedthg
cost of road damage to specific vehicles. RUC is calculated based infhewelght
mileage of a vehicle. Introducing a regional fuel tax will involve re-intrqdhs;ﬁg a /.
substantial tax on diesel (a 0.33 cents per litre tax on diesel alrsady Q)qs-té as d|scus§pd

below). AN

”"\ N

W

29,  Officials have prewously explored the possibility of having different RUC mteé&y
geographical region as an alternative to a diesel tax, Thl§  approach wa‘sfound not to be
practicable. The key issue is diesel vehicle owners, j(pamc&larly &ﬁge\@erat«ng large
fleets) are able to register their vehicles to an add’rgés m)tsndgk the re@ion where a regional

fuel tax applies.

Actively monitoring any boundary issues

30, Ifprice spreading does not oceur, ﬂ\en afeglonaFfuel l@’} has the potential to result in
customers crossing the geograﬁhtc bbundawoﬁazégloﬁ to buy fuel not subject to the tax.
A degree of regional fuel sho ,pplngxéﬁeady/oz:ehas S
/ ""“K
31.  Countering this risk Is t@é{A\uclaan y ‘has lower petrol prices than some of the
surrounding reglons fFonexample, 30“ c\tober 2017, the average price of 91 petrol in
the Auckland regpn waé /1 84 perl ew d the average price in the Waikato was $1.92.

32. Wedo not beheVe:tbé\r‘e will bésk:ﬁuf cant boundary crossing issues at the household
level, While, a&malkpropﬁ&n:ijaouwhold travel is between regions in New Zealand, for
most hoﬁsehdlds the d sfanq‘&to a fuel retailer outside the region Is unlikely to provide a

greatfi/n'ce,,nﬂ\?ef to travel thers to refuel.

33, An fuel ﬂceﬁl re,ntfals that do exist across boundaries are much more likely to be
<l fe»sp ifed by !aﬁg sténce transport operators, who will have the ability to refuel at any
fﬁ\ S pomt of théirjo mey They would logically choose to refue! outside areas imposing a
o ‘regionafﬂfel‘tg;
AR\,
ConsYrambon general fuel tax increases
/\\ e
34} {7 J?ltrnduomg a regional fuel tax might make it more difficult to achieve public acceptance of
>~ XYa general increase in fuel tax nationally, for example Increasing the rates of FED or RUC

/70 the future.
\& Iy

N x.../,«"

o
H/gh cost to administer and comply with the scheme

35.  Depending on the design of the scheme, it could result in high administration and
compliance costs.

How can we help you to implement a regional fuel tax?

36.  You have indicated that you wish to have a regional fuel tax in place in the next four to
five months. The advice in this section therefore focuses on introducing a robust and fit-

for-purpose scheme to fit your timeframe,
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37.  The ability to impose a regional fuel tax needs to be created in primary legislation. There
is no such legislation in place now, but two frameworks are discussed below on which that

legislation could be built.

‘Extend the existing Local Authority Fuel Tax

38.  Local government currently collects a Local Authority Fuel Tax under.the Local ,1\
Government Act 1974, The Local Authority Fuel Tax applies to engme,fﬁel (pEtFOJ«ﬂ}’ld

diesel) at the wholesale level. The tax has a maximum leve! of 0. 66 'bents/per htfé" onf
petrol and 0.33 cents per litre on diesel. .

39.  The existing Local Authority Fuel Tax:

. does not require the revenue it collects to pe used specif“ caﬂy*tb\transport
projects R S

. is assessed ata polnt which is too hlgh\ug,m)the ,di&frfbﬁt[gﬁ process to
determine which region the fuel i destmed for,”

. applies across the entire couﬂtcy

x \‘%/

. applies to some fuel whlch \is\bf used: o\\‘g Toqu such as that used in construction

A s

y /A

and by farmers. ij N
40.  Officlals have previously. e’g(ﬁlared the yop‘t«o’nfoﬁmodlfylng and raising the Local Authority

Fuel Tax. Because gffihg‘ls‘sue’s id \above we do not consider this is an effective

option for mtroducmd a’xggbnal fuél

g

Use the repealed 2008 | reglan lffuel tax\\feglslat/on as the basis for a new scheme

xx‘

41.  In 2008 the, L,abour—led \.{émment introduced a reglonal fuel tax scheme after a long
period Of; ,do ltation with-[ocal authorities and the fuel retail sector. This scheme was

mtrodhcédfby ameqdment to the Land Transport Management Act 2003.

L ?*The 2068 scﬁaﬁe Tequlred Ministetial approval for a local authority to levy a regional fuel
Eté)( Auckla?}c! euncxl applied for a regional fuel tax, but was not approved by the
» thmm’gj\la‘tl al-led Government. The regional fuel tax provisions were repealed in
--720 13. L ‘«\ 3 ,}
43. f"@ur:l\mﬁal view is that, given their similar purpose and that the legislative drafting and

S ,_faansultatlon process have been carried out relatively recently, the 2008 scheme provides
: ?a Qéod basis for new legislation to |mplement a regional fue] tax. However, we need some
T t\me to check through the repealed provisions to determine the extent to which they are
sill i it—for-purpose, consult with stakeholders, and determine if any improvements can be

made.

(,m
ek
oy
e
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Legislative approach

44.  Given both options require legislative change, we recommend a new scheme based on
the 2008 scheme, which was specifically designed to deliver a regional fuel tax.

45,  The timetable you have indicated of four to five months is shorter than the time it would--
normally take legislation to proceed through the House. However, it should be poss@e*for
legislation to go through all stages of the legislative process lnS|de the fdur to fIVB month
timeframe you have indicated on the basis that: ‘ e

"xl ‘\; %;

. the new regional fuel tax was closely based on the. repea ed 2008 &qhe

(reducing both policy development and drafting tam’e) .
o < \ x»
. a shortened legislative timetable was agreed (inbludmg eltliepr[ r reduced

Select Committee time)

-, )
. the legislation had sufficient standungam@ngst othér GerfMent priorities.

46.  The 2008 scheme required a reg idﬁa{ counml fof lcép q a proposal which is then lodged
with the responsible Ministers (Minlst@i7 of Trangport:and Minister of Finance). The
proposal is required fo set out mattefs’ su9hj$ ‘Whatthe funding is required for and how
that will contribute to the rggto\ns transpQrf pians;

47.  When Ministers receivéxa regional f( | tax préposal that they are satisfied with, they may
recommend the taxbegi»;eh effe/ol by\makmg an Order in Council.

48.  The 2008 sche }e the hLeW\Zealand Transport Agency (NZTA) the various tasks of
collecting the&\x\pfécess ngtrgﬂ;nds and managing enforcement and penalties. The
systemgto ‘aﬁage these- tast;s would need to be established by NZTA, This could
poteﬂfrajb/b@ﬂone in parallel with the legislative process.

4’9«/ :Ffanspbrﬁs the largest category of expenditure for many local authorities. Local
\ge‘yemment currently contributes to the cost of local roads and regional transport projects

;::ﬂ&\ . general rates on property —~ generally the higher the assessed value of the
) Sroperty the higher the rat
A praoperty the higher the rates

. development contributions — amounts paid by land developers when seeking

consents under the Resource Management Act 1991 and the Building Act 2004

. specific additional rates — for example, Auckland Council has an interim transport
levy on businesses and residents. The levy, due to expire in 2018, is $113.85
(including GST) per year for household ratepayers and $182.85 per year per
business.
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50.

51.

62.

Medium to longer term

These funding sources all have the potential to provide additional funding for specific
projects. Other options include:

. tolling existing roads (which would require legislative change)

. increasing RUC and FED rates across the country

. increasing the amount of Crown contributions

increasing the share that the National Land Transport{und p*rondes c&t‘rxparéd
to the share that local authorities provide. s e

x\} ‘%";r'

Some local authorities, as well as the Productivity Commlssrmwnd yourself ;ave
expressed interest in land-based 'value capture’ as a’ wqy to fund tl:aﬁspo infrastructure.
Value capture involves collecting a portion of the beneﬂt(tof example ‘arincrease in land
value) that results from new public infrastructure A]bqé] authqr ty, 11 ing targeted rating
powers, could potentially undertake this form éf Vaiue”;captura ande 3 the revenue raised

to pay for transport infrastructure. < 4 f»\ LRV {

funding gap, but they should be insthadasmart of Wrdér‘consideratmn of transport
funding. p \J

53.  New options for locan“ i
s9(2)(f)(iv) of
OIA. -
A ,:‘* Ji
54, Congestron‘ belggeon déred for Auckland jointly by central and local
governmen 7f lmp(emqlﬁéd’(llkely at least four years away) will generate some
revepqé 1t i8 finknown at {hrs point how much revenue could be raised, and there is
strong- eq’ud?nce from other jurisdictions that a primary focus on revenue-ralsing reduces
e chance of sucbe‘ssfu{’ implementation of congestion pricing because of its adverse
i act on pubhga*ecsptabﬂﬂy We will provide you with further advice on Auckland
ﬁé' 1n th lpnggelr ferm fuel taxes are likely to become less sustainable and more inequitable
‘\, asveﬁt&‘leﬁ'both become more fuel-efficient and move away from being powered by fossil
l /fugls\Whlle FED and RUC work reasonably well at present, a range of emerging issues
e \an’d the opportunities provided by developing technology suggest they will not be the best
{7 Bw%avji {o fund transport in the longer term.
T NN
s9(2)(f(iv) of
OlA.

57.

We will undertake further policy work on the future of the land fransport revenueé system
and provide you with advice in the coming months.
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Consultation on this briefing

58.  The Treasury has been consulted on this paper and supports a scheme based on the
previous legislation drafted in 2008 as a sensible approach.

59.  The Treasury has cited the following potential issues with a regional fuel tax to date: e,

) high cost of collection
. potential for leakage at the border of the region
. fuel companies may choose to smooth the lmpactac(oss fhe country

60.  The Treasury notes that, despite this, a regional fuel tayo\)«ou!d provrd"eia:tleyv option for
Jocal government transport funding and the Treas,ury V Qdd«suppcﬂ‘ﬁ@s -an interim
fundmg source. The Treasury's view on the Iongértéfm approa{:ﬁ aligms ‘With that set out
in paragraphs 55 and 56 above. : A

N
= ‘\,
\ #

61.  If you agree that we should commenqe\p(eparatuon of gf'Tatlon based on the 2008
scheme to introduce a regional fuel ia)‘(\.? oar ngxtStép‘ afe to:
",‘ . ‘\ \~ \\E,

. come back to you with ; ad\?icé on,a,m hge of second-tler issues such as
Ministerial cnterm«@rggproval rha\xé‘qnum rates, legislative options and a
fimetable -~ > ( RN

(" 4 }\’\‘ - E 3 }

. commeﬁce ﬁhgagémaﬂi @?th fhe"Mlmstry of Busmess Innovation and
Employm’ént; ‘the New.Zealand Transport Agency, Auckland Council, Auckland

qf@portfan*d theffuei;ca panies

Next steps

Y ;
P

e ca;n\wnce prepaﬁhg -Grafting instructions for Parliamentary Counsel Office
base’d onthe 2008 Tegislation.

., \' o f

62. ,leéh t;he econéﬁmlmphcatlans of a regional fuel tax, we recommend you forward this
/< papg\r«’to theN lsPr of Finance.
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Recommendations

63.  The recommendations are that you;

(2)
(b)
(c)

(d)

Marian Willberg
Manager, Demand Management

discuss this paper with officials Yes/¥o
agree that we prepare legislation to introduce a regional fuel X Yes/blo

L) - ‘/ ~, .
agree that this legislation be based on the repealed 20081‘,r:ggi\epé%f/uel ;/;;j;Ngs/Fé

tax scheme

forward this paper to the Minister of Finance.
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